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UNIT ONE

CHAPTER 1
INTRODUCTION TO BUSINESS

1 BUSINESS

1.1  Concept and Meaning of Business

All human beings require different types of goods and services to satisfy their needs. Different
goods and services can be purchased by visiting the stores or online. A business produces the
goods and services and ends with the consumption by the consumers. Between production and
consumption there are several steps. Production comes under industry and rest of the steps is part
of commerce. To summarize business is a broad concept under which comes.trade, industry and
commerce.

Business: Business is derived from the word ‘busy”. Thus business means being busy. Any
organized economic activity that engages in production, purchase, sale or distribution of goods &
and services. Business can be referred to the mechanism of exchanging of goods and services
which of value to the humans and can generate profit by satisfying the human need, want and
desires.

According to William Pride: “Business is the organized effort of individuals to produce and sell
for a profit the goods and services that satisfies the need of society”

According to W.R.Lewis: “Business is any human activity directed towards producing or
acquiring wealth through buying and selling goods.”

According to L.R.Dickesee;”Business refers to a form of activity conducted with an objective of
earning profits for the benefit of those on whose behalf the activity is conducted.”

1.2 Core Elements of Business
The success of Business depends upon three core elements

Core Element Description

Economic Element This involves exchange of goods and services
with intention to generate profit

Social Element Satisfying market or social needs through an
organized human effort




Systematic Element Proper execution of Business planning,
allocation resources and funds with proper
management of and setting of SMART goals
for the success of business.

1.3 Core Concepts of Business
Goods Vs Services: Goods are tangible products which can be touched, while services are
intangible that cannot be touched physically.

Revenue Vs Profit: Revenue is the total money coming from the sales. Profit is the amount left
after subtracting all the operating expenses.

Risk and Uncertainty: Changing consumer preferences, increased competition and economic
factors are the uncertain conditions that the business owners face.

2 Features of Business
Economic Motive: The activities carried out to sustain financially and earn livelihood

Regularity and Continuity: The business transactions must be regular and continuous rather than
being an isolated transaction.

Creation of Utility: Business creates utility for the society by procuring raw materials, finishing
the goods, moving and storing the goods.

Mitigating the Risk: Making profit is never guaranteed. However business needs to take
calculated risk to withstand the uncertain conditions.

3. Stages of Development of Business

Business has evolved based on social, legal and technological need shifting from basic survival
to complex global network. Business has played a vital role since time immemorial. According
to the archaeological studies the trading activities were carried out both through land and sea.
Bulk of trade was carried out through the silk route and maritime trade. The trading was done to
serve both the domestic and the international market. Various economic activities such as
agriculture, domestication of animals. Weaving cotton, making clay pots, etc.Money was
circulated freely which led to development of indigenous banking system to give credit facilities
to the business. Since carrying huge sum of money while travelling long distances to carry out
trade was risky which led to the use of intangible form of money which was known as “Hundi”
& “Chitties”. The ease of doing business and free availability of loans led to balance of trade
where exports exceeded the imports. Many travelers including Megasthenes, Al Beruni & Ibn
Batuta praised Indian trading system. With the arrival of East India Company, under the British
rule the Indian economy deteriorated. From being exporter of finished goods, India became




exporter of raw materials and importer of finished goods. After gaining independence from
British rule India inherited fragile economy, the financial system was weak, huge fiscal deficit,
more allocation of budget money on defense the fiscal deficit gap started to broadening as a
result India liberated the economy in 1991.Post 1991 Indian economy has been growing as one
of fastest economies of the world. The recent initiative of the government on “Make in India”,
“Made in India”, “Skill India”, “Digital India “has helped the Indian economy with balance of
trade.

Stages of Development in Nutshell
v’ Self Sufficiency & Hunting Stag

There was no business, trade orxmarket. Whatever was produced was consumed independently
v’ Barter System

There was exchange or swapping of goods e.g wheat for rice
v"Invention of Money and Trading

The money in form of shell, salt,cattle which eventually led to minting of metal coins. Standard
prices were set for commodity & trading was done through trade routes.

v Guild System

Traders organized themselves to guilds to protect their economic interest, regulate the trade
quality and control prices within a specified town to keep out the outside competition. Towns
flourished giving birth to merchant class.

v Age of Mercantilism and Growth of Global Trading Companies

Maritime trade or the trade through sea route grew, Nations began to adopt mercantilism where
governments maximized exports, minimizing the imports and began accumulating precious
metals. Duch East India Company and British East India Company were the world’s first public
joint stock companies who began issuing shares on the stock exchanges.

v"Industrial Revolution

The invention of steam engine completely revolutionized manufacturing. Production moved out
of the homes to the factories. Business shifted from individual artisans to assembly line
production. To distribute the huge surplus of goods business adopted branding and mass
marketing strategies.

v Corporate and Management Professional Age



Instead of business being run by family salaried professionals were hired as managers. There was
rise in multinational corporations and supply chain became more complex. The era saw
specialized business education (MBA’s)

v' Digital and E-Commerce age

The birth of internet and mobile phones has redefined the speed and accessibility of business
transactions. With the rise of E-commerce platforms such as Amazon, Alibaba , cloud computing
and digital payments physical borders have disappeared.

3.1 Stages of Development of Business

The stages of development of a business include the seed or conception phase, startup, growth,
expansion, maturity, and potential renewal or decline.

3.1.1 Seed or Conception Phase
> ldea Generation: The phase where a new business concept or product idea is born.
> Feasibility Study: Market research is conducted to see if the idea can work in the real
world.
» Business Plan: Founders outline goals, target customers, and financial projections.
> Initial Funding: Money comes from personal savings, family, or early angel investors.
Risk is at its highest point.

3.1.2 Startup Phase
» Operations Begin: The business officially launches, products or services go to market,
and early customers are targeted.
» Team Building: Core staff are hired and basic daily processes are set up.
» Cash Flow Management: Sales are low, and the primary goal is proving that the business
model works.

3.1.3 Growth/Scale -Up Phase
> Rising Sales: Revenue increases as more consumers learn about the brand.
» Market Presence: Customer base and market share grow significantly.
» Team Expansion: More workers are hired to handle customer demand, and business risks
start to drop.

3.1.4 Expansion Phase
» New Markets: The Company enters new geographic regions or targets new demographic
groups.
> Product Diversification: New product lines or service offerings are introduced to capture
extra revenue streams.

3.1.5 Maturity Phase
> Stability: The business holds a secure, well-known position in the marketplace.
» Process Optimization: Roles are clearly defined, and non-core tasks may be outsourced.
» Innovation: To stay relevant and avoid stagnation, the firm invests in new technologies or
reinvents its core offerings



3.1.6

1)
2)
3)
4)
5)

4.

Renewal /Decline Phase

Renewal: The company successfully innovates and enters a new cycle of growth.
Decline: If the business fails to adapt to changing consumer demands or market
competition, sales drop and the business may close

3.1.7 Exercise

Define the seed/ideation stage of a business.

What is a feasibility study?

State two major challenges faced during the startup phase.
Distinguish briefly between the growth stage and the maturity stage.
What do you mean by business life cycle?

*"Fresh Bites Ltd." started in 2021 as a small cloud kitchen in Mumbai by two B.Com
graduates, Amit and Priya, using their personal savings. Initially, they struggled to get
noticed, handling cooking, marketing, and deliveries themselves. Within 12 months, their
unique organic health wraps gained traction, and orders stabilized, allowing them to hire
three kitchen assistants and cover their fixed costs. *
By 2024, demand skyrocketed. Fresh Bites opened 4 physical quick-service restaurants
across Mumbai. However, Amit and Priya found themselves overwhelmed. Cash was
tight due to rapid kitchen expansions, food consistency began to vary across outlets, and
the original team felt disconnected. Investors are now offering capital, but only if Fresh
Bites formalizes its management structure, introduces strict quality controls, and maps
out a plan to expand nationwide.
1. Identify and explain the stages of business development that Fresh Bites Ltd. has
passed through and its current stage.
2. Analyze the key challenges the company is facing in its current stage.
3. As a business consultant, suggest strategic recommendations to help the founders
successfully transition to the next level of development.

Features of Business

To distinguish business from other activities of society the nature of business are as follows:

a.

As Social Institution: It relies on society for the raw material, labour and provides goods
as output to the society. It looks after the interest of various social groups such as
consumers, employees and community. It operates under the laws of the society and
ensures that the business has the trust of the society.

As economic activity: Business is not driven by love, emotion or affection but it is purely
an economic activity with the objective of earning livelihood or making profit.
Production/Procurement: Goods meant for consumption must either be produced or
procured. If the goods are meant for self consumption then it is not business. For business




there must be two parties-buyers & seller the goods should be transferred between buyer
and seller for money or exchanged through barter system.

Dealing in goods & services: Business deals with goods and services. The goods may be
final goods meant for consumption by either customers or consumers or they may be
producer goods such as machinery meant for further consumption. Business is also
concerned with the services such as banking, insurance etc.

Continuity & Regularity: A single transaction is not considered as business. Any activity
which happens at regular interval is considered to be business. If a person sells his
jewelry once is not considered as business however he repeatedly purchases and sells his
jewelry is considered as business. How frequently the transaction happens depend on the
nature of the business. A newspaper hawker sells his newspaper daily but a construction
company takes years to build the housing society.

Profit Earning: Profit earning is the basis of any business. If the business is not able to
generate the profit then the business would shut down. It is the profit which drives the
business to take financial risk and is essential for long term growth of any business.
Element of risk: In every business there is possibility of incurring losses not only due to
bad decisions but due to uncertain conditions and changing preferences of consumers,
competition or economic changes. Losses due to such uncertain conditions can be termed
as risk for the business owners. There are two types of risk(i) Risk whose probability
can be calculated e.g. floods, fire theft etc.(ii) Risk whose probability cannot be
calculated and they cannot be insured e.g. changing technology would render your
technology as obsolete, changing fashion or fad.

Creation of Utility: Business add value to the raw materials by changing their forms(form
utility) store them until needed(time utility),or transporting them where they are
required(place utility).

All activities related to production may be called as “Industry”

All activities related to exchange of goods and services may be called as “Commerce”



4.1 Human Activities

Human Activities

I | }

Economic Activities

| | | l

Business Profession Empblovment

Non Economic Activities

Human activities include whatever we do in our daily life. All human being are engaged in some
or the other activities since the time we get up in the morning till the time we go to sleep.
Children go to school, elders go to office, and farmers go to field. A child going to school does
not produce any economic benefits however going to office or farm produce economic benefits.
Thus we can classify human activities into (a) economic (b) non economic

Economic activities: Activities taken by human beings to earn livelihood or earn money.
Economic activity is concerned with production or exchange of goods and services. For example
doctor working in a hospital, farmer working in a field.

Economic activities may further be classified as (i) business (ii) profession (iii) employment

Non Economic activities: Activites done by human beings out of love, affection, social or
religious obligation or out of patriotism but not for the sake of earning money. Children going to
school, social worker working for the underprivileged poor

5. Objectives of Business

Profit making is an important criteria for the business to be successful however profit earning is
not the only criteria for the business to be successful. As said by Henry Ford “Business is not
only money chasing but should also aim at serving the community”. Therefore serving the
community is also important criteria for the business. According to some authors serving the
community is the major objective of the business and this is the main justification for the
existence of business as an important human activity. Therefore we can sum up that profit is the
basic criteria for any business to stay in the competition but business should aim for something
more for the survival and growth.



The objectives of the business can be categorized as:
i.  Economic Objectives:

To achieve economic goals is the primary objectives of the business. Some of the economic
objectives are

» Earning satisfactory profits

Exploring more markets and creating new customers

Growth and expansion of the business

Increase market share

Maximum utilization of 4M’s(Men,Machine,Material, Money)

YV V V

ii.  Social Objectives:

Business being part of society has some obligations towards the society. Some of the major
social objectives are:

» Supply quality goods to the society

Provide the goods and services to the society at reasonable prices

Ensure there is no profiteering and unfair practices

Ensure welfare activities for the society such as building public facilities and promoting
economic sustainability

Y VYV V

iii. ~ Human Objectives

Business activities are carried out by employees. The efficiency of business depends on the
motivation and ability of the employees. Therefore business must also have some human
objectives to safeguard the interest of the employees. Some of the major human objectives are:

> Fair wages to the employees

Good working conditions to the employees

Job satisfaction to the employees

Provide better growth, training & career opportunities to the employees

Y V V

iv.  National Objectives

Create jobs and reduce the unemployment rate

Pay taxes to the government to fund the public infrastructure and services
» Protect environment and local resources

Y VY



6. Business Employment and Profession
You have analyzed the business, mow let us differentiate between business. employment and

profession

Features

Business

Profession

Employment

Establishment

An individual or
group of individuals
by fulfilling legal
formalities can start
business

Earn basic degree,
training & become
member of the

professional body

Signs employment
contract with the
employer

Qualification No basic qualification | Professional In some jobs cerrain
is required knowledge and specialized
training in the qualification is
relevant field is required else in other
required jobs no specialized
degree is required.
Investment Capital is required To establish office Capital is not required

some capital is
required

Nature of work

Production/exchange
of goods or services

Specialized nature of
personalized job for
the clients

Perform the work
given by employer
under the service
contract

Motive Earn Profit Charge fee but giving | Mainly to earn
good service is key livelihood
Reward Profit Professional fee Salary
Transfer of ownership | Business can be Cannot Transfer Cannot Transfer
transferred
Risk Risk of loss Fee not enough to No risk. Monthly

sustain

salary is given

Question 1 what is the difference between economic & non economic activity?

Question 2 what is Business?

Question 3 what is Profession?

Question 4 what is employment?

Question 5 Classify the following activities into business. profession and employment

e Selling vegetables

e A person working in retail store

e A doctor working in a hospital

e A lawyer has started his own practice




e Manufacturing of soaps
Question 6 State whether True or False

Sole objective of business is to earn profit

Profession is non economic activity

Employment is economic activity

There is no element of risk in business

Industry is not part of business activity

Mother teaching her son is an economic activity

Activities taken up for earning money are called economic activity

In case of employment ownership can be transferred

Any activity can be termed as business if taken up continuously or recurrently
10 Industry and commerce together constitute business activity

©oN R WNRE

7. Importance of Business
7.1 Economic Growth:

Business drives economic growth by creating jobs, generating income and increasing wealth.
They contribute to the GDP of the country which helps in improving living standards and
reducing poverty. A thriving business environment leads to robust economy and higher
productivity & innovation

7.2 Employment Creation

Business is primary source of employment providing jobs to millions of people across different
sectors. By hiring workers business not only provide income for families but also enable
individuals to develop skills, advance their careers to contribute to the economy.

7.3 Innovation and Development
Business are always looking for innovative ideas, develop new products, services and
technologies that improve the quality of life.

7.3 Provision of Goods and Services
Business fulfills the need and want of consumers by providing wide range of goods and services.
From basic necessities to luxury items business fulfill the needs and want of people

7.4 Tax Revenue
Business contributes to government revenue through taxes. A strong business sector ensures a
steady flow of tax revenue supporting the government

7.5 Community Development
Many business are engaged in corporate social responsibility activities contributing to the
community development. These efforts help to support education and promote social well being



7.6 Global Trade
Through export and import business engage in international trade which not only strengthen
economic ties between two countries but also promote cultural exchange and peace.

7.7 Entrepreneurial Opportunities
Business provides opportunities for entrepreneurship allowing individuals to pursue their ideas
start their own ventures and achieve financial independence.

7.8 Wealth Distribution

By generating profits business provide dividends to the shareholders, wages to the employees
and payment to suppliers. The circulation of money helps to distribute wealth across different
segments of society

7.9 Infrastructure Development

Business often invests in infrastructure such as roads, communication networks to support their
operations. Such investments can benefit the wider community by improving access to essential
services enhancing connectivity and building regional development.

7.10 Risk Management and Resilience

Business contributes to the resilience of the economy by managing risk. Through innovation,
diversification and strategic planning business help to mitigate economic shock and ensure
stability in case of financial crisis, natural disasters and pandemics.

8 Exercise
1) Why business is considered an economic activity?
2) State any three points highlighting the importance of business to society.
3) What is the role of business in national development?

CHAPTER TWO

1 Classification of Business Activities
The business activities may be classified into-Industry & commerce. All the production activities
come under Industry whereas exchange of goods and services comes under commerce.

1.1 Industry

Industry utilizes the natural resources to make them fit for the final consumption. Industry
includes mechanical application as well as technical skills. Term refers to a specific group of
companies or organization which share similar business and economic activities. For example
Textile & Apparel includes processing of raw cotton, wool or synthetic fiber into clothing.



Similarly Banking & Finance Industry for managing, investing and moving money. Hospital and
tourism industry for accommodating guest via hotels, travel agencies and restaurants.

Classification
Of Industries

On the basis of
nature of
activity

On the basis of
nature of On the basis of
goods level of
produced investment

On the basis of

On the basis of

size of activity 2rea of

operations

-Extractive
Industries

>y > N

-Small Scale

-Heavy

Genetic -Consumer Industries -
Industries- goods Light Industries -Regional
Malmgfat;tqung Indstries In-dulsgtries Large Sscale Industries
ndus’ rlefs (PrEsliET ~ Industries -National
Construction group Industries
Industry Industries Multinational
Industries

1.1.1  On the basis of nature of activity
(a).Extractive Industry

Industries involved in discovery and extraction of natural resources both from the surface and
under the ground, water or air for example minerals, animals, plants etc. Industries include
mining, fishing, quarrying.Extractive Industries are also known as exhaustive Industries because
there is depletion of resources whenever an attempt is made to extract a resource.



(b). Genetic Industry

Industries associated with growing & breeding plants and animals with an attempt to make profit
from the sale of their produce are known as Genetic Industries. For Example pisiculture,
apiculture, sericulture, poultry farming, horticulture etc.Unlike extractive Industry, genetic
Industry grows & multiplies lining stock with active care & scientific breeding.

©.Manufacturing Industry

The task of manufacturing Industry is to transform the raw materials and components into
finished or semi finished goods. The products of extractive Industry becomes the raw material
for Manufacturing Industry. Manufacturing Industry develop “Form Utility” to the products of
extractive Industry. For example cement industry, fertilizer industry.

(d).Construction Industry

Construction Industry includes designing, building, maintaining & demolishing physical
structures and infrastructure. Construction industries include building residential & commercial
spaces. Building dams, bridges, airports, railways, oil refineries, power plants etc. They consume
the products of manufacturing Industries such as bricks, cement & extractive Industries such as
wood. The end product of construction Industry is immovable.

1.1.2 On the Basis of Nature of Goods Produced

(@.  Consumer Goods Industries

The Consumer Goods Industries include industries which are involved in manufacturing and
selling of products intended to be used directly by the consumers or households. The business
directly involve the customers or Business to Customers. They include

Q) Fast Moving Consumer Goods (FMCG).For example food, beverage, cosmetic
Industries.

(i) Slow Moving Consumer Goods (SMCG), the products are long lasting and do not
wear out quickly. For example home appliances, Furniture.

(iii)  Non cyclical(staples) the demand of such products remain staple regardless of
economic health. For example food, medicine

(iv)  Cyclical the demand of such products fluctuate depending on the consumer
confidence level and their disposable income.

(b) Producer Goods Industries

The Industries are the intermediary Industries which create goods and services to be used by
other Industries which make the services and goods which can be used for consumption by final
consumers. For example semi conductor Industry



1.1.3 On the Basis of the Level of Investment

(a) Heavy Industries

Characterized by large scale production, massive capital investment & high entry barrier. The
products are sold to other industrial customers rather than to end user customers. The sales
are mainly Business to Business (B 2 B).For example Shipbuilding and aerospace,

(b) Light Industries

They are less capital intensive, more labor intensive & consumer oriented than the heavy
Industries focusing on smaller goods for end user consumers. They can be further divided into

I. Agriculture Based Light Industries

The materials are directly and indirectly sourced from agriculture. For example Food &
Beverage, Paper & Wood Industry

ii. Non Agriculture Based Light Industries

The Industries depend on synthetic chemical materials rather than agriculture based raw
materials .For example Consumer Electronics Industry

1.1.4 On the Basis of the Size of the Activity

(a) Small Scale Industry

Small Scale Industries operate with limited resources using smaller machinery & with few
workers. The Small Scale Industry is labor intensive; they source raw materials locally to meet
the demand of local population reducing the logistical cost. Being smaller in size the Small Scale
Industry can quickly adapt to the changing market conditions to produce goods based on
consumer preferences. Small Scale Industry is the second largest employer after agriculture.
Small Scale Industry can help in migration of workers to big cities for the employment
opportunities. For Example fruit pulp Industry, readymade garments Industry.

Enterprise Type Investment In Plant & Annual Turnover
Machinery

Micro Less than % 1Crore Less than % 5 Crore

Small Less than % 10 Crore Less than % 50 Crore

Medium Less than % 50 Crore Less than % 250 Crore




(b) Large Scale Industry

Large Scale Industries refer to the Industries which operate on massive scale characterized by
huge capital investments, extensive infrastructure, advance technology and massive workforce
and the investment exceeds 210 Crore For Example Tata Motors,Maruti Suzuki, Reliance
Industries..Large scale Industries act as economic anchors, providing direct jobs to thousand of
people. Large Scale Industries generate massive exports helps in building large foreign reserves.

1.1.5 On the Basis of Area of Operations
(@).  Regional Industries

Regional Industries operate within specific geographical regions utililizing the local raw
materials or traditional skills

(b).  National Industries

The national Industries operate all across the country with centralized or de centralized
operations. For Example large conglomerate with nationwide distribution and supply chain.

©. Global Industries

Global Industries operate all across the globe with integrated world wide supply chain and
distribution. The components are sourced from country where the assembly cost is minimum.
Global Industries have to face competition from International conglomerate and global market
fluctuations.

1.2 Exercise
1) What is the main difference between Business & Industry?
2) To which category of Industry the following activities belong?
I.  Fishing in the sea
I1.  Raising coal from the mine
1. Weaving of cloth
IV.  Construction of dam
V.  Preparation of wooden furniture
VI.  Cattle breeding
VIl.  Development of railway track
VIII.  Producing rail engine



2. Commerce

You have learnt that business activities are classified into (a). Industry (b) Commerce. You have
also learned that Industry is concerned with production of goods and services. Unless the goods
and services are not available to those who need them may not fulfill the objectives of Industry.
It means that the goods and services produced by the Industries should be made available to the
consumers at right place, right time, right price and in right manner. This is made possible by
commerce. Commerce ensures that the goods and services produced by the Industry are made
available to the consumers. Commerce includes selling and exchange of goods and services.
produced by Industry. At times the producers are often concentrated in specific areas and the
consumers are scattered globally there is a communication and transaction gap and the producers
and consumers cannot directly contact each other. This is known of hindrance of person.
Similarly for buying a product or services the consumers should have the knowledge about the
existence of that product or services. The lack of awareness or knowledge about availability,
fatures, price and utility of product or services. The consumers would not be able to buy a
product or services if they do not know if exist. This is known as hindrance of knowledge or
information. At times the goods or services are produced in one geographic location but may
not be consumed because the consumers are scattered globally. This is hindrance of place.
Sometimes the goods are manufactured in anticipation of future demand rather than making the
product for the current demand. Business faces challenges to preserve them till the time there
comes the demand for such products. This is known as hindrance of time. Commerce
eliminates all such hindrances and facilitates the exchange of goods and services between the
producer and the consumer. We can say that commerce is concerned with sale and exchange of
goods and services and ensures that there is smooth and uninterrupted flow of goods and services
between buyers and sellers,. Commerce has two aspects (a).purchase of goods and services (b)
smooth and uninterrupted flow of goods.

Thus commerce can be categorized into:

(a) Trade-Sale and Purchase of goods and services
(b) Aide to Trade-Activates related to smooth flow of goods and services

2.1 Trade

Trade includes exchange and selling of goods and services with the intention to earn profit.
Trade facilitates to make the goods and services available to the persons who need them and are
willing to pay for it. Trade establishes connection between the producers and the consumers and
removes the hindrance of person. Specific regions have comparative advantage in producing
scarce products which enables trade ro create a global network enhancing the economic growth.
A person involved in trade is known as trader or the middleman. Trade can be classified into (i)
Internal Trade (ii) External Trade



2.1.1. Internal Trade

Also known as Inland Trade, National Trade, Home Trade or Domestic Trade. When the trade or
the buying or selling is conducted within the boundaries of a country then the trade is known as
Internal Trade. Internal trade is free from custom duties and import tariffs. Internal trade drives
the economy of the nation and is the key contributor of the GDP of the country. Usually the
payment is made in the local currency of the country. On the basis of quantity of goods traded
and the target buyer is classified into (a).Wholesale trade (b).Retail Trade.

Feature Wholesale Trade Retail Trade

Definition Buying goods in bulk from Buying goods from
manufacturers& selling them | wholesalers and selling them
in smaller lots to retailers directly to the final customers

Quantity Large, bulk quantity Small quantities suitable for

single use

Capital Required High capital investment Low capital investment

Direct consumer contact Little or no contact with the Direct contact with the final
final customer customer

2.1.2 External Trade

Also know as foreign trade or international trade. External trade involves exchange of goods and
services across territories of different countries. It allows nations to expand their markets, access
resources which are unavailable domestically and enhance economic growth. Based on the
direction of the flow of goods, External trade can be classified into three categories

() Import Trade: The purchase of goods or services from a foreign country to be brought
into the domestic market. Example India purchasing crude oil from Saudi Arabia

(i) Export Trade: The sale of domestically produced goods or services to the foreign buyers.
Example India exporting mangoes to Japan

(iii) Entrepot Trade(Re-Export):Importing goods from one country not for domestic
consumption but to process or pack them and export them to another country. Example
Singapore importing raw materials, refining them, and exporting them to neighboring
Asian countries.

3. Internal Trade Vs External Trade

Features Internal Trade External Trade
Border Takes place within single Takes place between two
country countries
Currency Uses domestic currency Uses foreign currencies as
agreed upon by parties
Risk Level Low risk High risk due to exchange rate
fluctuations, political




instability and distance
Foreign Exchange No impact on national foreign | Help to build or drain the
reserve country’s foreign exchange
Mobility of factors High labor and capital Restricted mobility of labor
mobility factors and capital across countries
4, Benefits of International Trade

() To Nations
v' Earning foreign exchange reserve
v Optimum utilization of natural resources
v Promote industrial and economic growth
v Improve standard of living due to globalization
(ii) To Companies
v" High profitability and economies of scale
v Growth prospects when domestic market is saturated
v Access to superior technology and raw materials.

5. Key Documents Used in External Trade

a. Indent: An import order placed by the buyer specifying the details of goods, price, and
terms of delivery.

b. Letter of Credit (LC): A guarantee issued by the importer's bank promising payment to
the exporter upon presentation of shipping documents.

c. Bill of Lading: A receipt issued by the shipping company acknowledging the receipt of
goods on board and serving as a title document.

d. Mate's Receipt: A receipt given by the commanding officer (mate) of the ship to the
exporter when goods are loaded onto the vessel.

e. Certificate of Origin: A document specifying the country where the goods were actually
produced; used to claim tariff concessions.

6. Institutional & Organizational Support in India
The Indian government has established specialized apex bodies to promote external trade

i.  Department of Commerce: Formulates overall foreign trade and EXIM policies.
ii.  Indian Trade Promotion Organization (ITPO): Organizes international trade fairs and
exhibitions.
iii.  Export Promotion Councils (EPCs): Promote exports of specific product groups (e.g.,
Textiles, Chemicals).




iv.  Export Inspection Council (EIC): Controls the quality of goods prior to export.

7. Aid to Trade

Also known as Auxiliaries to Trade refers to the supportive services and activities that facilitate
the smooth flow of supportive services and activities that facilitate the smooth flow of goods and
services from producers to consumers. They eliminate various hindrances (like distance, time,
finance, and risk) that arise during the buying and selling process. The activities coming under
aids to trade may be classified into five categories®a) transportation,(b) warehousing,(c)
insurance,(d) advertising, and (e)banking.

(a) Transportation

Most of the times all the goods are not consumed at the same place where they are produced.
Therefore, goods need to be moved from the place of production to the place where they are in
demand. The activity involving the movement of goods is called ‘transportation’. Thus,
transportation eliminates the hindrance of place and creates place utility to goods by making
them available at the exact location where consumers need or wants to buy them.

Transportation can be of three types:

v Land transportation - road, rail
v Air transportation-aeroplane
v Water transportation-boat, ship

(b) Warehousing:

Once the goods are produced they may not be consumed immediately. This means there will be
time gap between production and consumption. This is the hindrance of time. Therefore, goods
once produced should be preserved properly till they are consumed. Particularly, perishable
goods like milk, meat, vegetables, flowers, etc., should be preserved very carefully. Otherwise,
they get spoiled and become useless. For this reason warehousing is recognized as yet another
aid to trade. Warehousing refers to preservation of goods to make them available as and when
needed by consumers. Thus, warehousing eliminates the hindrance of time and provides time
utility to goods by adding economic value to the goods and services by making it available to the
consumers exactly when they need or want them.

© Banking and Finance

Banking facilitates the flaw of goods by removing the hindrance of finance and credit. Now-a-
days we cannot think of business without banks. To start the business or to run it smoothly we
require money. Banks supply money. A bank is an organization which accepts deposits of money



from the public, withdrawal on demand or otherwise, and lends the same to those who need it.
Banks also provide many services required for the business activity.

(d)Insurance

The goods may be destroyed while in production process, or in transit due to accidents, or in
storage due to fire or theft, etc. The businessmen would like to cover these risks. Insurance
companies come to their rescue in this regard. They undertake to compensate the loss suffered
due to such risks. For this purpose, the business has to take an 'insurance policy' and pay a
certain amount regularly, called 'premium’. Thus, insurance eliminates the hindrance of risk.

(e) Advertising

Exchange of goods is possible only when the consumers have the knowledge about the existence
of a product. This is the hindrance of knowledge. This hindrance is eliminated through
advertising. Through advertisement, producers communicate all information about their goods to
the prospective consumer and create in them a strong desire to buy the product. Thus, advertising
facilitates the flow of goods between producers and consumers by bringing the knowledge about
the products to the consumers. Advertising is done through TV, radio, newspapers, magazines,
hoardings, wall posters, etc.

(f) Communication

Enables producers, traders, and consumers to exchange vital market information, place orders,
and coordinate logistics via email, phones, and the internet. It reduces any obstacle or
disturbance that blocks or prevent the clear and accurate exchange of message between sender &
receiver

Aid to Trade Hindrance Removed How it Helps the Business
Transport Hindrance of Place Moves raw materials to
factories and finished goods to
markets across different
geographical locations,
creating place utility.

Warehousing Hindrance of Time Bridges the time gap between
production and consumption.
It allows goods to be stored
safely until market demand
arises

Banking & Finance Hindrance of Finance Provides the necessary capital,
loans, overdrafts, and credit
facilities needed to run
business operations and
manage daily payments

Insurance Hindrance of Risk Protects the business against




unexpected losses or damage
to property, stock, or transit
caused by fire, theft, or natural
disasters

Communication Hindrance of Information Enables producers, traders,

and consumers to exchange
vital market information, place
orders, and coordinate
logistics via email, phones,
and the internet

Advertising Hindrance of Knowledge Spreads awareness about the

availability, features, usage,
and prices of products to
target consumers, driving
market demand.
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Exercise
What is the difference between commerce and industry?

What is the difference between internal trade and external trade?

How is trade different from commerce?

What is an Import-Export Code (IEC)? How is it obtained?

Differentiate between a Bill of Lading and a Bill of Entry.

Write short notes on Mate’s Receipt.

State any three benefits of international business to a nation

Explain the step-by-step procedure involved in executing an export trade.
Distinguish between Internal Trade and International Trade.

A list of hindrances are given below. State the names of the business activities which

eliminate them.

Hindrance Name of Business Activity

Hindrance of distance

Hindrance of time

Hindrance of risk

Hindrance of finance

Hindrance of knowledge

Hindrance of person




Aroma Exports Ltd., based in India, signed a contract to export organic spices to a gourmet chain
in Germany. The German importer insisted on strict quality baselines. Aroma Exports hired an
independent agency which issued an Inspection Certificate certifying the quality. However,
during maritime transit, the ship encountered a severe storm, causing sea-water seepage into the
cargo hold, completely destroying the spices. The German importer is now refusing to pay, and
the shipping line points to their standard liability exemptions.

Question
1. Which document acts as proof that Aroma Exports fulfilled its preliminary quality
mandate?
2. What standard international financial instrument could protect Aroma Exports from
payment refusal?

Zion Tech Ltd., a successful domestic electronics manufacturer, wishes to scale globally to
exploit economies of scale. However, the management is hesitant due to strict import quotas in
their target Western markets, wildly fluctuating foreign exchange rates, and completely unknown
localized buyer preferences. Furthermore, their domestic currency has just undergone
devaluation.
Question

1. ldentify and explain the explicit trade barriers Zion Tech Ltd. faces in this scenario.

2. How will the devaluation of the domestic currency impact Zion Tech's export

competitiveness?




CHAPTER THREE

1. Business Organization

1.1 Meaning

Business organization is an institutional arrangement formed to conduct economic activities
involving the production, procurement, and sale of goods or services to satisfy human needs and
earn a profit. Business is defined as an economic activity directed toward producing wealth
through the satisfaction of human wants. A business organization provides the formal structure
through which these operations are managed, risks are shared, and objectives are achieved.

1.2  Characteristics of Business Organization
1. An Economic Activity:

It is driven by the motive of earning a livelihood or profit, distinct from activities performed out
of emotional, religious, or social motives.

2. Production or Procurement:

The entity must either manufacture goods or procure them from suppliers to make them
available for consumption.

3. Sale or Exchange for Value:

There must be a transfer of ownership of goods or services between the seller and buyer in
exchange for money. Personal use or self-consumption does not count as business.

4. Regularity in Dealings:

Business requires continuous and repeated transactions. A one-off sale of a personal asset (like
selling an old phone) is not a business.

5. Profit Motive:



Earning a profit is the fundamental driving force. It is essential for the long-term survival,
innovation, and expansion of the organization.

6. Element of Risk & Uncertainty:

Returns are never guaranteed. Every business operates under the uncertainty of consumer shifts,
market changes, and financial losses.

1.3 Importance of Business Organization

a. Optimum Utilization of Resources:

It systematically channelizes scarce resources—Men, Money, Material, and Machines—
minimizing waste and maximizing efficiency.

b. Economics of Scale and Growth:

A formal business structure allows enterprises to expand their operations. Large-scale operations
reduce the per-unit cost of production, making goods more affordable for consumers.

c. Facilitates Specialization and Division of Labor

By dividing work into specialized departments (like Production, Marketing, and Finance), a
business organization enhances the skill levels of employees and improves overall productivity.

d. Employment Generation

Business organizations act as a primary vehicle for job creation. They provide direct employment
to workers and managers, and indirect employment to suppliers, logistics providers, and
distributors

e. Capital Formation and Wealth Creation

By generating profits and encouraging investments, business organizations convert idle public
savings into productive capital. This cycles money back into national economic growth.

f. Innovation and Higher Standard of Living

To survive competition, businesses invest in research and development (R&D). This brings
innovative, high-quality, and diverse products to the market, directly uplifting the general
standard of living.

2 Objectives of Business Organization
The objectives of a business organization are categorized into five major areas



2.1 Economic Objectives

These are the primary goals of any commercial enterprise, focusing on financial stability and
resource utilization.

i Profit Maximization:

Earning a reasonable profit to survive, grow, and reward the owners or entrepreneurs for taking
risks.

ii.  Market Standing:
Creating and expanding a loyal customer base by offering competitive products.
iii.  Innovation:

Continuously introducing new products, improved designs, or better methods of production to
stay ahead of competitors.

iv.  Productivity:

Optimizing inputs (raw materials, capital, labour) to ensure maximum output with minimal
waste.

2.2 Social Objectives
Since businesses draw their resources from society, they have specific obligations to look after
the community's welfare.

a) Quality Goods at Fair Prices:

Ensuring customers receive unadulterated, standard-quality products at reasonable rates.
b) Fair Trade Practices:

Avoiding anti-social activities like hoarding, black-marketing, or misleading advertisements.
c) Employment

Generation: Creating meaningful jobs, including opportunities for weaker or physically
challenged sections of society.

d) Community Service:

Contributing to public welfare by supporting education, setting up healthcare clinics, or
upgrading infrastructure (often formalized as Corporate Social Responsibility or CSR)

2.3 Human or Personnel Objectives
These objectives relate to the internal stakeholders—the employees who run the daily operations.



I Fair Remuneration: Providing competitive wages, salaries, and incentives to sustain
employee livelihoods.

ii. Good Working Conditions: Maintaining a safe, healthy, and motivating work
environment.

iii. Growth Opportunities: Providing skill development programmes, timely promotions,
and career advancement paths.

iv. Job Satisfaction: Boosting morale by involving workers in key operational
discussions and recognizing their achievements.

2.4 National Objectives
Every business operates within a country's legal and economic framework and must align itself
with national milestones.

a. Assisting National Development:

Contributing to economic growth by expanding manufacturing, creating industries, and
developing rural regions.

b. Self-Reliance (Atmanirbhar Bharat):

Supporting domestic production to reduce import dependency and boosting exports to earn
foreign exchange.

c. Regular Payment of Taxes:

Honestly paying corporate, income, and excise duties to assist the state exchequer in funding
public facilities.

2.5 Global Objectives
Global objectives of business refer to the goals set by an enterprise to expand its operations
globally, adhere to international standards, and contribute to the global economy

i. Expanding Global Reach:

Businesses aim to expand their operations outside their home country by establishing branches,
subsidiaries, or joint ventures abroad.
ii. Diversifying Risk:

Operating in multiple international markets helps reduce the financial risk associated with
economic downturns in a single country.

2.6 Organic (or Survival) Objectives
These represent the biological perspective of a firm, where the entity behaves like a living
organism aiming for self-preservation.



I Survival:
Navigating market competition and changing economic landscapes to stay operational.

ii. Growth:
Expanding the scale of operations through mergers, diversification, or adding new business units.
Prestige and Goodwill:

iii. Building a stellar market reputation that creates trust among investors, vendors, and
the public

3 Profit Maximization

The primary motive of any traditional business is to earn profits. Under this approach, the
performance of a financial manager is judged solely by whether profits increased compared to
the previous period.

Ambiguity: The term "profit” is vague. Does it mean gross profit, net profit, profit before tax, or
profit after tax?

Ignores the Time Value of Money: Earning X1,00,000 today is better than earning X1,00,000 five
years from now. Profit maximization fails to make this distinction.

Ignores Risk:

If Project A has a profit potential 0f 350,000 with a 90% chance of failure, and Project B has a
profit potential of 40,000 with a 10% chance of failure, profit maximization will blindly choose
Project A.

4. Wealth Maximization
Wealth Maximization is also known as Value Maximization. The goal is to maximize the
operational value of the firm, which directly reflects in the market price of the company's shares.

Formula {Wealth}={Number of Shares Held}x{Current Market Price per Share}]

It uses Cash Flows instead of accounting profit. It calculates the Net Present Value (NPV) of
those cash flows by discounting them according to the risk involved and the time required to earn
them.

4.1 Why Wealth Maximization is Superior
i. Shareholder Aligned:

It protects the long-term interest of the owners (shareholders) by increasing their net worth.



ii. Handles Risk & Time:

By integrating the Time Value of Money and discounting for risk, it provides a realistic
framework for corporate decision-making.

lii Ensures Survival:

Companies focused only on short-term profits often fail to invest in infrastructure or R&D,
leading to long-term failure. Wealth maximization ensures sustainable, long-term survival.

Exercise

Define 'Business Objectives'

What are the primary Economic Objectives of a business?

State any three Social Objectives of a business organization.

What is meant by the 'Human Objectives’ of a business?

Differentiate between Profit Maximization and Wealth Maximization in brief.

"Profit is not the sole objective of a modern business, but it is an essential one.” Discuss

the multi-faceted objectives of a business organization.

7. Explain the National and Global objectives of a business organization as outlined under
modern commerce curricula.

8. Write a comprehensive note on the Social Responsibilities of a business organization

towards its various stakeholders.
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"GreenVeda Organics Ltd." was founded in 2018 by an agrarian entrepreneur, Rohan Sharma, to
manufacture affordable, organic Ayurvedic skincare products using local herbs. Taking
advantage of the government’s "Make in India" initiative, Rohan set up his manufacturing unit in
a rural district of Himachal Pradesh.Initially, the company faced heavy financial stress. For the
first two years, Rohan focused solely on covering operational costs and ensuring the business
survived the fierce competition from established chemical-based brands. By 2021, through
aggressive regional marketing and building customer trust, GreenVeda broke even and began
generating a 25% annual increase in net profit. This allowed Rohan to reinvest the surplus cash
to launch a new line of organic baby products and upgrade his manufacturing technology.As the
company grew, Rohan institutionalised several workplace reforms. He introduced safe working
conditions, provided fair wages, and offered a 15% performance-linked bonus alongside annual
vocational training workshops for his workers. To maintain its market standing, GreenVeda
implemented strict quality controls, avoiding any misleading descriptions or adulteration.
Furthermore, the company set up a free local health clinic for the village communities
surrounding the plant and committed to using 100% biodegradable packaging to prevent
environmental degradation.

Identify and explain the three broad categories of business objectives highlighted in the activities
of GreenVeda Organics Ltd.

Quote specific lines from the case that indicates the company's transition across different stages
of its Economic Objectives.

"Profit earning is not the sole objective of a business.” Substantiate this statement by identifying




| the Social and Human initiatives taken by Rohan

6 Modern Business
A modern business is an economic activity involving the production, procurement, and sale of
goods or services with the primary motive of earning profit by satisfying consumer needs. Unlike
traditional business, a modern business operates in a highly dynamic, globalized, and
technology-driven environment. It heavily integrates digital tools (e-business) and places a
massive emphasis on agility and consumer satisfaction.

6.1 Characteristics of Modern Business
1) Economic Activity

» The primary objective is to earn a livelihood and maximize profit.
> Itisdriven by economic value rather than psychological or emotional factors.

2) Technology (E-Business)

» Modern businesses leverage technology such as Artificial Intelligence (Al), Cloud
Computing, and Data Analytics to streamline operations.

A major portion of transactions occurs electronically via Emerging Modes of Business,
bridging the gap between buyers and sellers globally through e-commerce.

A\

Focus on Customer Satisfaction

In the modern era, the consumer is considered "King".

Businesses do not just sell what they produce; they research consumer needs to provide
highly personalized products and services.

Traditional business followed a product-driven approach (“we sell what we make").
Modern business strictly uses a customer-centric model ("we make what the market
demands").

Organizations rely heavily on data analytics to track shifting consumer preferences,
placing premium focus on the luxury, quality, and experiential value of services over
cheap pricing.

» Customer relationship management can enable business to track the customer interaction,
identify sales opportunities and improve customer service, leading to strong customer
relationship and increased loyalty.
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4) Creative and Dynamic Nature

> Market environments change rapidly due to shifting trends, government policy
alterations, and technical upgrades.

» Modern businesses must remain highly flexible and innovate continuously to survive
intense competition.

5) Globalization and Large-Scale Operations
» Boundaries are blurred. Modern corporate entities operate globally as Multinational
Corporations (MNCSs) or reach global audiences via digital channels.



» They manage complex supply chains that source raw materials from one country,
manufacture in another, and sell worldwide

6) Social Responsibility and Sustainability
» Modern businesses do not operate solely for profit maximization.
» They are expected to follow Corporate Social Responsibility (CSR) guidelines,
focusing on environmental sustainability, ethical labor, and community welfare

7) Element of Risk and Uncertainty

» High innovation brings high risk.

» Rapid shifts in consumer preferences or unexpected technological obsolescence make
modern businesses highly susceptible to market fluctuations.

8) Revolutionary Distribution Channels

» The rise of e-commerce has heavily disrupted conventional distribution frameworks
(Manufacturer — Wholesaler — Retailer — Consumer).

» Modern businesses heavily utilize Direct-to-Consumer (D2C) channels, digital
marketplaces, and unified Omni-channel logistics to cut middle-man margins and sell
straight to final consumers.

9) Hyper Globalization

» Geographical boundaries have largely dissolved.

> A typical modern enterprise relies on global supply chains, international talent, and cross-
border consumer bases.

» This widespread globalization is strictly monitored and structured by regulatory
international bodies like the WTO, IMF, and World Bank

10) Large Scale of Operations & Mass Production

» Modern businesses focus heavily on bulk production and mass marketing.

» Advanced, automated machinery has largely replaced manual labor, allowing
corporations to reduce per-unit costs and capture massive global economies of scale

11) Agile & Flexible

» Modern Business are agile to swiftly respond to the changes in the market.

> Itinvolves iterative process, cross functional teams and focus on continuous
improvement.

> This flexibility allows business to quickly respond to the new challenges.

12) Data Driven Decision Making

» Modern business strategies involve the use of data analytics.

» The data on consumer behavior, market trends & operational excellence can help
business make better decision and can enhance their efficiency and drive growth.

13) Collaboration and Partnership



» Collaboration with start ups, academic institutions and other companies can enable
businesses to leverage complementary strengths and access new markets which can spur
innovation and growth.

14) Employee empowerment and Development

» Modern business recognizes the value of their employees and invests in their
development.

» Empowered employees are more motivated and productive.

» Providing trainng, career development opportunities and fostering a positive workplace
culture are essential for attracting and retaining talent.

15) Remote work and Hybrid Model

» Modern business are increasing adopting hybrid work models that combine remote and in
office work.

» The flexibility can enhance employee satisfaction and access to global talent pool.

6.2 Challenges Facing Modern Business
a Rapid Technological Change

Keeping in pace with the rapid advancement in technologies can be challenging for the business.
Business must continuously adapt and invest in new technologies to stay competitive.

b Global Competition

Globalization has increased competition, with business facing rivals from all across the globe,
competency on global scale require innovation, efficiency and differentiation.

¢ Regulatory Compliance

Complex international regulations can be extremely difficult. Business must keep them updated
about the international laws and the legal changes locally and ensure to strictly adhering to such
guidelines.

d Talent Acquisition and Retention

Attracting & retaining skilled employees is a significant challenge. Modern business must offer
competitive compensation, professional development opportunities and positive work
environment to attract and best talent

e Economic Uncertainty

Economic fluctuations and geopolitical events can impact business operations and profitability.
Modern business must develop strategies to mitigate risk and maintain stability in uncertain
times.

7. Comparison of Traditional and Modern Business

Feature Traditional Business Modern Business

Primary Scope Local or domestic markets. Global and digital markets.




Transaction Mode Physical, face-to-face, paper- | Digital/Electronic (e-
heavy commerce).

Core Orientation Product-oriented (selling what | Consumer-centric (making
IS made) what sells).

Speed of Change Slow, predictable changes. Highly dynamic and fast-

paced.

Technology Minimal, restricted to Deeply integrated (Al,

mechanical tools. automation, data).

8 Exercise

1) Define modern business. Detail the essential characteristics that distinguish modern
business from traditional frameworks.

2) Explain the term "Customer-Centric Approach” in the context of modern business.

3) How has globalization impacted the scale of modern business?

4) What is the role of technology orientation in current business environments?

5) Why is corporate social responsibility (CSR) a key characteristic of modern business?

6) "The environment of modern business is dynamic, volatile, and deeply customer-centric."”
Analyze this statement by explaining the internal and external forces shaping modern
business operations.

Nex Gen Retail Ventures began its journey as a brick-and-mortar apparel retail establishment
in New Delhi, India. Due to hyper-competition and shifting demographic tastes, the
enterprise recently implemented an Omni channel system leveraging localized data
processing engines. By restructuring its distribution metrics to integrate a carbon-neutral
shipping policy, Nex Gen lowered its overhead while simultaneously satisfying complex
compliance frameworks. To balance local regulatory pressures, labor union structural
alignments, and cross-border currency variations, the board authorized expansion into the
Belgian market. This strategic pivot has redefined their core competitive baseline while
balancing multi-stakeholder corporate priorities

1. Identify and quote lines highlighting the Technology Integration and Customer-Centric
nature of NexGen Retail.

2. Which structural shifts towards Globalization and Relativity are evident in this context?
3.Explain how the case reflects modern business as a 'tightrope walk' regarding institutional
Pressures.
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