What is a small business?
A small business is a business that is independently owned and operated, with a small number of employees and
relatively low volume of sales.
Different countries have slightly different description for a small business.
For example, in United States a business have less than 100 employees is considered as a ‘small business’, whereas it
is under 50 employees to qualify as a ‘small business’ in European Union.
In Australia, a small business is defined as 1-19 employees.
Small businesses are normally privately owned corporations, partnerships, or sole proprietorships.
Apart from number of employees other criteria for classifying a business as ‘small’ are:
•
•
•
•

Amount of capital employed
Annual Sales turnover
Value of assets
Profits

Importance of small business in the economy
As we all know that small firms are important for the economy.
•
•
•
•

Small businesses employees’ majority of the workforce in any country.
Every business starts small.
Small businesses are flexible and respond easily to changes in demand.
Small firms often cater to local demands.

•
•
•

In difficult economic times, such as a recession, small business can be an important source of providing
employment.
Small firms provide competition to larger firms through providing customized goods and services.
Small firms provide niche products and services which a larger firm might oversee.

Small businesses face the following problems
•
•
•
•
•
•

Under capitalization
Poor debt management
Lack of managerial skills of the owner
Cannot retain experienced staff
Usually find it difficult to attract skilled staff
Poor stock management

How can small business survive?
Small firms survive by being different (product differentiation). They can survive by
•
•

•
•
•

Segmenting the market by income. They can target niche market segments of high income customers, position
their product as a ‘premium brand’ at a high ‘premium price’ e.g. Morgan sports cars
Small firms have the advantage of being able to respond quickly to change - they do not have the bureaucratic
procedures often a feature of large firms where decisions are made only after endless meetings. This means
they can be quick to exploit new market trends.
The Internet also allows small firms direct access to consumers, by passing intermediaries. The web gives
small firms the opportunity of international marketing.
Small independent firms can join together to form a buying group to negotiate discounts on joint orders.
Small firms can survive by selecting a premium niche and offering an exclusive brand’ that exactly meets the
customer requirements of their target segment. They will need to be totally customer orientated.

Stakeholders and their objectives
Many people are involved in running a business. Some have direct interest while others have indirect interest in the
running of the business. These individuals or groups are known as stakeholders.

Stakeholders
Owners
Workers
Managers

Who are they
Objectives
They invest capital in the business and get
- Profits, growth of the business
profits from the business
Employees of the business who give in their time
- Job security, job satisfaction,
and effort to make a business successful
satisfactory level of payment
Employees of the business who manage a
- High salaries, Job security,
business. They lead and control the workers to
-Status and growth of the business
achieve organizational goals

These are the people who buy the goods and
services of the business.
Government manages the economy. The
government charges a tax from the business and
Government
also monitors the working of businesses in the
country
Community is all the people who are directly or
The
indirectly affected by the actions of the business.
community
.
Consumers

Safe and reliable products, value for
money, proper after sales service
Successful businesses, employments to
be created, more taxes, follow laws.
They expect more jobs, environmental
protection, socially responsible
products and actions of the business

Business Growth
Many businesses have an objective and that is to grow in size. Keeping Growth as an objective has its own
advantages for the business.
Why businesses set growth as an objective
•
•
•

Possibility of higher profits
More and salaries for managers
Economies of scale

How can businesses expand?
Business can expand is two main ways:
Internal Growth or also known as organic growth where the business expands by opening more
outlets/factories/offices gradually by using its profits.
External growth involves buying out other business and making them a part of your business. Examples are
takeovers and mergers.
Integration can be of three types
Horizontal Integration: when one firm merges with another firm or takes over another one in the same industry and
at the same stage of production. Example Vodafone and Hutch
Vertical Integration: one firm merges or takes over another firm in the same industry but at a different stage of
production.
Vertical Integration: one firm merges or takes over another firm in the same industry but at a different stage of
production.
Integration can either be forward or backward.
Backward Integration is when a business merges or takes over a business which takes it near to the source of raw
materials. For example an oil refinery combined with another firm which is into oil driling.
Forward Integration is when a business merges or takes over a business which takes it near to the customers. For
example, an oil refinery is combined with company which owns Petrol stations.

Conglomerate Integration: It is also known as lateral integration. Take over or merge with another firm in a
completely different industry. For example a shoe manufacturer buys a biscuit producing business.

Measuring size of the business
In the world around us there are some businesses which are small and some are big. But how do we categorize these
businesses as big or small. We can consider the following factors:
The number of employees: but business which use more machinery and technology i.e. capital intensive may have
few employees but they still might be big. Example Microsoft has less employees but still it the biggest business on
earth.
The amount of capital invested: A business which might not use a lot of investment in machinery but and involves
less investment may still be big. Take the example of software companies and consultancy firms like McKenzie &
Co.
The sales turnover: A business may be going through a bad phase and may not have huge sales does it make the
business small?
Market capitalization: markets are very volatile and share prices change every day does it alter the size of the
business every day?
Market share: a business may not be a market leader but still may be huge whereas if the market is itself very small,
a major market share won’t make a business big.
So while deciding the size of business as big or small a combination of factors needs to be considered.

Business Objectives
Aims of Public Sector and Private Sector
Usually the aim of public sector business is to provide services to the community. For example if the transport system
is owned by the government and it is running a bus service to an interior village and it is not getting enough
customers, the government might still continue it as its main objective is to provide service and not to maximize
profits. Whereas private sectors business give priority to profits and may end the service if it does not find it
profitable to run the service.
Secondly, Public sector strives to create employment whereas Private sectors main aim is to become efficient and cut
cost and in this process they might cut jobs.
Public sector business usually locates in regions where there is underdevelopment so as to create jobs and income for
local population. Private sectors might not keep these things in consideration and will look for external economies of
scale.
Maximize profit: Common for business owned by private individuals. It involves improving profit margins,
improving the rate of return on investment
Grow or expand: It involves increasing the operations of the business, expanding to other regions or countries,
gaining the largest share of the market.
Survival: especially relevant for new businesses

Provide a service: especially for public sector businesses whose main objective is to provide services, create
employment and welfare of the general public
To increase added value: Many businesses want to add more value to their products.

Market Economy/Free Market Economy
Features
•
•
•
•
•

All the resources in a market economy are privately owned by people and firms.
Every business will aim to make as much profit as possible i.e. profit is the main motive.
There is consumer sovereignty.
Firms will only produce those goods which consumers want and are willing to pay for.
Price is determined through the price mechanism

Advantages
•
•
•
•

Market economies responds quickly to people’s wants
Factors of production which are profitable will only be employed.
There is wide variety of goods and services in the market.
New and better methods of production are encouraged thus leading to lower cost of goods and services.

Disadvantages
•
•
•

Public goods may not be provided for in Market economy, thus the government will have to interfere to
provide these types of goods.
Market economies encourage consumption of harmful goods
Prices are determined by the demand and supply of goods.

•

Social cost may not be considered while producing goods and services. It may lead to unemployment because
machines will be more productive than men.

Planned Economy/ Command Economy
Features
•
•
•

Government decides how all scarce resources were to be used.
Government will decide what is to be produced, how much to be produced and how much should be charged
for goods and services.
The economy only has Public Sector.

Advantages
•
•
•

There is no competition between firms thus resulting in less wastage.
Government ensures that everybody is employed.
Less gap between poor and rich

Disadvantages
•
•
•

No incentives for businesses to produce.
Production of goods is decided by government thus there is no consumer sovereignty.
Businesses usually are less efficient because of lack of profit motive.

Mixed economy
Features: Mixed economy is a combination of market economy as well as government planning.
It has both private sector and public sector. Some businesses are owned by private individuals while some businesses
are owned by the government. India, Indonesia is examples of mixed economies. Mixed economy attempts to
overcome the disadvantages of a market economic system by using government intervention to control or regulate
different markets.

Levels of business activity
There are millions of businesses around us. Business can be categorized in three broad categories or stages.

Primary Sector
All those businesses which are related with extraction of raw material from Mother Nature such as mining, fishing,
farming, and logging are known as Primary Sector businesses.
Secondary Sector
All businesses which manufacture and process the raw materials which can be used by the end consumers are known
as Secondary Sector businesses. These include building, construction, compute assembly, shoes factories, textile
factories etc.
Tertiary Sector
Whereas all the businesses which provide services and assist both the primary and secondary sector businesses can be
classified as Tertiary sector businesses. These include transportation, insurance, hospitals, educational institutes,
showrooms etc.

processing the oil into useable product BP sells it to end consumers through its network of Petrol pumps. This comes
uthe tertiary sector.

Economic Problem
We have unlimited Needs and wants and there are limited resources. This is the basic Economic Problem.

Limited Resources
Resources available on earth to make goods and services to satisfy our needs and want are limited. These resources
are also known as factor of production. These can be categorized as

Land
All natural resources provided by nature such as fields, forests, oil, gas, metals and other mineral resources

Labour
The people who are used produce goods and services.

Capital
Finance, machinery and equipments needed to produce goods and services.

Enterprise
This is the skill and risk taking ability of the person who brings together all the other factors of production together to
produce goods and services. Usually it’s the owner or founder of a business.
Business activity combines the factors of production to produce goods and services to satisfy our needs and wants. So
a business activity takes inputs (factors of productions), processes it and gives an output

What is accounting?
This is the keeping of records of firm’s transactions.

Why do we need accounting?
Every business needs to have two prime objectives, such as, to earn profit and to remain solvent and the information
in relation to these objectives while ensuring whether they are being accomplished is provided by accounting.
• It enables a business to maintain complete and orderly prepared records of economic events by way of
preparing books while facilitating the information for various purposes.
• It helps to ascertain the net results in terms of profit or loss (Income Statement) and providing the information
about financial position of the business (Balance Sheet) to the owners of a business relating to what the entity
owns in the form of assets and what it owes in the form of liabilities at a particular point of time.
• It is valuable to the concerned managers too so as to ensure whether the business is being directed as it should
be, and also it is a means to provide the information to the investors to find out the future prospects of business.
• It is also useful for the employees and customers in order to know the condition of the business entity.
• It is the basis and of a great assistance to management for planning, controlling and decision making process. It
also the helps with information on the performance of an entity so that it can be appraised, at the same time as,
its records makes it possible to eliminate fraud and the theft.

• It provides useful information for ascertaining the effectiveness and efficiency of a business.

Final Accounts
Trading Account
The trading account reveals the gross profit of the business.
Gross profit is the difference between sales revenue and the direct cost of the goods sold.
Cost of goods sold is the cost of purchasing the goods from suppliers (in case of retailing business) or the cost of
producing the goods that are sold.

Profit and loss account
This account shows the net profit of the business.
Net profit = (Gross Profit – Expenses and Overheads) + Income from non trading activities
Appropriation account is that part of the profit and loss account which shows how the profit after tax is distributed.
This profit can be distributed as dividends or can be kept in the company as retained profits.

Balance Sheet
Balance sheet shows the value of a business’s assets and liabilities on a particular date.
It records what the firm owns (assets), what it owes (liabilities), what it is owed and how it is financed (owner’s
equity).

Balance Sheet Terms
Assets: all those items of value which are owned by the business. Assets are further categorized as fixed assets and
current assets.
Fixed Assets: Assets which are owned by the business for a period of more than one year. For Example Vehicle,
machinery, land, building.
Current Assets: all those assets which are owned by the business for a short period of time. Example, Cash, stock,
debtors.
Liabilities: All items owed by the business. Liabilities can be classified in two types:
Long term liabilities: These are long term borrowings which are owed by the business for more than one year.
Example includes, long term bank loans.
Current liabilities: These are defined as obligations or debts of the business which have to be settled within one year.
Example includes, Creditors and bank overdrafts, stock.
Working Capital: Also known as Net current assets= Current assets - Current liabilities
Working capital is needed for the day to day functioning of the business. A shortage of working capital can lead to
cash flow problems.
Net assets: Fixed assets + Working Capital
Shareholders’ fund is the total sum of money invested into the business by the shareholders.

Capital employed: It is the total long term liabilities and shareholders’ funds which have been used to pay for the net
assets of the business.
Capital employed = Net assets
Accounting Equation: Assets= Liabilities + Shareholder’s funds

Ratios can be broadly classified as:
Profitability ratios
These ratios measure the profit in relation to sales or capital employed.
Gross profit margin
Gross Profit Margin shows the relationship of gross profit and sales turnover.
Gross Profit
Margin=

Gross Profit
Sales
turnover

X 100

A lower ratio may be the result of the following factors
•
•
•

Decrease in selling price of goods sold
Increase in cost of goods sold
Over valuation of opening stock or under valuation of closing stock

Net profit margin
It is an index of efficiency and profitability of a business.
Net Profit
Margin=

Net Profit
Sales
turnover

X 100

Rate of return on Capital (ROCE)
It shows the return on the investment made by the owner.
Return on Capital
employed=

Net Profit
Capital

X 100

Liquidity ratios
It measures the availability of cash and other liquid assets to meet the current liabilities of the firm.
Current Ratio
The current ratio compares total current assets to total current liabilities and is intended to indicate whether there
are sufficient short-term assets to meet the short-term liabilities.
Current assets: Current liabilities - The ratio when calculated may be expressed as either a ratio or 1, with
current liabilities being set to 1, or as ‘number of times’, representing the relative size of the amount of total
current assets compared with total current liabilities.
A ratio of 2:1 or current assets as 2 times is considered to be healthy for a business.

Acid test ratio
It is quite similar to Current ratio. The only difference in the items involved between the two ratios is that the acid test
ratio or quick ratio does not include stock.
Acid Test
ratio

=

Current assets Stock
Current
liabilities

An acid test ratio 1:1 is considered as healthy. If it is below 1 it suggest the business has insufficient liquid assets to
meet their short term liabilities.
Limitations of Ratio Analysis
•
•

Differences in definitions
Comparisons are made difficult due to differences in definition of various financial terms.

Ratio Analysis can be used for:
•
•

Inter-firm Comparisons: Comparing the performance of one firm with another firm in the same industry.
Intra-firm Comparisons: Comparing the performance of a firm with previous year’s performance.

Judging the success of businesses:
• Gross profit, net profit could be calculated & the results made to make evaluative comments on the success &
performance of a business.
• Other alternative ways could be the ROCE & the Market share.
• Balance sheet could aid in decision making.

Sources of finance

Why do businesses need funds?
-

To start up a business
To expand the existing business
To help a business in difficulties
For capital expenditure. (Money spent on fixed assets)

-

For revenue expenditure.( day to day spending)

A business might have access to various sources of financing its needs. These sources of finance can be classified as:
Internal and external
Internal: this is money raised from inside the business. It includes
•

Sales of assets: Business might sell off old, obsolete assets which are no longer used by the business to raise
additional cash for the business.
Advantage
Disadvantage
Better use of capital A new business might not
have any old or obsolete
assets

•

Retained profits: Businesses (especially limited companies) usually keep some part of the profit every year for
future use. This is also known as ploughed back profit. Over a period of time it can total up to a huge amount
which can be used for financing the business.
Advantage
Disadvantage
Does not increase
Not available to new
liabilities (Debts)
businesses
No need to pay interest

•

Reduction in working capital: Cutting the stock levels can also help the business to raise additional cash.
Advantage
Costs related to
storage of stock is
reduced

Disadvantage
May lead to shortage of
stock and loss of sales

• Owners capital: When the owner uses his own savings.
Advantage
Its available to the
business quickly
No interest is paid

Disadvantage
Savings may be too low
Increases risk taken by
owner.

External: This is the money raised from outside the business. It includes
Short Term
Bank overdraft: Bank overdraft is a facility given by banks to its business customers, people having current
accounts. Through this facility the customers can overdraw their accounts to a greater value than the balance in the
account. The overdrawn amount is agreed in advance with the bank manager. The bank assigns a limit to overdraw
from the account and the business can meet its short term liabilities by writing cheques to the extent of limit allowed.
Advantage
•

No need for collaterals

Disadvantage
•

Interest rates are usually

•

or security.
More flexible and the
overdraft amount can be
adjusted every month
according to needs.

•

variable and higher than
bank loans.
Cash flow problems can
arise if the bank asks for
the overdraft to be repaid
at a short notice.

Trade Credit: Usually in business dealing, a supplier gives a grace period to their customers to pay for the
purchases. This can range from 1 week to 90 days depending upon the type of business and industry.
Advantage
No interest has to be paid.

Disadvantage
The business may not get cash
discounts.

By delaying the payment of bills for goods or services received, a business is, in effect, obtaining finance which can
be used for more important expenditures.
Factoring of debts: It involves the business selling its bills receivable to a debt factoring company at a discounted
price. In this way the business get access to instant cash.
Medium Term
Hire purchase: It involves purchasing an asset paying for it over a period of time. Usually a percentage of the price
is paid as down payment and the rest is paid in installments for the period of time agreed upon. The business has to
pay an interest on these installments.

Leasing: Leasing involves using an asset, but the ownership does not pass to the user. Business can lease a building
or machinery and a periodic payment is made as rent, till the time the business uses the assets. The business does not
need to purchase the asset.

•

•

Advantage
The business can benefit
from the asset without
purchasing it.
Usually the maintenance of
the asset is done by the
leasing firm.

•

Disadvantage
The total cost of leasing
may end up higher than the
purchasing of asset

Medium term bank loan: A bank loan for 1 year to 5 years.
Long term
Long term Bank loan: borrowing from bank for a limited period of time. The business has to pay an interest on the
borrowing. This interest may be fixed or variable. Businesses taking loan will often have to provide security or
collateral for the loan.
Issue of shares: It is a permanent source of finance but only available to limited companies. Public limited
companies can sell further shares up to the limit of their authorized share capital. Private limited companies can sell
further shares to existing shareholders.
Advantage
Permanent source of capital.

Disadvantage
Dividends have to be paid to the

In case of ordinary shares business shareholders.
will only pay dividends if there is
a profit.
Debentures: A debenture. It is loan amount issued for long periods of time to Public limited Companies. Debentures
are generally freely transferrable by the debenture holder. Debenture holders have no voting rights and the interest
given to them is a charge against profit.
Sales and lease back: this involves a firm selling its assets or property to an investment company and then leasing it
back over a long period of time. The business thus can use the asset without purchasing it and can use the revenue
earned from its sale for other purposes.
Factors affecting the choice of finance
With so many sources of finance to choose from, a business has to carefully select the appropriate one. The following
points may be considered while selecting the most appropriate source of finance.
Type of expenditure: Whether the finance is needed for capital expenditure or revenue expenditure. Issue of shares
will be more appropriate for limited businesses who want to expand rapidly. If it is a cash flow problem then bank
overdraft may be more appropriate.
How long the business needs the finance?
How much amount is needed?
What is the status and size of the business? A small business might not be able to raise additional capital through
issue of shares.

What is the capital composition of the business? Highly geared businesses (i.e. with more debt capital and less
equity) would rather go in for equity financing.
What will bank see before lending money?
When applying for loan the bank manager or your creditor might be interested in knowing the status of your business.
They will review your
•
•
•

Balance sheet: to see how much you own and how much you owe to others.
Profit and loss account: to see the profitability of your business.
Cash flow forecast: Predictions about how much and from where cash will come in and go out.

What is cash?
• Cash is a liquid asset; this means that money is available for spending on goods & services.
Importance of cash:
• Cash is needed to pay expenses
• Cash is received from customers but also from bank loans and sales of assets.
• Cash is mostly a liquid asset.
What is Cash flow?
Cash flow refers to the money which comes into and goes out of a business over a period of time. In other words it is
the cash inflow and cash outflow out of a business.

Cash inflow
Cash inflow means all the sources (ways) from which cash comes into the business over a period of time.
Cash inflow can result from
•
•
•
•
•

Cash sales
Payment received from debtors
Investment by owner – shareholders putting in money in form of shares.
Loans and overdrafts
Sale of Assets

Cash outflow means all the sources (ways) from which cash goes out of the business over a period of time.
Cash outflow can result from
•
•
•
•
•

Cash purchases
Payment of wages and salaries to staff
Purchase of fixed assets e.g. house, car , Machinery
Payments to Creditors
Repaying loans

Cash flow forecasts
Cash flow forecast is an estimate or budget which identifies the expected cash inflows and cash outflows over a
period of time, usually on a month by month basis.

Purpose of Cash flow forecast
The primary purpose of the cash flow budget is to predict the sources and uses of cash and to identify your cash
position for a specific time period (daily, weekly, monthly etc.).
Cash flow problems: this happens when the outflows are more than the inflows.
Sometimes a profitable business might face cash flow problems. It may be due to
•
•
•

There might be a sudden fall in sales whereas the expenses may not come down in the same proportion.
Any unforeseen expenses may lead to high cash outflow as compared to cash inflow in that particular period.
Debtors’ payback period takes too long.

How to solve cash flow problems
Cash flow problems can be solved through
•
•
•
•

Arranging a bank loan or an overdraft.
Reducing or delaying some planned expenditure.
Improving the forecasted cash income for that particular period of time.
Delay payments to creditors.
\

Construct and interpret a simple cash flow statement: (refer to text)

Profit: What it is and why it matters.
What is Profit?
•

Profit is the surplus amount of money left after the total costs have been subtracted.

Why does profit matter to a private business?
•
•
•
•
•

Profits are necessary for the long survival of the business.
Profits provide a source of funds for future investment or expansion of the business.
It is the main objective or the reason for existence of the business.
Profits are a necessary reward for risk taking.
Profits may be used to pay off loans or give bonuses to workers.

Budgeting
A budget is a document that translates plans into money – These are plans for the future containing numerical or financial. E.g. , the sales
department for a business may have to budget to ‘increase sales’ by 15% in the export market in the next. Financial year.

Benefits of Budgeting
The budget is an essential management tool. Without a budget, you are like a pilot navigating in the dark without instruments.
•
•
•
•
•

Budgets set targets. It helps people to work towards a set target.
The budget tells you how much money you need to carry out your activities.
Budgets are a form of communication. Employees are aware of performance expectations with regards to their individual work
area.
Budgets act as a monitoring and controlling tool. By doing a variance analysis the manager can estimate where actual results are
different from the budgeted results.
Aid to the planning process by providing a series of quantitative guidelines which can be followed to achieve organizational
objectives.

•
•
•
•

The budget forces you to be rigorous in thinking through the implications of your activity planning. There are times when the
realities of the budgeting process force you to rethink your action plans.
Used properly, the budget tells you when you will need certain amounts of money to carry out your activities.
The budget enables you to monitor your income and expenditure and identify any problems.
The budget is a basis for financial accountability and transparency. When everyone can see how much should have been spent and
received, they can ask informed questions about discrepancies.

Limitations of Budgeting
Though budgeting is major management activity, it has some useful functions for businesses and organizations, it does have great
limitations.
•
•
•
•

Budgeting is a time consuming and costly job. The development of budget includes many repetitive steps before the budget is
finally approved.
Compared with its costs, budgeting provides little valuable, reliable and relevant information.
Budgets are based on assumptions that often turn out to be inaccurate.
Budgets also cause great deal of waste and behavioral problems. People’s main goal is to meet the budgets, so they always try to
negotiate to get lower targets with lower sales and higher costs, which are well known as padding the budgets.

What is Public Sector?
The public sector is a part of the state that deals with the delivery of goods and services by and for the government, whether national,
regional or local/municipal.
Examples of public sector activity range from delivering social security, administering urban planning and organizing national defenses.
The organization of the public sector (public ownership) can take several forms, including:
•

Direct administration funded through taxation; the delivering organization generally has no specific requirement to meet
commercial success criteria, and production decisions are determined by government.

•

Publicly owned corporations (in some contexts, especially manufacturing, "state-owned enterprises"); which differ from direct
administration in that they have greater commercial freedoms and are expected to operate according to commercial criteria, and
production decisions are not generally taken by government (although goals may be set for them by government).

What is a Sole trader or Sole Proprietor form of business?
The Sole trader is the oldest and most popular type of business. It is a form of business where there is only one owner who manages and
controls the business.
A Sole proprietorship is a type of business entity which legally has no separate existence from its owner. Hence, the limitations of
liability enjoyed by a corporation and limited liability partnerships do not apply to sole proprietors. All debts of the business are debts of
the owner. It is a "sole" proprietor in the sense that the owner has no partners.
A Sole proprietorship essentially means a person does business in his or her own name and there is only one owner. A sole proprietorship
is not a corporation; it does not pay corporate taxes, but rather the person who organized the business pays personal income taxes on the
profits made, making accounting much simpler. A sole proprietorship need not worry about double taxation like a corporate entity would
have to.
A Sole proprietor may do business with a trade name other than his or her legal name. In some jurisdictions, for example the United
States, the sole proprietor is required to register the trade name or "Doing Business As" with a government agency. This also allows the
proprietor to open a business account with banking institutions.

Advantages to a Sole Proprietor
•

An entrepreneur may opt for the sole proprietorship legal structure because no additional work must be done to start the business.
In most cases, there are no legal formalities to forming or dissolving a business.

•

•

•

A sole proprietor is not separate from the individual; what the business makes, so does the individual. At the same time, all of the
individual's non-protected assets (e.g homestead or qualified retirement accounts) are at risk. There is not necessarily better
control or business administration possible with a sole proprietorship, only increased risks. For example, a single member
corporation or limited company still only has one owner, who can make decisions quickly without having to consult others, but
has the advantage of limited liability.
Furthermore, in most jurisdictions, a sole proprietorship files simpler tax returns to report its business activity. Typically a sole
proprietorship reports its income and deductions on the individual's personal tax return. In comparison, an identical small business
operating as a corporation or partnership would be required to prepare and submit a separate tax return.
A sole proprietorship often has the advantage of the least government regulation.

Disadvantages to a Sole Proprietor
•
•
•
•
•
•
•

A business organized as a sole trader will likely have a hard time raising capital since shares of the business cannot be sold, and
there is a smaller sense of legitimacy relative to a business organized as a corporation or limited liability company.
It can also sometimes be more difficult to raise bank finance, as sole proprietorships cannot grant a floating charge which in many
jurisdictions is required for bank financing.
Hiring employees may also be difficult.
This form of business will have unlimited liability, so that if the business is sued, the proprietor is personally liable.
The life span of the business is also uncertain. As soon as the owner decides not to have the business anymore, or the owner dies,
the business ceases to exist.
In countries without universal health care, such as the United States, a sole proprietor is also responsible for his or her own health
insurance, and may find difficulty finding any if one of the family members to be covered has a previous health issue.
Another disadvantage of a sole proprietorship is that as a business becomes successful, the risks accompanying the business tend
to grow. To minimize those risks, a sole proprietor has the option of forming a corporation.

What is a Partnership?
A partnership is a type of business entity in which partners (owners) share with each other the profits or losses of the business
undertaking in which all have invested. Partnerships are often favored over corporations for taxation purposes, as the partnership

structure does not generally incur a tax on profits before it is distributed to the partners (i.e. there is no dividend tax levied). However,
depending on the partnership structure and the jurisdiction in which it operates, owners of a partnership may be exposed to greater
personal liability than they would as shareholders of a corporation.

Advantages of Partnership
•
•
•
•
•
•

Easy to set up
More capital can be brought into the business.
Partners bring new skills and ideas to a business
Decision making can be much easier with more brains to think about a problem.
Partners share responsibilities and duties of the business.
Division of labour is possible as partners may have different skills.

Disadvantages of Partnership
•
•
•
•

There is unlimited liability: All the partners are responsible for the debts of the firm and if the business goes bankrupt, all the
partners will have to clear the debts even if they have to sell of their personal belongings.
Disagreement among the partners can lead to problems for the business.
There is a limit to the capital invested. Because of the fact that maximum 20 members are allowed, the business may find it
difficult to expand after a certain limit.
There is no continuity of existence. Partnership is dissolved if one of the partners die or resigns or becomes bankrupt.

Partnership Deed
Before starting a partnership business, all the partners have to draw up a legal document called a Partnership Deed of Agreement. It
usually
contains
the
following
information:
There are many parts that should be included in any articles of partnership. These are:
•
•

Names of included parties - includes all names of people participating in this contract
Commencement of partnership- includes when the partnership should begin. The date of the contract is assumed as this date, if
none is given.

•
•
•
•
•
•

•

Duration of partnership - includes how long the partnership should last. It is automatically assumed that the death of one of the
contracting parties breaks the contract, unless otherwise stated.
Business to be done - includes exactly what will be done in this partnership. This section should be very particular to avoid
confusion and loopholes.
Name of firm - includes the name of the business entity.
Initial investments - includes how much each partner will invest immediately or by installments.
Division of profits and losses - includes what percentages of profits and losses each partner will receive. If it is not a limited
partnership, then there is unlimited liability (each partner is responsible for all partners' debts, including their own).
Ending of the business - includes what happens when the business winds down. Usually this includes three parts: 1) All assets are
turned into cash and divided among the members in a certain proportion; 2) one partner may purchase the others' shares at their
value; 3) all property is divided among the members in their proper proportions.
Date of writing - includes simply the date that the contract was written.

Private limited Companies
These are closely held businesses usually by family, friends and relatives.
Private companies may issue stock and have shareholders. However, their shares do not trade on public exchanges and are not issued
through an initial public offering.
Shareholders may not be able to sell their shares without the agreement of the other shareholders.

Advantages
•
•
•
•

Limited Liability: It means that if the company experiences financial problems because of normal business activity, the personal
assets of shareholders will not be at risk of being taken by creditors.
Continuity of existence: business not affected by the status of the owner.
Minimum number of shareholders need to start the business are only2.
More capital can be raised as the maximum number of shareholders allowed is 50.

•

Scope of expansion is higher because easy to raise capital from financial institutions and the advantage of limited liability.

Disadvantages
•
•

Growth may be limited because maximum shareholders allowed are only 50.
The shares in a private limited company cannot be sold or transferred to anyone else without the agreement of other shareholders

Public Limited company
Limited companies which can sell share on the stock exchange are Public Limited companies. These companies usually write PLC after
their names. Minimum value of shares to be issued (in UK) is £50,000.

Advantages
•
•
•
•

There is limited liability for the shareholders.
The business has separate legal entity. There is continuity even if any of the shareholders die.
These businesses can raise large capital sum as there is no limit to the number of shareholders.
The shares of the business are freely transferable providing more liquidity to its shareholders.

Disadvantages
•
•
•
•

There are lots of legal formalities required for forming a public limited company. It is costly and time consuming.
In order to protect the interest of the ordinary investor there are strict controls and regulations to comply. These companies have
to publish their accounts.
The original owners may lose control.
Public Limited companies are huge in size and may face management problems such as slow decision making and industrial
relations problems.

What is franchising?
The term "franchising" can describe some very different business arrangements. It is important to understand exactly what you're being
offered.

Business format franchise
This is the most common form of franchising. A true business format franchise occurs when the owner of a business (the franchisor)
grants a license to another person or business (the franchisee) to use their business idea - often in a specific geographical area.
The franchisee sells the franchisor's product or services, trades under the franchisor's trade mark or trade name and benefits from the
franchisor's help and support.
In return, the franchisee usually pays an initial fee to the franchisor and then a percentage of the sales revenue.
The franchisee owns the outlet they run. But the franchisor keeps control over how products are marketed and sold and how their
business idea is used.
Well-known businesses that offer franchises of this kind include Prontaprint, Dyno-Rod, McDonald's and Coffee Republic.

Advantages and disadvantages of franchising
Buying a franchise can be a quick way to set up your own business without starting from scratch. But there are also a number of
drawbacks.

Advantages
•
•
•
•
•
•
•
•

Your business is based on a proven idea. You can check how successful other franchises are before committing yourself.
You can use a recognized brand name and trade marks. You benefit from any advertising or promotion by the owner of the
franchise - the "franchisor".
The franchisor gives you support - usually including training, help setting up the business, a manual telling you how to run the
business and ongoing advice.
You usually have exclusive rights in your territory. The franchisor won't sell any other franchises in the same region.
Financing the business may be easier. Banks are sometimes more likely to lend money to buy a franchise with a good reputation.
Risk is reduced and is shared by the franchisor.
If you have an existing customer base you will not have to invest time looking to set one up.
Relationships with suppliers have already been established.

Disadvantages
•
•
•
•
•
•

Costs may be higher than you expect. As well as the initial costs of buying the franchise, you pay continuing royalties and you
may have to agree to buy products from the franchisor.
The franchise agreement usually includes restrictions on how you run the business. You might not be able to make changes to suit
your local market.
The franchisor might go out of business, or change the way they do things.
Other franchisees could give the brand a bad reputation.
You may find it difficult to sell your franchise - you can only sell it to someone approved by the franchisor.
Reduced risk means you might not generate large profits.

Joint Venture
Limited companies
Also known as Joint stock companies. These are businesses where a number of owners (shareholder) pool in their resources to do a
common business and to share the profits and losses proportionally.
In a limited company, the debts of the company are separate from those of the shareholders. As a result, should the company experience
financial distress because of normal business activity, the personal assets of shareholders will not be at risk of being seized by creditors.
Ownership in the limited company can be easily transferred, and many of these companies have been passed down through generations.

Difference between Limited companies and partnership
•
•

•
•
•
•

Limited companies can issue shares whereas partnership business cannot.
Shareholders enjoy limited liability in Limited companies. It means that if the company experience financial
distress because of normal business activity, the personal assets of shareholders will not be at risk of being
seized by creditors. Whereas partnership business does not have limited liability except for limited
partnerships.
Separate Identity: Limited companies are considered as human beings in the eyes of the law. They are born
and die in the eyes of law. They can sue and get sued on their own name.
Continuity: There is continuity of existence in limited companies and are their existence is not affected by the
death, bankruptcy
or sickness of their owner. This is not the case in Partnership or sole trader
Businesses.

There are two main types of Limited companies.
•
•

Public Limited Companies
Private Limited Companies

What are Multinational Businesses?
Businesses which have their operations, factories and assembly plants in more than one country are known as
Multinational Business. They are also known as transnational businesses.
Advantages of being a Multinational
•
•
•
•

Multinational can set up their business operations in countries where the labour and raw material is cheaper,
which can give them cost advantage in the international market.
Multinational have access to many markets which spreads the risk of failure. If any product may not be
successful in a particular market, it might be successful in another.
MNCs produce in large quantities thus achieving greater economies of scales.
A multinational business is less vulnerable to trade barriers. MNCs set up their local operations in countries
where there is potential market for them and get away with import duties and restrictions.

•

MNCs can locate their operations near the potential market which results in lower transportation cost.

Advantages of Multinational to the host country
•
•
•
•
•

Multinationals create employment.
They bring new technology and techniques of production.
MNCs usually provide training to their worker which results in better skills for the country’s workforce.
Multinational businesses usually produce in large quantities and export to other countries which can result in
valuable foreign exchange for the host country.
They pay huge taxes to the government which can be used for the development of the host country.

Organizational Structure
Organizational structure is defined as the levels of management and division of responsibilities within an
organization.
In an organization of any size or complexity, employees' responsibilities typically are defined by what they do, who
they report to, and for managers, who reports to them. Over time these definitions are assigned to positions in the
organization rather than to specific individuals. The relationships among these positions are illustrated graphically in
an organizational chart.

Types of Organization Structure
Line Organization

It is perhaps the oldest and the simples organizational structure. In this kind of structure every manager exercise a
direct authority over his subordinate who in turn directly reports to their superiors.
•
•
•
•

There is a hierarchical arrangement of authority.
Each department is self contained and works independently of other departments.
Lines of authority are vertical i.e. from top to bottom.
There are no staff specialists.

However, line structures are suitable for
•
•

small businesses where there are few subordinates
Organizations where there is largely of routine nature and methods of operations are simple.

Functional Organization
The organization is divided into a number of functional areas. This organization has grouping of activities in
accordance with the functions of an organization such as production, marketing, finance, human resource and so on.
The specialist in charge of a functional department has the authority over all other employees for his function.
Advantages
•
•
•
•

Is logical and reflection of functions
Follows principle of occupation specialization
Simplifies training
Better control as the manger in charge of each functional department is usually an specialist.

Disadvantages
•
•
•
•

Overspecialization and narrow viewpoints of key personnel can limit the organization growth.
Reduced coordination between functions.
Conflicts between different functions could be detrimental for the organization as a whole.
Difficult for general managers to coordinate different departments.

However, it is much suitable for large organizations where there is ample scope for specialization. Once harmony and
proper coordination among different functions is achieved, it could lead to sure success for an organization.

Line and Staff Organization
It is a combination of line and functional structures. In this organization a structure, the authority flows in a vertical
line and get the help of staff specialist who are in advisory. When the line executives need advice, information about
any specific area, these staff specialists are consulted.
For example Chief accountant has command authority over accountants and clerks in the accounts departments but he
has only advisory relationship with other departments like production or sales.
Advantages
Line managers are provided by expert advice by these specialists.
Staff managers provide specialist advice which can improve quality of decisions in various departments.
Disadvantages
Line managers and staff managers might have conflicts on particular issues.
Line and staff managers might not be clear as to what the actual area of operations is and what is expected of them.
Co-ordination may be a problem.
Staff personnel are not accountable for the results and thus may not take tasks seriously.
However, Line and staff organization is very suitable for large organization. Functions of various departments
Every organization is made up of different department. Each department contributes to the running of the business.
The most common departments are:
•

Production

•
•
•
•

Marketing & Sales
Finance
Human resource
and in some cases, Information Technology departments

Production Department
The production department is responsible for converting inputs into outputs through the stages of production
processes. The Production Manager is responsible for making sure that raw materials are provided and made into
finished goods effectively. He or she must make sure that work is carried out smoothly, and must supervise
procedures for making work more efficient and more enjoyable.
There are five production sub-functions
•

Production and planning.

They will set the standards and targets at each stage of the production process. The quantity and quality of products
coming off a production line will be closely monitored.
•

Purchasing department

This department will provide the materials, components and equipment required. An essential part of this
responsibility is to ensure that stocks arrive on time and are of good quality
•

The stores department

The stores department are responsible for stocking all the necessary tools, , raw materials and equipment required to
service the manufacturing process.

•

The design and technical support department

They are responsible for the design and testing of new product processes and product types, together with the
development of prototypes through to the final product.
•

The works department

This department is concerned with the manufacture of products. This will include the maintenance of the production
line and other necessary repairs. The works department may also have responsibility for quality control and
inspection.
Human resource Department
The role of Human resource department is in charge of recruiting, training, and the dismissal of employees in an
organization.
•
•

Recruitment and selection
Training programmes

Training programs are held by the HRD to improve the employees’ skills, as well as to motivate them.
There are three main types of training:
1. Induction training
2. On-the- job training
3. Off-the-job training
•

Manpower Planning: The HR department needs to think ahead and establish the number and skills of the
workforce required by the business in the future. Failure to do this could lead to too few or too many staff or
staff with inappropriate needs.

•

Dismissal and Redundancy (retrenchment)

Dismissal is where a worker is told to leave their job due to unsatisfactory work or behavior.
Redundancy is when the business needs to reduce the number of employees either because it is closing down a branch
or needs to reduce costs due to falling profits. It may also be due to technological improvements, and the workers are
no longer needed.
Marketing department
These are the main section of the market departments:
•
•
•
•

Sales department is responsible for the sales and distribution of the products to the different regions.
Research & Department is responsible for market research and testing new products to make sure that they
are suitable to be sold.
Promotion department decides on the type of promotion method for the products, arranges advertisements
and the advertising media used.
Distribution department transports the products to the market.

Finance Department
•
•
•

Book keeping procedures
keeping records of the purchases and sales made by a business as well as capital spending.
Preparing Final Accounts
Profit and loss account and Balance Sheets
Providing management information
Managers require ongoing financial information to enable them to make better decisions.

•

Management of wages
The wages section of the finance department will be responsible for calculating the wages and salaries of
employees and organizing the collection of income tax and national insurance for the Inland Revenue.

•

Raising Finance
The finance department will also be responsible for the technical details of how a business raises finance e.g.
through loans, and the repayment of interest on that finance. In addition it will supervise the payment of
dividends to shareholders.

What is Delegation?
Delegation is the assignment of authority and responsibility to another person (normally from a manager to a
subordinate) to carry out specific activities. However the person who delegated the work remains accountable for the
outcome of the delegated work. Delegation empowers a subordinate to make decisions.

What makes an effective delegation?
To enable someone else to do the job for you, you must ensure that:
•
•
•
•
•

Objectives must be clearly defined.
Authority and responsibility of each subordinate must be clearly defined.
Subordinates show be rewarded suitably as a positive incentive for accepting responsibility.
Workers should be given adequate training for carrying out the task delegated.
Two way communication between the manager and the subordinate.

Benefits for the manager
•

•
•

can concentrate on more important job and improve their productivity. The manager gets the opportunity to
handle aspects of the job that no one else can do. These activities might include project planning, monitoring
team members, and handling personnel problems as they arise.
Delegation ensures that specialist people are doing the job which reduces the chances of mistakes by the
manager.
Manager can also gauge the efficiency of the subordinates.

Benefits for the subordinates
•
•
•

It motivates the subordinates as they feel more trusted.
Through delegation subordinates can be trained to handle responsibilities and future growth.
Increases team member involvement. Proper delegation encourages team members to understand and influence
the work the department does.

For the organization
•
•

Quick decisions can be taken as the authority to take decisions lies near the point of action.
Delegation improves a healthy relationship among the manager and the subordinate and thus fewer conflicts.

Functions of the manager
There are basically four management concepts that allow any organization to handle the tactical, planned and set
decisions. The four basic functions of the management are just to have a controlled plan over the preventive measure.

These Functions can be summarized below:

Planning
Planning is the first tool of the four functions in the management process. The difference between a successful and
unsuccessful manager lies within the planning procedure. Planning is the logical thinking through goals and making
the decision as to what needs to be accomplished in order to reach the organizations’ objectives. Managers use this
process to plan for the future, like a blueprint to foresee problems, decide on the actions to evade difficult issues and
to beat the competition.

Organizing
The second function of the management is getting prepared, getting organized. Management must organize all its
resources well before in hand to put into practice the course of action to decide that has been planned in the base
function. Through this process, management will now determine the inside directorial configuration; establish and
maintain relationships, and also assign required resources.

Directing
It involves the implementation of plans by mobilizing individuals and group efforts through motivation,
communication, leadership and supervision. Directing may be defined as the process of activating the efforts of
employees towards the achievement of organizational objectives.

Controlling
It is the process of regulating the ongoing activities of the organization to ensure that they are in conformity with the
established plans and produce the desired results. Through the controlling function, management can keep the
organization o its chosen track. It involves:
•
•
•
•
•

Establishing standards of performance
Measuring current performance
Comparing actual results with the established standards
Detecting deviations from the standards
Taking corrective actions for significant deviations.

What is Motivation

The heart of motivation is to give people what they really want most from work. The more you are able to provide what they want, the
more you should expect what you really want, namely: productivity, quality, and service.

Importance of motivation in a business environment
A positive motivation philosophy and practice should improve productivity, quality, and service. Motivation helps people:

• Easier for business to achieve its set goals and targets
• improves efficiency and productivity
• Reduces wastage
• lower level of staff turnover which leads to lower recruitment and training costs
• Lower rate of absenteeism
• Better quality of products which improves the business image in the long run

Financial motivators
Pay
Pay can be given in two ways
Wages

Often paid every week, sometimes in cash or sometimes into a bank account. It is a common way of remuneration for manual workers
those who work in factories and warehouse. It can be calculated in two ways:
•
•

Piece Rate: this is where the workers are paid depending on the quantity of products made. The more they make the more they get paid.
This system of wages is followed where the output can be counted.
Time Rate: This payment by the hour. The longer you work the more you get paid. This system of wages is followed where the output
cannot be measured.

Salaries

Salaries are paid monthly. It is common for office and administrative staff.
Additional methods of financial motivation:
Commission: It is often paid to sales staff. The certain percentage of commission is paid to sales person who exceed a certain level of
sales. It motivates the sales staff to sell more.
Profit Sharing: Employees receive a share of the profits in addition to their basic salary.
Bonus: Extra amount is paid to workers once a year or at intervals during the year as an appreciation of their hard work.
Performance related pay: Employee pay is linked to their performance in work. An Appraisal is carried out for the employee and they
get paid according to their appraisal.

Share ownership: As a gesture of appreciation for the hard work of the employees a business might offer stock options to its employees.
This motivates them to worker even harder because they are also the owners of the company.

Non-financial Motivators
Fringe benefits
Fringe benefits are accurately named, as they are meant to be additional compensation for work performed or for services rendered. They
are intended to be viewed differently than a base salary or regular wages, but like money are designed to provide incentive for the
worker. Examples of fringe benefits include:
•
•
•
•
•
•
•
•

Free Children education
Discount on firms products
Health care facilities
Company vehicle
Free accommodation
Expense for clothing and food
Leave travel allowance
Pension facilities

Ways of improving job satisfaction
Job rotation
Where workers switch from one job to another. So a worker is doing different jobs on different times. Usually these jobs are of the same
type and do not involve any extra responsibility or skills. The idea is to give variety to the worker.

Additional reading click here

Job enlargement
It involves increasing the scope of a job or broadening the task assigned to the worker. More variety in the job carried out by the worker
leads to more job satisfaction.

Job enrichment
Where employees are given greater depth to their range of tasks rather than simply a wider variety of tasks of a similar level. They take
part in decision making and problem solving. They help set targets and accept responsibility for the organization and the quality of their
own work.
Additional reading click here
Team working
This is where a group of workers is given responsibility for a particular process, product or development. The group is free to decide the
way the job is done and how to organize the job. Each worker is involved in decision making and is responsible for the results. This
creates a sense of purpose and commitment to the job at hand thus leading to greater job satisfaction.

Motivation Theories
F.W. Taylor 'Scientific Management'
•
•
•
•

People work for personal gain.
If they are paid more they will work more effectively.
Break down workers job into simple processes and calculate how much output they should produce in one day.
If they achieve the target they will be given more money

Maslow’s Hierarchy of needs
Human beings has five types of needs
•
•
•
•
•

Physiological needs or basic needs which relates to food, shelter, warmth and sleep
Security needs or Safety needs i.e. to protect against danger and poverty
Social needs is having friendship, a sense of belonging
Esteem needs involves having status and recognition, achievement and independence
Self-actualization involves succeeding to your full potential

Manpower Planning
It involves the planning for the future and finding out how many employees will be needed in the future by the business and what types
of skills should they possess.
It depends on the following factors

•
•
•
•

The number of people leaving the job
The projected growth in sales of the business
Technological changes
Productivity level of the workers

What is Dismissal?
Dismissal means when a worker is told to leave the job because of his behavior is unsatisfactory or he has repeatedly failed to carry out
his duties.

What is meant by Redundancy?
Redundancy happens when a person is told to leave the job because his skills are of no more use to the organization. This may happen
due to many reason, for example,
•
•
•
•

A merger between two firms results in surplus job.
A business is losing sales and wants to cut the production level or cost and may lay off employees
The product is taken out of production altogether
Maybe new machinery is introduced and it requires different skills and qualifications to operate it.

It is also known as retrenchment.

What is training?

Training involves improving the skills, knowledge and attitudes of employees so as to become more efficient and productive.

Objectives of Training
•
•
•
•
•

Improve the efficiency of workforce
Make workers multi-skilled and flexible
Introducing a new process or new machinery
Reduce wastage of material and time
Adapt to change

induction Training

It involves introducing a new employee to its work environment. Usually, it includes

•
•
•
•
•

introduction to colleagues,
explaining the firm’s activities,
procedures followed in the organization,
explaining the organizational structure,
place of working etc.

On the Job training

A worker gets training by watching a more experienced worker doing the job. It is common for unskilled and semi-skilled jobs. Thus the
worker gets trained while he is performing his regular duties.

Off the job training

This is when a worker goes away from the place of work to attend a special course. The training can be in the form of a seminar,
workshop or a college course. Off the job training is usually conducted for managerial level employees.

What is a Leadership Style?
The motivation level of the workers is very much affected by the Leadership style followed in an organization. There are broadly three
types of leadership styles.

Types of Leadership Styles

Autocratic
In this style the manager believes in taking the decisions on its own without consulting or communicating with their subordinates. They
set the objectives, give instructions to workers to achieve those objectives and supervise closely to see whether their instructions are
implemented. There is one way communication from the boss to the subordinates only. These types of managers can be categories as
Theory X managers. Motivation level for workers is usually low as they feel alienated from the decision making process.

Democratic
Democratic managers trust their employees. They take decision based on the feedback and comments of their subordinates. They
believe in delegation and encourage their subordinates to take decisions. Communication is usually two ways where the employees can
give in their comments and suggestions. Organizations following democratic style usually have high motivation level among their staff.

Laissez-faire
Managers who believe in Laissez-faire style of management give their employees broad objectives and give them full liberty to make
their decision regarding how the work will be done. Communication may be a problem as the manager may not be closely monitoring
the progress of the employee. It may be de-motivating sometimes as the workers may lack direction and guidance from their superiors.

What is a Trade Union?
Trade Union is a group of workers who join together to protect their interests and work for better wages and working conditions. It is a
type of pressure group.

Why do workers join trade unions?
Workers might join a trade union because

•
•
•
•
•
•

They believe that there is strength in number and they will be listened to when they in a group.
To negotiate a better pay, more holidays and less hours of work.
To pressurize the employer to provide them with a healthier and safer working environment.
Improved benefits for retrenched workers
To get the benefits of advice, financial support and welfare activities carried out by Trade Unions.
Many workers may also join a trade union because there is a closed shop policy.

Recruitment and Selection Process
The recruitment process starts with a vacancy arising.
Job analysis and description

Once a vacancy arises the human resource manager will first identify and record the responsibilities and tasks which are related to the
job. After analyzing the responsibilities and tasks they are noted down which becomes the Job description for the job. It includes:
•
•
•
•
•
•

A job title
Department of the business in which the new employee would work
Details of the tasks to be performed
Responsibilities involved
Place in the hierarchical structure
Methods of assessing the performance

Job Specification

On the basis of Job description, a job specification is made. It is a document which outlines the requirements, qualifications and qualities,
skills and knowledge required for the job. It is also known as person specification.
Job Advertisement

After completing the person specification (job specification) the vacancy is advertised. It can be advertised internally (on the company
notice board or newsletter) or may be advertised externally in a newspaper or magazine. The advertisement will usually contain the

elements of a person specification with additional information like the name and profile of the company, date and time of interview,
address of the company and the contact person etc.
Applications received and shortlisted

Once a job is advertised, there might be hundreds of application received. All of the applications received might not be suitable for the
job. Thus a short listing of the applications will be done. The applications most near to the job specification will be called for interview
and those who do not qualify the criteria will be rejected.

Interview
The shortlisted candidates will be called for an interview to verify their qualifications, personal qualities and aptitude for the job. It may
involve a face to face discussion between the interviewer and interviewee. The firm may also conduct skill test, aptitude tests or
personality test if it deems fit so.
Selecting the suitable candidate

The candidate who scores the maximum in the interview will be selected for the job and given an appointment letter.

Types of Communication
Written Communication
It includes letters, memos, reports, notices, faxes and e-mails.
Advantages
•
•

Provides records and references
Message can be carefully drafted and directed to large audience through mass mailing

•

It promotes uniformity in policy and procedures.

Disadvantages
•
•
•
•

It may create mountains of papers.
May be poorly expressed by ineffective writers.
May provide no immediate feedback.
It may long time to receive and properly understood.

Oral Communication
Oral communication includes one to one conversations, interviews, appraisal sessions, group meetings or team briefings.
Advantages
•
•
•
•

It allows two way communication and feedback.
It encourages motivation.
It is fast and feedback can be received instantly.
The message can be reinforced with the proper use of body language.

Disadvantages
•
•

Body language of both the sender and receiver may have a negative impact.
It may be unsuitable for information which is technical in nature.

Visual Communication
Visual communication usually includes diagrams, pictures, charts and pictorial representation of the message.
Advantages
•

Easy to understand and retain the information.

•

May be more interesting than simple written communication.

Disadvantages
•

It is not always clear and the may be misinterpreted by the receiver.

Communication
Communication is the transfer of information from the sender to the receiver with the information being understood by both the sender
and the receiver.

Role of Communication
Communication is needed
•

To establish and disseminate goals of an organization

•
•
•
•
•

To develop plans for their achievement
To organize human and other resources in the most effective and efficient way
To select, develop and appraise members of the organization
To lead, direct and motivate people
To control performance.

The communication process
Sender of the message: Communication begins with the sender who has a thought or and idea which is then encoded in a way that can
be understood by both the sender and the receiver.
Transmission of message: The information is transmitted over a channel that links the sender with the receiver. The message may be
oral, written or visual.
Receiver of the message: The receiver has to be ready for the message so that it can be decoded. Accurate communication can only
occur when both the sender and the receiver attach the same meaning to the message.
Noise and Feedback: We can never be sure whether or not a message has been effectively encoded, transmitted, decoded and
understood until it is confirmed by feedback.

Flow of communication
In an organization, communication flows in various directions:

Downward communication: Downward communication flows from people at higher level to those at lower levels in the organization
hierarchy. This kind of communication exists especially in organizations with an authoritarian leadership style. Examples of written
downwards communication are memo, letters, handbooks, policy statements and procedures.
Upward communication: This communication travels from subordinates to superiors and continues up the organizational hierarchy.
This type of communication is found in participative and democratic organizational environments. Typical means of upward
communication are suggestion systems, appeal and grievance procedures, complaint systems, counseling sessions, grapevine, group
meetings, morale questionnaires and the exit interview.
Crosswise communication: It includes the horizontal flow of information between people on the same or similar organizational levels
and diagonal flow between persons at different levels who have no direct reporting relationships. This kind of communication is used to
speed information flow, to improve understanding and to coordinate efforts for the achievement of organizational objectives. It may
include oral communication ranging from informal meetings , or more formal conferences and board meetings. Written forms include
company newspapers or magazine and bulletin boards.

Barriers to Effective Communication
Barriers to effective communication mean the reasons for a breakdown in communication. These breakdowns may be for arising due to

Problem with the sender
•
•
•
•
•

The sender may use to technical language or may use ‘jargons’ which are difficult to understand.
The sender may speak too quickly which makes it difficult to interpret what he is saying.
The sender initiates a wrong message.
The message send by the sender may be too long and due to this the main point to be emphasized may get lost.
The sender may have a wrong opinion or perception of the receiver and may not put effort to put across the message in an effective way.

Problem with the medium
•

The message may be lost while transmitting.

•
•
•

Using an inappropriate medium may result in the less effective communication.
A longer channel of communication will result in distortion of the message and it may lose its original meaning.
There is lots of physical disturbances in channel of communication used.

Problem with the receiver
•
•
•

The receiver might not be paying attention and thus the message may lose its impact.
In many cases, the sender might not be trusted by the receiver and may not act in the intended way.
The receiver may not have the necessary skills to understand the message.

Problem with the feedback
•

The feedback may be missing or distorted.

Steps to overcoming barriers to communication
Sender
•
•
•
•
•

Message should be as brief as possible and to the point.
Main points of the message should be highlighted.
Language used should be understood by the receiver.
Avoid using technical jargons.
Use of appropriate facial expression while delivering verbal messages.

Medium
•
•

Select appropriate channel for communication.
Medium used should be free from distortions such as telephone failure etc.

•

Use the shortest possible channel in order to avoid distortion.

Receiver
•
•
•

Feedback should be asked from the receiver.
Trust between the sender and recover is an important requirement.
Receiver should pay attention to the message received.

How to select the appropriate media?
There is no ‘best communication method’. The method of communication may be chosen after considering the following factors:
How much does it costs?

Electronic media cost a lot and may not be afforded by an organization whereas face to face discussion does not involve any cost.
How fast should be the communication?

Oral communication is always faster than written communication. Moreover, with the advent of electronic media large message can be
transmitted over large geographical areas in the minimum of time.
How much information is to be transmitted?

Written communication may be more suitable when dealing with loads of information.
What is the importance of feedback?

In organizations where employees’ feedback is an integral part of decision making, Oral communication may be the most important form
of communication.

Do you want a permanent record of information?

Written communication is most suitable form of communication when a permanent record of the message has to be kept. For example, an
employee contract records the terms of employment.

Types of costs
Businesses can classify cost on two bases:

Fixed Cost and Variable cost
Fixed costs are expenses that do not change in proportion to the activity of a business, within the relevant period or
scale of production. For example, a retailer must pay rent and utility bills irrespective of sales.
Variable costs by contrast change in relation to the activity of a business such as sales or production volume. In
the example of the retailer, variable costs may primarily be composed of inventory (goods purchased for sale), and
the cost of goods is therefore almost entirely variable. In manufacturing, direct material costs are an example of a
variable cost. Examples of variable costs are the prices of the supplies needed to produce a product.
A company will pay for line rental and maintenance fees each period regardless of how much power gets used. And
some electrical equipment (air conditioning or lighting) may be kept running even in periods of low activity. These
expenses can be regarded as fixed. But beyond this, the company will use electricity to run plant and machinery as
required. The busier the company, the more the plant will be run, and so the more electricity gets used. This extra
spending can therefore be regarded as variable.

Along with variable costs, fixed costs make up one of the two components of total cost. In the most simple production
function, total cost is equal to fixed costs plus variable costs.
It is important to understand that fixed costs are "fixed" only within a certain range of activity or over a certain period
of time. If enough time passes, all costs become variable.
In retail the cost of goods is almost entirely a variable cost; this is not true of manufacturing where many fixed costs,
such as depreciation, are included in the cost of goods.
Although taxation usually varies with profit, which in turn varies with sales volume, it is not normally considered a
variable cost.
In most of the concerns, salary is paid on monthly rates. Though there may exist a labor work norm based on which
the direct cost (labor) can be absorbed in to cost of the product, salary cannot be termed as variable in this case.
Similarly, not all indirect costs are fixed costs; for example, advertising expenses or labor costs are indirect costs
that are variable over a slightly longer time frame, as they may not be subject to change in the short term, but may be
easily adjustable over a longer time frame. For example, a firm may not be able to vary the number of employees (and
hence labor costs) in the short term due to contract obligations, but be able to lay employees off or otherwise change
these costs.
Variable costs are expenses that change in proportion to the activity of a business. Along with fixed costs, variable
costs make up the two components of total cost. Direct Costs, however, are costs that can be associated with a
particular cost object. Not all variable costs are direct costs, however; for example, variable manufacturing
overhead costs are variable costs that are not a direct costs, but indirect costs.
For example, a manufacturing firm pays for raw materials. When activity is decreased, less raw material is used, and

so the spending for raw materials falls. When activity is increased, more raw materials is used and spending therefore
rises.
Average cost per unit
Average cost is equal to total cost divided by the number of goods produced.
Total cost/output

Marginal cost
Marginal cost is the change in total cost that arises when the quantity produced changes by one unit. In general
terms, marginal cost at each level of production includes any additional costs required to produce the next unit. So,
the marginal costs involved in making one more wooden table are the additional materials and labour cost incurred.

Breakeven Charts
These are graphs which show how costs and revenues of a business change with a change in sales. They show the level of sales the

business must make in order to break even.

Criticism of break even analysis
Fixed cost is represented as a straight line but in actual fixed costs is likely to change at different levels of output. A
stepped line may represent fixed cost more accurately.

Important terms
Fixed cost: all costs which do not change with the change in output. Example rent, interest charges.
Variable cost: all costs which change with the change in output. Example materials, fuel and labour cost.
Total cost= fixed cost + variable cost
Revenue: income from sales of goods and services (Quantity sold X Price)
Breakeven point is that level of output where the sales revenue is equal to the total cost. That level of output where
there is no profit or loss. If a business is unable to reach this level of output it will suffer a loss from this product. Any
output in excess of break even generates profit for the company.
Margin of Safety: The horizontal distance between the breakeven level of output and the current level of output is
known as margin of safety.

Method of plotting Break even chart
•
•
•
•
•
•
•

Calculate fixed cost, total cost and Sales at different levels of output in a table
Plot the Sales on X axis, Output on Y axis
Plot fixed cost from the table
Plot total cost from the table
Plot sales from the table
The point at which the sales (total revenue TR) line crosses the total cost (TC) line is the breakeven point.
Breakeven point can be expressed in Output as well as in Value.

Economies of Scale
As firms grow in size, they acquire certain advantages that are known as economies of scale. In other words
economies of scale are the benefits enjoyed by a firm because of large scale production. These can be classified into
five categories:

Purchasing economies:
When business buys in large quantities, they are able to get discounts and special prices because of buying in bulk.
This reduces the unit cost of raw materials and a firm gets an advantage over other smaller firms.
Marketing economies:
The cost of advertising and distribution rises at a lower rate than rises in output and sales. In proportion to sales, large
firms can advertise more cheaply and more effectively than their smaller rivals.
Financial economies:
A larger company tends to present a more secure investment; they find it easier to raise finance. Banks and other lending institutions treat
large firms more favorably and these firms are in a position to negotiate loans with preferential interest rates. Further, large companies
can issue shares and raise additional capital.

Managerial economies:
A large company benefits from the services of specialist functional managers. These firms can employ a number of
highly specialized members on its management team, such as accountants, marketing managers which results in better
decision being taken and reduction in overall unit costs.

Technical economies:
In large scale plants there are advantages in terms of the availability and use of specialist, indivisible equipment
which are not available to small firms. Large manufacturing firms often use flow production methods and apply the
principle of the division of labour. This use of flow production and the latest equipment will reduce the average costs
of the large manufacturing businesses.
Diseconomies of Scale
These are the drawbacks of being a big business. In other words, all the factors those lead to an increase in average
costs as a business grows.
Diseconomies include the following:
Human relations
It is difficult to organize large number of employees. The business might find itself spending too much on
communication. There might be long chains of command and instructions will take a long to reach the desired
destination. Moreover there might be distortion in the message. There will be less personal contact between decision
makers and staff, which can lead to low level of morale, lack of motivation and ultimately industrial relations
problems.
Decisions and co-ordinations
There could be coordination problems. With a larger hierarchy, both the quality of information reaching from the
management to the workers and vice versa could lead to poor decision making. There would be considerable
paperwork and many meetings.

External diseconomies
Recently, consumers have become more conscious of the activities carried out by big firms. Therefore, big firms have
to spend a lot of money on environmental issues and social responsibility act. These ultimately lead to higher average
cost per unit.
What is Production?
Production is the act of creating 'use' value or 'utility' that can satisfy a want or need{xtypo_quote}
Production is the process that creates a product.A product, that is the outcome of production, is a valuable commodity
or service.
Production can be whereby factors of production (land,labour,capital and enterprise) are used to convert raw material
into goods. The production of services may only involve labour /capital, example, massage services
Methods of production
Job Production
Job production involves producing single product at a time. Businesses which use a Job production produce each time
a unique, non standard good that are made to order. Examples of Job production are ship building because each ship
is made according to the customer’s specification, construction of bridges.
Advantages
Product is according to customers
specifications
Multipurpose machinery is combined

Disadvantages
Short production runs raise unit
production costs.
Specialist equipments and skill labour

with skilled versatile labour.
might be needed which may cost more
to the business.
There is no finished goods stock.
Workers are motivated as they carry out
the variety of tasks.
Batch Production
It involves manufacture of different versions of the same basic product in batches. For example producing soap in
different fragrances. Unlike Job production there is a repetition of production.
Advantages
Suitable for a wide range of nearly
similar goods which can use the same
machinery on different settings.
More variety for workers resulting in
more job satisfaction.

Disadvantages
Relatively short production runs result
in higher unit costs.
Changeover between batches results in
resources being ideal at times.
Versatile machinery and multi-skilled
labour is still needed which might cost
more.
Warehouse space is needed for raw
material and finished goods.

Flow production
It involves mass production. Once work has been completed on one operation, the job moves on to the next without
stopping. It is a continuous process of parts passing on from one stage to another until completion. The production of
Coca Cola on a production is an example of flow production.

Advantages
Due to production in large quantities of
standardized products, economies of
scale are achieved.
Work in progress is at a low level.
Specialized labour with low level of
skills is needed.
Mass production of standardized goods
result in low average cost which means
low prices for customers.

Disadvantages
Large inventories of raw material to
prevent stockout.
There should be a continuity of demand.
If demand is varied this will lead to
constant overstocking of finished goods.
Repetitive jobs can lead to boredom for
the workers and thus less job
satisfaction.
Cost of setting up production line is very
high.

Lean Production
Lean production is set of techniques used by business to cut down any waste in operations. It is an integrated
approach to design, technology, components and materials.
Lean Production Techniques
Just in time (JIT) production and stock holding
•
•

Finished goods are produced just in time for them to be sold, rather than weeks or months ahead.
The parts that go into finished product arrive just in time to be put together to make a final product, rather than
being stored in a warehouse.

Requirements of successful JIT production are:
•
•
•
•

A flexible, multi-skilled workforce needed
Strict quality control with zero defects
JIT is usually implemented with cell production.
Excellent relationship with suppliers and subcontractors.

Advantages of JIT production and stockholding are:
•
•
•
•
•

Virtually eliminates the need of stock of raw material and finished goods, thus reducing cost to the business.
Reduced work in progress
Increased workforce participation
Increased equipment utilization
Higher quality

Cell Production
This production involves both machines and human workers. In conventional production, products were
manufactured in separate areas (each with a responsibility for a different part of the manufacturing process) and many
workers would work on their own, as on a production line. In cell production, or cellular manufacturing workers are
organized into multi-skilled teams. Each team is responsible for a particular part of the production process including
quality control and health and safety. Each cell is made up of several teams who deliver finished items on to the next
cell in the production process. Cell production can lead to efficiency improvements due to increased motivation (team
spirit and added responsibility given to cells) and workers sharing their skills and expertise
Kaizen (Continuous Improvement)

Kaizen is Japanese for improvement. It is a Japanese philosophy that focuses on continuous improvement throughout
all aspects of life. When applied to the workplace, Kaizen activities continually improve all functions of a business
from manufacturing to management and from the CEO to the assembly line workers. By improving the standardized
activities and processes, Kaizen aims to eliminate waste. Kaizen was first implemented in several Japanese businesses
during the country's recovery after World War II, including Toyota, and has since spread to businesses throughout the
world.
Kaizen is a daily activity whose purpose goes beyond simple productivity improvement. To be most effective kaizen
must operate with three principles in place:
•
•
•

consider the process and the results (not results-only) so that actions to achieve effects are surfaced;
systemic thinking of the whole process and not just that immediately in view (i.e. big picture, not solely the
narrow view) in order to avoid creating problems elsewhere in the process; and
a learning, non-judgmental, non-blaming (because blaming is wasteful) approach and intent will allow the reexamination of the assumptions that resulted in the current process.

The format for Kaizen can be individual, suggestion system, small group, or large group. At Toyota, it is usually a
local improvement within a workstation or local area and involves a small group in improving their own work
environment and productivity. This group is often guided through the kaizen process by a line supervisor; sometimes
this is the line supervisor's key role.
Kaizen methodology includes making changes and monitoring results, then adjusting. Large-scale pre-planning and
extensive project scheduling are replaced by smaller experiments, which can be rapidly adapted as new improvements
are suggested.
Quality
Three stages in the development of quality:

Quality Control
It is the traditional method of maintain quality and involves detecting and cutting out components or final products
which fall below set standards. This process takes place after these products have been produced. Quality control is
carried out by Quality control department which inspects and tests the finished products. It may involve considerable
waste as defect products are scrapped.
Quality Assurance
It occurs both during and after the event, and is concerned with trying to stop faults from happening in the first place.
The business will make sure quality standards are set and then it will apply these quality standards in the production
process. Quality assurance is the responsibility of the workforce, working in cells or teams, rather than an inspector.
Total Quality management (TQM)
Total Quality Management, TQM, is a method by which management and employees can become involved in the
continuous improvement of the production of goods and services. It is a combination of quality and management
tools aimed at increasing business and reducing losses due to wasteful practices.

Factors affecting the choice of location of a firm
Near to the Market
The most important factor affecting the location of a firm is the nearness to the market. Every business wants to be
near to its customers. This is especially true for retail businesses.

Near to the raw materials
In case of manufacturing firm it is more economical to locate near to the source of raw material. This results in low
transportation cost. If the output of the firms is more expensive to transport than its input, it is a bulk decreasing
industry and is more likely to locate near to the market. For example, brewing industries locate near to the market
because it is expensive to transport finished product.
On the other hand, if the raw material used by the firm is bulky and expensive to transport, it is a bulk decreasing
industry. In this case, the firm would locate near to the raw material.
Supply of labour
If a firm requires skilled labour, than the location decision might be affected by availability of skilled, cheap labour.
Many multinational firms are locating their production facilities in South East Asian countries just because the labour
is cheap in these countries.
Availability of cheap land
Firms which need large areas of land might consider cost of land before locating. Automobile manufacturing plants
need large chunks of land.
Traditional locations
Locating in an area that contains similar businesses, suppliers and markets may also be a considerable advantage. In
Indonesia, most of the wood craft businesses prefer to locate in Bali because of its long reputation of producing
excellent wood craft.

Amenities
Basic amenities such as gas, electricity, water, waste disposal and drainage may also be considered.
Climate
Many production processes may be affected by the climatic conditions also. Chip manufacturers prefer to locate in
dry areas, e.g. Silicon Valley.
Safety requirements
Some products may be hazardous for the community and thus need to be located away from high density population.
For example, Nuclear power plants, Chemical plants.
Management’s Preference
In many cases the location of a firm may be influenced by the likes and dislikes of its management.
Government’s Influence
Government also influences the location decisions of the firms. Government may give special incentives to firms
which locate in underdeveloped or high unemployment areas of the country. These incentives may be in the form of
Tax holidays, subsidies, cheap land etc. A firm in order to harness these incentives may locate in these regions.
Objectives of Marketing

Different businesses may use marketing as a tool for different purposes. We can outline the objectives as

follows
•
•
•
•
•

To increase sales revenue
To improve and maintain image of the product or the business
To increase market share
To target a new market
To target a new market segment

Market Segmentation
Usually it is not economical for a company to focus its marketing effort to the whole market. The reason behind is
that some people might be interested in buying your product and some might not be, so you are wasting your time and
effort on those people who don’t want to buy your products. For example if I launch a Business Studies textbook for
IGCSE students, will a NASA scientist be interested in my book.

NO!! So I will focus on the needs and wants of IGCSE students only because they will eventually buy my book. My
pricing, my packaging, advertising everything will be focusing on IGCSE students because they are my target market
or Market segment. This technique of dividing the market into segments and categorising the population on similar
needs and wants is known as Market segmentation.
Bases of Segmentation

•
•
•
•
•
•

Age: Products for kids, teens, old people.
Income: different income levels of different people
Lifestyle: types of activities people do to spend their time.
Region: cold, hot, wet and dry places.
Gender: male or female.
Use of the product: Car may be used by a individual for private purpose or may be used by somebody else as
a taxi.

What is Marketing Mix?
The 'marketing mix' is a set of controllable, tactical marketing tools that work together to achieve company's
objectives
Elements of the marketing mix are often referred to as 'the four Ps':
Product - A tangible object or an intangible service that is mass produced or manufactured on a large scale with a
specific volume of units. Intangible products are often service based like the tourism industry & the hotel industry.
Typical examples of a mass produced tangible object are the motor car and the disposable razor. A less obvious but
ubiquitous mass produced service is a computer operating system.
Price – The price is the amount a customer pays for the product. It is determined by a number of factors including
market share, competition, material costs, product identity and the customer's perceived value of the product. The
business may increase or decrease the price of product if other stores have the same product.
Place – Place represents the location where a product can be purchased. It is often referred to as the distribution
channel. It can include any physical store as well as virtual stores on the Internet.
Promotion – Promotion represents all of the communications that a marketer may use in the marketplace. Promotion
has four distinct elements - advertising, public relations, word of mouth and point of sale.

Need for Marketing Research
There may be many reasons for carrying out market research.
It may be carried out find out

•
•
•
•
•
•
•

the likes and dislikes of the customers,
appropriate price for the product,
how many people might buy the product.
finding the profile of the customers,
the places they buy
about competitors and;
the promotion techniques which might be most effective.

Primary research
Also known as field research, it involves collection and collation of original data through direct contact with potential
or existing customers.
Methods of Primary research are:
•
•
•
•
•

Questionnaire: a set of questions focusing on finding information. It can be postal, telephonic or face to face
Interviews: Prepared questions asked by an interviewer and detailed input is collected.
Consumer Panels: Groups of people who are willing to provide their input and feedback on particular
products or services.
Observations: recording, watching or auditing a particular activity or product.
Experiments: for new products to a limited geographical area or limited number of customers and finding out
their feedback.

Types of Information
Market research collects two types of data:

•
•

Quantitative data: finding the quantity or ‘how many’
Qualitative data: finding out the opinions and judgement or reasons for particular action.

Process of marketing research
Market research, reviewing the following seven steps in the market research process.
Step One: Define Marketing Problems and Opportunities
The market research process begins with identifying and defining the problems and opportunities that exist for your
business
Step Two: Set Objectives, Budget and Timetables
Your objective might be to explore the nature of a problem so you may further define it. Or, perhaps it is to determine
how many people will buy your product packaged in a certain way and offered at a certain price. Your objective
might even be to test possible cause and effect relationships. For example, if you lower your price by 10 percent, what
increased sales volume should you expect? What impact will this strategy have on your profit?
How much money are you willing to invest in your market research? How much can you afford?
Prepare a detailed, realistic time frame to complete all steps of the market research process.
Step Three: Select Research Types, Methods and Techniques
There are two types of research: primary research or original information gathered for a specific purpose and
secondary research or information that already exists somewhere. Both types of research have a number of activities
and methods of conducting associated with them.

Step Four: Research Design
Includes incorporating knowledge from secondary information analysis, qualitative research, methodology selection,
question measurement & scale selection, questionnaire design, sample design & size and determining data analysis to
be used.
Step Five: Collect the Data
Often called data collection or survey fielding, this is the point at which the finalized questionnaire (survey
instrument) is used in gathering information among the chosen sample segments. There are a variety of data
collection methodologies to consider.
Step Six: Organize and Analyze the Data
Once your data has been collected, it needs to be assembled into a format in which it can be analyzed easily. This
involves editing, coding and tabulating the responses.
Step Seven: Present and Use Market Research Findings
Once marketing information about your target market, competition and environment is collected and analyzed,
present it in an organized manner to the decision makers of the business.
Secondary research

Secondary research occurs when a project requires a summary or collection of existing data. As opposed to data
collected directly from respondents or "research subjects" for the express purposes of a project, (often called

"empirical" or "primary research"), secondary sources already exist.
These secondary soures could include previous research reports, newspaper, magazine and journal content, and
government and NGO statistics. Sometimes secondary research is required in the preliminary stages of research to
determine what is known already and what new data is required, or to inform research design. At other times, it may
make be the only research technique used.
Also known as desk research
Secondary data can be collected from internal and external sources.
Internal sources
Information which is available for inside the business such as
•
•
•

Sales department records, customer records and sales reports
Opinions of distributors and public relations departments
Financial statements and records

External sources
These include:
•
•
•
•
•

Newspapers
Government statistics and census reports
Media reports
Market research agencies’ reports
Employers’ association reports

Advantages of secondary research
Secondary data is the most easily accessible data and saves the researcher the trouble of going through the
tiresome process of collecting data personally.
Secondary data is readily available at cheap rates and is usually quite inexpensive.
Collecting secondary data and analysing it saves time and effort.
Secondary data is unobtrusive. It is easily available and the researcher can get it without much struggle.
Secondary data avoids data collection problems and it provides a basis for comparison.

Accuracy of Marketing Research

The accuracy of marketing research data collected depends on the following factors:
•
•
•
•
•

The size of the sample: the bigger the better.
Type of sample: Quota sample may be more accurate then random sampling.
Testing the questionnaire on a small sample and improving it and then going in for an actual survey will be
more accurate rather than going straightaway for data collection.
Primary Research tends to be more accurate than secondary research because the later might be carried out
by someone else for other purpose. Moreover you can never be sure of the methods of collecting it.
Newspaper articles may be biased, Statistics may be outdated.

Product
Product can be goods or service.
Goods are of two types:
Consumer goods: Goods which are consumed by people such as chocolate, washing machine, television etc.
Producer goods: Goods which are used by producers or manufactures to produce further goods and services e.g.
bottling plant, machinery, trucks etc.
Services are also of two types
•
•

Consumer services: e.g. taxi, car repairing, schools etc
Producer Services: e.g. factory insurance, advertising agencies.

Features of a successful product

Every successful product has the following features:
•
•
•
•

It satisfying the needs and wants of the customers.
Its provides value for money to the consumers.
Usually distinctive from other ‘me too’ products.
Stimulates interest of the consumers.

Branding
The American Marketing Association (AMA) defines a brand as a
name, term, sign, symbol or design, or a combination of them intended to identify the goods and services of one seller
or group of sellers and to differentiate them from those of other sellers.

Therefore it makes sense to understand that branding is not about getting your target market to choose you over the
competition, but it is about getting your prospects to see you as the only one that provides a solution to their

problem.
Why have a brand?
The objectives that a good brand will achieve include:
•
•
•
•

Delivers the message clearly
Confirms your credibility
Connects your target prospects emotionally
Motivates the buyer

•

Concretes User Loyalty

To succeed in branding you must understand the needs and wants of your customers and prospects. You do this by
integrating your brand strategies through your company at every point of public contact.
Your brand resides within the hearts and minds of customers, clients, and prospects. It is the sum total of their
experiences and perceptions, some of which you can influence, and some that you cannot.
A strong brand is invaluable as the battle for customers intensifies day by day. It's important to spend time investing
in researching, defining, and building your brand. After all your brand is the source of a promise to your consumer.
It's a foundational piece in your marketing communication and one you do not want to be without.

Packaging

Why packaging is done?
To protect the product while transportation or storage. Usually for fragile products packaging is very important.

Think about transporting a 52 inch LCD television from Japan to US.
To promote the product, distinguish it among other products through vibrant colours, fonts or material of packaging.
On a departmental store self an attractive packing will play a vital role in attracting the attention of the customers.
To inform the customers about the contents, ingredients, weight, size of the product. Many government make is
mandatory to print this information on the packing of the products

Product Life Cycle
A Product life cycle shows the different stages through which a product goes from development to decline.

Introduction Stage
•
•
•
•
•
•

Product launched into the market.
Sales grow slowly.
Informative advertising is done.
Firm might not earn a profit at this stage.
Price skimming may be used if the product is new invention and has no competitors.
Competitive pricing may be used if it already has lot of competitors.

Growth Stage
•
•
•
•

Sales grow rapidly.
Persuasive advertising may be used.
Prices may be reduced if faced by stiff competition.
Firm starts earning profits.

Maturity Stage
•
•
•
•
•

Sales increase slowly and reach the highest sales figures.
Competition is at the maximum level as many new ‘me too’ products may be in the market.
Promotional pricing might be a good option.
Profits are at the highest level as the firm is also getting economies of scale.
Repetitive advertising is done to remind the consumers.

Saturation Stage
•
•
•
•

Sales are stagnant.
Maximum competition but no new competitors and the market is already crowded with the same types of
products.
Promotional pricing or competitive pricing may be a good choice.
Advertising efforts at its highest point.

Decline Stage
•
•

Sales start to decline.
Profits start to come down.

•
•

Marketing research it done to find out whether this decline is permanent or temporary. If the decline is
permanent in nature then stop the production of the product, otherwise implement extension strategies.
Advertising is reduced.

Extension stage
•
•
•
•
•

Introduce new variations of the original product
Try to sell the product in different markets.
Make small changes in the colour, design or packaging
Start a new advertising campaign.
Add more retail outlets to boost sales.

Pricing Strategies
Cost Plus Pricing
It involves estimating how many of the product will be produced, then calculating the total cost of producing this
output and finally adding a percentage mark-up for profit.
(Total Cost/Output)* % mark-up=Selling price
Penetration Pricing
Involves setting the price lower than the competitors’ prices. This strategy is usually followed where there is a lot of
competition and the product launched may not be unique.

Price Skimming
This is where the product is launched at a premium price. It is common with products which are a new invention and
people are willing to pay a premium price because of the novelty factors. It is quite common with Mobile phones and
other technological products.
Competitive Pricing
It involves setting the prices in line with the competitors’ price or just below their prices.
Promotional Pricing
It involves reducing the price of product for a limited period of time. Summer sales are an example of Promotional
pricing.
Promotion
In today’s business environment where communicating with the customer is everything, Promotion holds a very
important place in the Marketing mix. With so much of competition and ‘me too’ products a successful business is
one which can communicate effectively with it customers and convince them to buy its products. Promotion is
usually thought as advertising but Promotion is much more than advertising. It involves above the line and below the
line activities to communicate with their potential and existing customers and improve sales.
Advertising is of two types:
Informative advertising is when the message communicated includes information about size, quantity, ingredients,
composition, configuration or content of the product. The idea is to influence people to buy products buy showing the
superiority of the product in terms of quantity or quality. This type of advertising is usually common with
technological products such as mobile phones or computers.

Persuasive advertising is when the message communicated focuses on persuading the customers to buy the product
through celebrity endorsements, or use of glamour.
Usually advertisements have an element of both informative and persuasive advertising.

Mediums of advertising
•
•
•
•
•

Television
Radio
Newspaper and magazines
Posters/billboards
Leaflets/direct mail

Sales promotion
It includes activities like
•
•
•
•
•
•
•

price reduction,
giving out free gifts with every purchase,
organising competitions,
point of sale display,
demonstrations,
after-sales service,
giving out free samples

Sponsorships
It includes sponsoring sports events or cultural shows or fashion shows

Public relations
Organizing press conferences in giving out information about new products or carrying out some social service
activity.

Personal selling
Where a representative from the company influences the customers to buy the product. It is common for products
which are expensive or custom designed. Sales person at a car showroom is a typical example of personal selling.

What is advertising?
Advertising is the name given to the process of commercial promotion of goods and services in order to increase its
sales. Advertising can be done by means of a number of mediums like television, newspapers, wall paintings,
billboards, magazines, Internet, by the word-of-mouth and in many other ways. Advertising informs the buyers about
the availability of a certain product or service in the market and encourages them to buy it.

Objectives of advertising
The main objectives of advertising are:
•
•
•
•

Increasing the usage of a certain product and hence acquiring more orders.
Creating new customers and increasing brand recognition.
To obtain feedback from customers regarding a certain product.
To indicate introduction of new products or replacement of old ones.

Sales promotion
Sales promotion describes promotional methods using special short-term techniques to persuade members of a target
market to respond or undertake certain activity.
Objectives of Sales Promotion
Sales promotion is a tool used to achieve most of the five major promotional objectives
•
•
•
•
•

Building Product Awareness
Creating Interest
Providing Information
Stimulating Demand
Reinforcing the Brand

Common types of Sales Promotions
1. Coupons: offers purchasers price savings or other incentives when the coupon is redeemed at the time of
purchase
2. Rebates: Rebates, like coupons, offer value to purchasers typically by lowering the customer’s final cost for
acquiring the product.
3. Promotional Pricing : short-term price reduction or, as known in some areas, "on sale" pricing.
4. Trade-In: allow consumers to obtain lower prices by exchanging something the customer possess, such as an
older product that the new purchase will replace.
5. Loyalty Programs: reward, such as price discounts and free products, for frequent purchasing or other activity
are called loyalty programs.
6. Sampling and Free Trials: Sampling and free trials give customers the opportunity to experience products,
often in small quantities or for a short duration, without purchasing the product.

7. Free Product: free product may be in the form of additional quantities of the same purchased product (e.g.,
buy one, get one free) or specialty packages (e.g., value pack) that offer more quantity for the same price as
regular packaging.
8. Premiums: For example, a cellphone manufacturer may offer access to free downloadable ringtones for those
purchasing a cellphone.
9. Contests and Sweepstakes: Contests are special promotions awarding value to winners based on skills they
demonstrate compared to others. Sweepstakes or drawings are not skill based but rather based on luck. Winners
are determined by random selection.
10.Demonstrations: experienced in-person or via video form, such as over the Internet
11.Personal Appearances: by someone of interest to the target market, such as an author, sports figure or
celebrity
12.Point of purchase displays: designed materials intended for placement in retail stores.
13.Trade shows: organized events that bring both industry buyers and sellers together in one central location.

Personal selling
Personal selling is a promotional method in which one party (e.g., salesperson) uses skills and techniques for
building personal relationships with another party (e.g., those involved in a purchase decision) that results in both
parties obtaining value.
This promotional method often occurs through face-to-face meetings or via a telephone conversation, though newer
technologies allow contact to take place over the Internet including using video conferencing or text messaging (e.g.,
online chat).

Advantages of Personal Selling
•
•
•

It is a two-way form of communication.
The interactive nature of personal selling also makes it the most effective promotional method for building
relationships with customers, particularly in the business-to-business market.
Personal selling is the most practical promotional option for reaching customers who are not easily reached
through other methods. The best example is in selling to the business market where, compared to the consumer
market, advertising, public relations and sales promotions are often not well received.

Disadvantages of Personal Selling
•

•

Possibly the biggest disadvantage of selling is the degree to which this promotional method is misunderstood.
Most people have had some bad experiences with salespeople who they perceived were overly aggressive or
even downright annoying.
A second disadvantage of personal selling is the high cost in maintaining this type of promotional effort. Costs
incurred in personal selling include training cost etc.

Public relations
Public relations involve the cultivation of favorable relations for organizations and products with its key publics
through the use of a variety of communications channels and tools. Traditionally, this meant public relations
professionals would work with members of the news media to build a favorable image by publicizing the organization
or product through stories in print and broadcast media. But today the role of public relations is much broader and
includes:
•
•

building awareness and a favorable image for a company or client within stories and articles found in relevant
media outlets
closely monitoring numerous media channels for public comment about a company and its products

•
•

managing crises that threaten company or product image
building goodwill among an organization’s target market through community, philanthropic and special
programs and events

Marketers have at their disposal several tools for carrying out public relations. The key tools available for PR
include:
•
•
•
•
•
•
•
•
•
•
•
•

Media Relations
Media Tours
Newsletters
Special Events
Speaking Engagements
Sponsorships
Employee Relations
Community Relations and Philanthropy
Customer service
According to Turban et al. (2002),
“Customer service is a series of activities designed to enhance the level of customer satisfaction – that is, the
feeling that a product or service has met the customer expectation."
In short, Customer service is the provision of service to customers before, during and after a purchase.

•

Finding new customers is much more expensive than retaining existing ones. Customer service is more than just
keeping customers happy. It's about revenue, because a lost customer means lost revenue and an unhappy customer
can damage your reputation.
Some aspects of effective customer service are:
•
•
•
•

knowing your customers' needs;
identifying your key service activities;
delivering superior service;
follow-up.

In a competitive marketplace it makes sense to aim to provide superior service. Customers base their purchasing
decisions on the service they receive, not just price, quality and availability.

Marketing Mix-Place
The fourth P of marketing is Place. If a product is very good, well promoted and the best prices offered still customers
would not be able to buy if it is not easily available to them. Thus, distribution is of vital importance.

Channels of distribution
There a four ways through which a product reaches the customers. These are also known as Channel of distribution.

Channel 1
Direct marketing from producer to consumers
Usually common for industrial products, it has become very popular in the consumer market with the improvement in
communication technology. It is usually employed by specialist mail-order manufacturers and factory outlets.

Channel 2
Manufacturer –retailer-consumer
The rise of large supermarkets chain has reduced the importance of the independent wholesaler. These retail chains
buy in bulk and thus deal directly with the manufactures and undertake their own wholesale functions. E.g. Carrefour,
Wal-Mart and Tesco.

Channel 3
Manufacturer-wholesaler-retailer-consumer
This is the traditional channel in consumer goods market. Small retailers depend on wholesalers for supplies and
manufacturers are also keen to avail themselves the services of wholesalers. The wholesaler buys in bulk from the
producer and distributes to small retailers in according to their needs.

Channel 4
Manufacturer-Agent-Wholesaler-Retailer-consumer
This channel is common when manufacturers want to sell their products in a foreign market. Because of the
unfamiliarity to the foreign market the manufacturer takes the help of an agent who assists in the movement of goods
through the network of wholesalers and retailers.

Channels of distribution
There a four ways through which a product reaches the customers. These are also known as Channel of distribution.

Channel 1
Direct marketing from producer to consumers
Usually common for industrial products, it has become very popular in the consumer market with the improvement in
communication technology. It is usually employed by specialist mail-order manufacturers and factory outlets.

Channel 2
Manufacturer –retailer-consumer
The rise of large supermarkets chain has reduced the importance of the independent wholesaler. These retail chains
buy in bulk and thus deal directly with the manufactures and undertake their own wholesale functions. E.g. Carrefour,
Wal-Mart and Tesco.

Channel 3
Manufacturer-wholesaler-retailer-consumer
This is the traditional channel in consumer goods market. Small retailers depend on wholesalers for supplies and
manufacturers are also keen to avail themselves the services of wholesalers. The wholesaler buys in bulk from the
producer and distributes to small retailers in according to their needs.

Channel 4
Manufacturer-Agent-Wholesaler-Retailer-consumer
This channel is common when manufacturers want to sell their products in a foreign market. Because of the
unfamiliarity to the foreign market the manufacturer takes the help of an agent who assists in the movement of goods
through the network of wholesalers and retailers.

Marketing plan
A marketing plan is a written document that details the necessary actions to achieve one or more marketing
objectives. It can be for a product or service, a brand, or a product line.
A marketing plan may be part of an overall business plan.

Need for a Marketing Plan
The Marketing Plan is generally undertaken for one of the following reasons:
•
•
•

Needed as part of the yearly planning process within the marketing functional area.
Needed for a specialized strategy to introduce something new, such as new product planning, entering new
markets, or trying a new strategy to fix an existing problem.
Is a component within an overall business plan, such as a new business proposal to the financial community.

Who gains and Who loses
How fluctuation in exchange rate affects business.
Let’s take the example of Britain and US. If the value of US$ fluctuates in comparison to UK Pound, then, how will it
affect different businesses in United States?

Affect of Appreciation of currency
US Dollar becomes expensive as compared to British Pound.
In order words, there is an Appreciation in the value of US$
Earlier 1 Pound could get $1.5, Now 1 Pound can only get $1.3 (because US$ has appreciated)
It will directly affect US Importer and Exporters. Let’s see how…
US Importers will GAIN...
because now US$ dollar can buy more from Britain. Earlier $1.5 could get only 1 Pound worth of goods from UK but
now US importer have to pay only $1.3 to get 1 Pound worth of goods from UK.
•
•
•

Imported goods from UK will become cheaper for US consumers.
Goods using imported components from UK will become cheaper.
US tourists travelling to UK will be able to enjoy more as they get more UK Pounds when they exchange
dollars.

Customers will be happy but it might adversely affect the domestic industry as it will face competition from cheaper
imports from UK. Domestic businesses will find it difficult to sell their products, will reduce output and cut jobs.
US Exporters will LOSE...
because now they will find it difficult to compete with other countries with comparatively cheaper exchange rate. UK
businesses will now think twice to buy from US because earlier they could buy US$1.5 worth of good for £1, but
now, they can only buy US$1.3 worth of goods due to appreciation in the value of US$.
Because of fewer exports, US business will reduce output, which will lead to unemployment.
So the moral of the story is ‘Though it is nice to hear that the value of our currency has appreciated but, in fact, it is
not so nice for the economy’

Affect of Depreciation of currency
US Dollar falls in value as compared to UK Pound.
In order words there is Depreciation in the value of US$.
Earlier 1 Pound could get $1.5,
Now 1 Pound can get $1.8 (because US$ has depreciated)
US Importers will LOSE...
Imports will become expensive. Products which use imported components will become expensive. US tourists to UK
will have to shell out more money for their vacation. Consumers will feel the pinch and might be unhappy. BUT
domestic producers will gain as they will have a cost advantage over imported goods. Output will rise and so will
employment.
US Exporters will GAIN...
because UK businesses will prefer to buy from US. US exporters will become more competitive in the International
market due to cost advantage. As exports rise, more goods will be produced and thus more jobs will be created.
Business Cycle
The business cycle or economic cycle refers to the fluctuations of economic activity about its long term growth trend.
The cycle involves shifts over time between periods of relatively rapid growth of output (recovery and prosperity),
and periods of relative stagnation or decline (contraction or recession). These fluctuations are often measured using
the real gross domestic product.

There are four main stages in a trade cycle or business
cycle.

Growth

Boom

Recession

GDP is rising
Unemployment is falling
Business are experiencing rising profits
‘Feel good’ factor among the people as
their incomes are rising.
Results from too much spending.
Economy experiences rapid inflation
Factors of production become expensive
Results from too little spending.

Slump

GDP is falling
Demand in the economy will fall leading
to closure of firms and unemployment
High level of unemployment.
Business will rapidly close down creating
serious consequences for the economy.

Exchange Rate
Exchange rate is the rate at which one country’s currency can be exchanged for another country’s currency.
How is exchange rate determined?
A fixed exchange rate system refers to the case where the exchange rate is set and maintained at same level by the
government irrespective of the market forces.
Floating exchange rate system means that the exchange rate is allowed to fluctuate according to the market forces
without the intervention of the Central bank or the government.
Appreciation and Depreciation
The exchange rate for any currency usually fluctuates. When the value of the currency goes up as compared to other
currency it is known as appreciation. When the value of currency falls as compared to other currency it is known as
depreciation.
Usually the exchange rates are determined by the demand and supply of that currency in the international market.

Demand for any country’s currency on the foreign exchange market is determined by demand for that country’s
exports of goods and services and by changes in foreign investment in that country. This is because when foreigners
buy another country’s exports of goods or services they must pay for these in the currency of the exporting country.
In the same way Supply of any country’s currency on the foreign exchange market is determined by that country’s
imports of goods and services and by its investment in other countries.
Thus when the demand for a currency rises its price goes up and it becomes costlier.
What causes the fluctuation in currency value?
Changes in the imports and exports of the country: An increase in exports of a country will lead to an increase in
demand for the currency and thus the value rises.
Changes in Interest rate: Higher interest rate will attract more foreign investors to invest in the country and thus the
demand for currency will rise, resulting in appreciation in value of the currency.
Changes in Inflation rate: Higher inflation rate will make the country uncompetitive in the international market. The
exports will fall resulting in decreased demand for the currency and hence lower value.
Revaluation and Devaluation
It refers to official changes in the price of a currency in a fixed exchange rate system.
Devaluation is when the price of the currency is officially decreased in a fixed exchange rate system.
Revaluation is the official increase in the price of the currency within a fixed exchange rate system.

How does government help businesses?
•
•
•
•
•

Providing cheap loans and giving grants.
Providing advice and information centers for businesses.
Providing college courses and training programmes for entrepreneurs.
Offering subsidies or tax reduction to businesses.
Maintain a stable exchange rate of the currency.

Why does government help businesses?
•
•
•

To help small businesses to survive and encourage competition in the economy.
To encourage firms to export and earn foreign exchange for the country.
To encourage businesses to set up in underdeveloped regions of the country and create wealth and employment
opportunities in these areas.

Why government controls business activities?
•
•
•

Businesses are usually profit motivated. Many times in order to gain more profit the business might neglect
issues like environmental protection and production of harmful and dangerous products.
Large business might take the advantage of their size and exploit consumers, employees and even use unfair
tactics to overcome competition from small businesses.
Business might use media to portray a wrong image of their product or may even mislead customers to buy
products.

How government controls business activity?

Governments control the business activities is many ways both direct and indirect. We have already covered
government’s economic policies. However, government can control business activities in a more direct way. These
are as follows:
Controlling what to produce
In order to safeguard the interest of the community government may ban or limit the production of certain goods and
services. For example, selling of guns, explosive and dangerous drugs are illegal in many countries. Moreover, Goods
which harm the environment are also totally banned or strictly controlled in many countries, e.g. aerosol cans that use
CFCs which has been banned because of their damaging effect on the ozone layer.
Employees Protection legislations
Government may pass laws to protect the interest of employees such as
Laws against unfair discrimination at work and when applying for jobs. There is no unfair discrimination on the basis
of Race, religion, sex, age, or colour.
Legislations for health and Safety at work:
•
•
•
•
•

To protect workers from dangerous machinery.
Workers should be provided with proper safety equipments and clothing.
A reasonable workforce temperature is maintained for workers.
Proper hygienic conditions and washing facilities are provided.
Workers get adequate breaks between shifts.

Protect employees against unfair dismissal
Business can not dismiss the workers because they have joined a trade union or for being pregnant. There should be
proper warning before dismissing a worker otherwise it will be treated as unfair dismissal.
Ensure fair wages for the employees
In many countries, government makes it mandatory to have a written contract of employment. It contains the details
of the wage rate; working hours, deductions (if any) and other necessary details regarding working conditions.
Minimum wages paid to different types of workers are also determined by the government.
Consumer Protection legislations
Most of the countries have consumer protection laws aimed at making sure that businesses act fairly towards their
consumers: A few examples are
Weight and Measures Act: goods sold should not be underweight. Standard weighting equipments should be used to
measure goods.
Trade Description Act: deliberately giving misleading impression about the product is illegal.
Consumer Credit Act: According to this act consumers should be given a copy of the credit agreement and should
be aware of the interest rates, length of loan while taking a loan.
Sale of Goods Act: It is illegal to sell products with serious flaws or problems and goods sold should conform to the
description provided.
Environment protection

In the recent years government across the globe have passes legislations to control business activities from harming
the environment. This includes setting limits to the pollution, making it mandatory for businesses to treat their wastes
etc.
Location decisions
Government often influences location of business through
•
•

Planning controls involve restricting the business activities that can be undertaken in certain areas.
Provide regional assistance to businesses which involves encouraging them to locate in underdeveloped regions
of the country.

Economic Objectives of the Government
Most of the governments round the world have four main objectives. These are
•
•
•
•

Keep inflation under control
Maintain a low level of unemployment
Achieve a high level of growth rate
Maintain a healthy balance of payments.

Government Economic Policies
Government influences the economy through its economic policies. These are
Fiscal Policy
It is related with taxes and government spending. This policy is there to control inflation and demand in the economy.
Usually government collects money in the form of taxes and spends money through its development expenditure such

as building roads, bridge, defence, transports etc. Government constantly monitors the aggregate demand in the
economy. Inflation rate gives the correct measure of the aggregate demand in the economy.
When the aggregate demand in the economy is high, prices rise, this shows that the economy is spending too much. In
this case, the government will lower is expenditure budget and cut back on investment spending, such as on road
construction and hospital equipment. On the other hand the government might also increase the taxes, which would
take spending power out of the economy by leaving consumers and businesses with less income to spend.
In the opposite scenario, when the economy is heading for a recession and unemployment is rising, the government
might increase its expenditure plans. There might be a reduction in taxes so as to leave consumers and businesses
with higher disposable incomes.
Monetary Policy
Monetary Policy is related with a change in interest rates by the government or the Central bank. When the forecast
for inflation is that it will rise above the targets set by government, then the Central Bank will raise its base rate and
all other banks and lending institutions will follow. It is usually done when the economy is at the boom stage of the
business cycle.
A higher interest rate will result in
Business will not be able to expand as they have to pay more interest to the bank for their loans and they have less
profit left.
Businesses that are planning to take loan for expanding may postpone their decisions and wait for a cut in interest
rates.
Consumers demand will also fall as they will not be getting cheap loans to pay for the buying new houses and luxury
items.

If inflation is low and is forecasted to remain below governments targets, then the Central Bank may decide to reduce
interest rates.
Supply side policies Social Cost and benefits
Every business activity which takes place has some benefits and costs attached to it. The benefits go both to the
owners of the firm as well as to external stakeholders. In the same way the owners and the external stakeholders have
to pay a cost for the activities of the business.
Talking about…
Private cost
It is the cost of setting up the business. The owner(s) pay for the hire of machinery, buying of materials, payments of
wages. This is termed as Private Cost.
Private benefit
The monetary benefits i.e. the revenue earned by the firm is a benefit for the owner and is termed as Private benefit.
External Cost
The problems that the external stakeholders have to bear due to the firm’s activity are known as external cost.
Example: cleaning a river which has been polluted by a firm’s waste products. Private firms usually ignore external
cost.
External benefits

Some firms can cause external benefits. These are the benefits to the external stakeholders due to the activity of firm.
For example, a firm may train workers, which might get them better wages in other firms. These external benefits are
free.
Social cost is the total cost paid for by the society due to the activities of a firm. It is the sum of all the external
cost and private cost.
Social benefit is the total benefit arising due to the production of goods and services by a firm. This is equal to
the total of private benefits and external benefits. Cost Benefit analysis

Cost Benefit Analysis is typically used by governments to evaluate the desirability of a given intervention in
markets. The costs and benefits of the impacts of an intervention are evaluated in terms of the social benefits
or social cost. The guiding principle is to list all of the parties affected by an intervention, and place a
monetary value of the effect it has on their welfare.
The process involves monetary value of initial and ongoing expenses vs. expected return. Constructing
plausible measures of the costs and benefits of specific actions is often very difficult.
For example, governments can use the technique to decide whether to introduce business regulation, build a
new road or offer a new drug on the state healthcare. In this case, a value must be put on human life or the
environment, often causing great controversy.
The cost-benefit principle says, for example, that we should install a guardrail on a dangerous stretch of
mountain road if the dollar cost of doing so is less than the implicit dollar value of the injuries, deaths, and
property damage thus prevented.
Cost-benefit analysis is also used to assess the value for money of very large private and public sector projects.
This is because such projects tend to include costs and benefits that are less amenable to being expressed in
financial or monetary terms (e.g. environmental damage), as well as those that can be expressed in monetary
terms.

It includes all those policies which aim at improving the efficient supply of goods and services. These might include:
•
•
•

Privatisation
Imparting training and improving the education level of the workforce resulting in higher skills.
Increase competition in all industries by removing entry barriers, thus leading to more efficiency.

