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CHAPTER 1
AN INTRODUCTION TO BUSINESS AND
ECONOMICS
BUSINESS: A DEFINITION
A business, or organisation, is the organised effort of individuals to produce and sell,
for a profit, goods and services that satisfies societal needs. These individuals need
resources to maintain an organisation. These resources include human resources,
which refers to the employees who help produce or deliver services; material
resources, which refers to the raw materials, buildings and machinery needed to
produce or deliver services; informational resources, which refers to all the
information gathered that allows you to do organisation; and financial resources,
which refers to any financial input that is needed to start and maintain an organisation.
Business are generally divided into different types:
1. Manufacturing businesses, which processes various materials into tangible
goods to sell.
2. Service businesses, which produce services, such as haircuts or legal
advice.
3. Marketing intermediaries, which buys products from manufacturing
organisations and then resells them to consumers.

SATISFYING NEEDS
The ultimate objective of every organisation must be to satisfy the needs of its
customers, because consumers generally do not buy goods and services for the sake
of owning them, but rather to satisfy their needs. If organisations focus on any aspect
that will not satisfy customers’ needs, the organisation will struggle to remain profitable
and competitive in the market and face the threat of closing.

BUSINESS PROFIT
Profit refers to the money that remains after all operating expenses have been
deducted from sales revenue, i.e. profit = sales revenue − operating expenses. When
the operating expenses exceed the sales revenue, the organisation will make a loss
(or a negative profit), which is not sustainable over the long run and eventually leads
to the organisation being forced to close its doors. The profit (when sales revenue
exceeds operating expenses) earned by an organisation becomes the property of the
owners. The purpose of a profit is to reward the organisation or to act as a payment
for taking a risk. Profits is an exceptionally important aspect to many stakeholders.

CHAPTER 2
ETHICS AND SOCIAL RESPONSIBILITY
BUSINESS ETHICS DEFINED
Ethics can be defined as the study of right and wrong and the morality of the decisions
individuals make. Behaviour is ethical if it is “right” according to some standard of
behaviour, which would therefore make business ethics the application of these
moral standards in business situations.

ETHICAL ISSUES
Ethical issues often arise out of organisation’s relationships with other parties in the
economy. Ethical issues can be a wide variety of different things. Some occur
frequently, others much more irregularly. The most general ethical issues are
explained below.
Fairness and honesty
Despite having to obey laws and regulations, business people are expected to refrain
from knowingly deceiving, misrepresenting or intimidating others. The failure to do so
can result in very expensive consequences.
Organisational relationships
Business people often have the temptation to put their own welfare first, but instead
they should put the welfare of the organisation above their own personal welfare, e.g.
by not putting pressure on others, by meeting time commitments and deadlines or by
not taking credit for work that is not due to you. This ethical issue often arises due to
the relationship of business people with customers and co-workers.
Conflict of interest
This ethical issue arises when business people takes advantage of a situation for their
own personal interest, above the interest of their employers, e.g. when gifts or bribes
are accepted from customers to get discount. Something can be considered to be a
bribe when it can unfairly influence someone’s business decisions.
Communications
Business communications, especially advertisements as a method of communication,
can present large ethical issues. Advertising may never be false, misleading or
deceptive, as this is illegal and unethical. Furthermore, advertising is not allowed to
exploit certain groups, e.g. advertisements aimed at children must be extremely
cautious and avoiding misleading messages. Another example concerns healthrelated problems, which needs to take careful guard against deception from
descriptive words such as “guaranteed”, e.g. when referring to medicine and their
desired benefits and disadvantages.

CHAPTER 3
BUSINESS IN A GLOBAL SETTING
THE BASIS FOR INTERNATIONAL ORGANISATION
International organisation encompasses all organisational activities that involves
exchanges across international borders. This happens when countries have surpluses
and sell these surpluses to other countries, in the form of exporting, which is when
countries sell or ship raw materials and/or excess products to other countries; or when
countries have shortages for certain goods and buy these goods from other countries,
in the form of importing, which is when a country purchases raw materials or other
products in other countries and bringing it into their own country. The international
trade as explained above leads to two types of advantages in organisation activities:



Absolute advantage is a country’s ability to produce a specific good and/or
service more efficiently in comparison with another country.
Comparative advantage is a country’s ability to produce a specific good and/or
service more efficiently in comparison with other goods or services.

Due to the exporting and importing activities of countries, we are confronted with
certain concepts with regards to the international trade that occurs, such as:





Balance of trade which refers to the total value of exports minus the total value
of imports.
Trade deficits refers to when the balance of trade is negative, i.e. the imports
are greater than the exports, which is an unfavourable position for the country.
If the exports were greater than the imports, the country would be in a
favourable position.
Balance of payments refers to a more encompassing measure than the
balance of trade, i.e. this is the total inflow of money minus the total outflow of
money. It therefore includes exports and imports and other items such as
investments from other countries, tourist expenditures, foreign government
lending and borrowing.

TRADE RESTRICTIONS
Trade restrictions refers to any measure that is implemented with the aim of hindering
free trade between countries. This can be done by means of a tariff or through other
non-tariff methods.
1. Tariff barriers, also an Import duty, refers to when a tax is levied on a particular
foreign product that is entering the country, which can be implemented solely
for the sake of gaining revenue or for protective purposes against dumping,
which is when large quantities of products are exported to a foreign market and
sold at a price lower than that of the product in the home market to drive down

CHAPTER 4
CHOOSING A FORM OF BUSINESS OWNERSHIP
SOLE PROPRIETORSHIP
A sole proprietorship is a form of organisation ownership where you have a single
owner, who is generally the manager (although the owner can choose to appoint a
different manager).
Sole proprietorships are the simplest form of organisation ownership and is normally
used in the retailing, services and agriculture sectors.
Advantages of a sole proprietorship







It is easy to start up and to close, because there are no legal formalities,
registration procedures or costs that need to be incurred.
There are no special taxes, because the owner pays tax in his personal
capacity. Owners of sole proprietorships must report financial information on
their personal income tax returns and make estimated quarterly tax payments.
The owner retains all profits, which acts as a motivation for new entrepreneurs
to enter the market.
The flexibility associated with being your own boss means that you do not have
to explain your decisions to others, which allows for quick decision-making.
You have pride of ownership, because the success or failure of the organisation
is solely dependent on you, which acts as a motivating factor.

Disadvantages of a sole proprietorship








There is a lack of funds, because the capital is largely restricted to the available
funds of the owner, because financial institutions are less likely to loan money
to individual owners. This prohibits the growth prospects of the organisation.
Sole proprietorships have a lack of continuity, which means the organisation
cannot continue to exist in the absence of the owner, e.g. in the case of death.
There are limited management skills, because the skills in the organisation is
restricted to that of the single owner.
Sole proprietorships have a difficulty in attracting and retaining employees,
because other forms of business ownership can offer much better opportunities
and payment packages.
Sole proprietorships have unlimited liability, which means the owner is held
personally responsible for all debts, i.e. no distinction is made between the
owner’s and the entity’s debt, which means personal property may be seized
for payment of the organisation’ creditors.

CHAPTER 5
SMALL BUSINESS, ENTREPRENEURSHIP AND
FRANCHIES
SMALL BUSINESSES: A PROFILE
A small business is a business that is independently owned and operated for a profit
and is not dominant in its field or industry.
Small organisations are generally considered to be attractive options, because




They require low initial capital investments.
They only require some special skills, which is not too restrictive to people who
do not necessarily have a wide variety of skills.
There are high growth and profit potentials in the small business sector.

THE PEOPLE IN SMALL BUSINESSES: THE ENTREPRENEUR
Small businesses are normally operated by entrepreneurs. These entrepreneurs are
generally characterised by the following elements:








Entrepreneurs possess the “entrepreneurial spirit”, which refers to the desire to
create new business.
They have a desire for independence.
They have a desire to determine their own destiny.
They have a willingness to find and accept a challenge.
An entrepreneurs’ personal background plays a role, e.g. if they come from a
family of entrepreneurs, they will already have the advantage of having
knowledge.
The age of entrepreneurs can also play a role, because the younger you are,
the more energy you have and the more drive you have to make things happen.

Generally, entrepreneurs would decide to start a small business, because





They do not want to work for someone else anymore.
Many opportunities arise to go into business, which might be a result of a hobby.
Opportunities are also often caused by technological changes in society.
They lost a job, which motivates them to start a business instead of seeking a
new job.
They have an idea for a new product or an idea to innovate an existing product.

Some entrepreneurs do however fail and there are a variety of reasons for this failure.
The main reasons include



A lack of cash or cash-flow problems.
A lack of management skills.

CHAPTER 8
UNDERSTANDING THE MANAGEMENT PROCESS
WHAT IS MANAGEMENT?
Management is the process of coordinating people and other resources to achieve
the goals of an organisation.
Organisations make use of four kinds of resources:





Material resources which refers to the tangible, physical resources an
organisation uses.
Human resources which refers to the people who staff an organisation and
use the other resources to achieve the goals of the organisation.
Financial resources refer to the funds an organisation uses to meet its
obligations to investors and creditors.
Information resources refer to the information about external organisation
environmental conditions – including the economy, consumer markets,
technology – that an organisation uses to its competitive advantage.

BASIC MANAGEMENT FUNCTIONS
At any given time, managers may engage in several functions simultaneously.
However, each function tends to lead naturally to others. How well managers perform
these key functions determines whether an organisation is successful.

1. PLANNING
Planning refers to the establishing of the organisational goals and deciding how to
accomplish them. It is often referred to as the “first” management function, because
all other management functions depend on planning.
An organisation’s mission is a statement of the basic purpose that makes that
organisation different from others.
Strategic planning process
The strategic planning process involves establishing an organisation’s major goals
and objectives and allocating the resources to achieve them. Top management is
responsible for strategic planning, although customers, products, competitors, and
company resources are some of the factors that are analysed in the strategic planning
process.
Establishing goals and objectives
Goals are a result that an organisation is expected to achieve over a one- to ten-year
period. An objective is a specific statement detailing what the organisation intends to

CHAPTER 11
ATTRACTING AND RETAINING THE BEST
EMPLOYEES
Human resources management (HRM) consists of all the activities involved in
acquiring, maintaining and developing an organisation’s human resources, i.e. the
employees.

HRM ACTIVITIES (each activity is discussed in an individual section)
HRM included three phases:
1. The acquisition of employees, which includes the following activities
 Human resource planning
 Job analysis
 Recruiting
 Selection
 Orientation
2. Maintaining human resources consists primarily of encouraging employees to
remain with the organisation and to work effectively by using a variety of HRM
programs, including the following
 Employee relations
 Compensation
 Benefits
3. The development of HRM is concerned with improving employees’ skills and
expanding their capabilities. The two important activities within this phase are
 Training and development
 Performance appraisal

RESPONSIBILITY FOR HRM
HRM is a shared responsibility of line managers and staff HRM specialists. As an
organisation grows, a human resources manager is hired to take over staff
responsibilities and, in the case, that the organisation becomes even larger, human
resources become specialised to the extent that each human resource management
activity becomes a specific department in charge of a specific manager.

HUMAN RESOURCES PLANNING
Human resources planning refers to the development of strategies to meet an
organisation’s future human resources needs.

CHAPTER 13
ENHANCING UNION-MANAGEMENT RELATIONS
A labour union is an organization of workers acting together to negotiate their wages
and working conditions, such as salaries and wages, hours, rules and regulations,
leave, etc., with employers. The dealings between labour unions and organisations
within a collective process of negotiation to develop and maintain healthy labour
relations, are called union-management relations, or labour relations.

REASONS WHY EMPLOYEES JOIN A LABOUR UNION
 Prevents job dissatisfaction due to repetitive, unsatisfying work.





It creates a perception of increased job security for employees.
It serves as a way for employees to express dissatisfaction.
Personal circumstances, such as family members belonging to a specific union,
may affect the choice of employees to join labour unions.
Employee’s membership to a union may be a requirement of their labour
contract.

COLLECTIVE BARGAINING
Collective bargaining refers to the process of negotiating a labour contract between
a representative labour union and the management of an organisation.
The first contract
Pre-negotiation preparations are done by both parties involved by deciding their
positions on the various contract issues up for negotiation. The union will inform
management when they are ready to meet, and a time and location will be agreed
upon.
The union will normally present its contract demands first, after which management
can respond to the demands of the union, often with a counterproposal. Both parties
bargain over these issues until an agreement is reached. If an agreement cannot be
reached, the union may strike.
The final step of collective bargaining is ratification, which refers to the approval of
the contract by a vote of the union membership. If the membership accepts the terms
of the contract, it is signed and becomes a legally binding agreement. If the contract
is not accepted, the negotiation process starts again until a new, more acceptable
agreement is reached.
Later contracts
Labour contracts are valid for a period of one to three years. When the expiration date
starts to approach, the pre-negotiation preparations for later contracts (after the first

CHAPTER 14
BUILDING CUSTOMER RELATIONSHIPS THROUGH
EFFECTIVE MARKETING
WHAT IS MARKETING?
Marketing is the activity, set of institutions and processes for creating, communicating
delivering and exchanging offerings that have value for customers, clients, partners
and society at large.

MANAGING CUSTOMER RELATIONSHIPS
Relationship marketing refers to the process of establishing long-term mutually
satisfying buyer-seller relationships.
Relationship marketing deepens the buyer’s trust in the organisation, which means
that as the customer’s loyalty grows, the organisation gets a better understanding of
the needs and desires of customers.
Customer relationship management (CRM) is the process of using information
about customers to create marketing strategies that develop and sustain desirable
customer relationships, i.e. relationships with “promising customers”, which refers to
customers that will be valuable to the organisation regarding the customer lifetime
value.
Managing customer relationships requires identifying patterns of buying behaviour and
using this information to focus on the most promising and profitable customers.
Customer lifetime value is a combination of factors, such as purchase frequency,
average value of purchases, brand-switching patterns, over the entire span of a
customer’s relationships with an organisation. It also includes intangible benefits, such
as the customer’s ability to provide feedback to an organisation and refer new
customers of similar value to the organisation.
By increasing the customer value over time, organisations try to retain and increase
long-term profitability through customer loyalty.

UTILITY: THE VALUE ADDED BY MARKETING
Utility is the ability of a good or service to satisfy a human need. Utility can be
subdivided into different categories, such as:


Form utility is created by converting production inputs into finished products,
e.g. by converting a piece of wood into a table creates form utility.

CHAPTER 15
CREATING AND PRICING PRODUCTS THAT
SATISFY CUSTOMERS
CLASSIFICATION OF PRODUCTS
Products are everything that one receives in an exchange, which includes all tangible
and intangible attributes and expected benefits, i.e. a good, service or an idea.
Products can be divided into two groups, which can both be subdivided even further:




Consumer products are products that are purchased to satisfy personal and
family needs, which are subdivided into the following:
o Convenience products which are relatively inexpensive, frequently
purchased items and that are bought with minimal effort.
o Shopping products which are items buyers are willing to expend
considerable effort on planning and making the purchase.
o Specialty products which are items that possess one or more unique
characteristics for which buyers are willing to expend considerable
purchasing efforts.
Business (industrial) products are products bought for resale, manufacturing,
or used in organisation’s operations, which are subdivided into the following:
o Raw materials are basic materials that becomes part of a physical
product and usually comes from mines, forests, oceans or recycled solid
waste.
o Major equipment refers to large tools and machines used for production
purposes.
o Accessory equipment refers to standardised equipment used in an
organisation’s production or office activities.
o Component parts are items that become part of a physical product and
can be a finished item ready for assembly or products that need a little
further processing before assembly.
o Process material are materials that are used directly in the production
of another product but is not readily identifiable in the finished product.
o Supply refers to an item that facilitates production and operations but
does not become a part of the finished product.
o Business services refer to an intangible product that an organisation
uses in its operations.

THE PRODUCT LIFE-CYCLE
The product life cycle refers to a series of stages in which a product’s sales revenue
and profit increase, reaches a peak and then starts to decline. The organisation must
be aware of the stage of its life cycle the product is in and estimate how long this phase

CHAPTER 16
WHOLESALING, RETAILING AND PHYSICAL
DISTRIBUTION
CHANNELS OF DISTRIBUTION
Channel of distributions, or marketing channels, refer to a sequence of marketing
organisations that directs a product from the producer to the ultimate (end) user.
It is important to note that a variety of different distribution channels exist, and the
producer can make use of a variety of them at the same time.
These channels mostly use some kind of middleman, or marketing intermediary,
which is a marketing organisation that links a producer with another user in the
marketing channel. Different types of middlemen can be identified, such as:






Merchant middlemen who take title of the products by buying them.
Functional middlemen who helps in the transfer of ownership but does not
take title of it. They are called an agent when they receive commission for this
service.
Retailers buy products from producers or middlemen and sell to consumers.
Wholesaler middlemen sell products to other organisations.

Middlemen provide the following services to retailers:








They perform essential marketing activities, i.e. they promote and sell products.
They handle the recordkeeping and maintaining contact with numerous
customers.
They reduce costs because they are efficient in the distribution of products.
They provide market information.
They accept the credit risk.
They provide a sales force.
They reduce inventory cost due to prompt and frequent deliveries, and they
reduce storage cost.

Distribution channels for consumer products
The producer to consumer channel is the most direct distribution channel as there
are no intermediaries. This channel is used by all services and by a few consumer
goods. Producers can control the quality and price, because they do not have to pay
intermediaries and they can build close relationships with their customers.
The producer to retailer to consumer channel sell directly to retailers because then
retailers can buy in large quantities. This channel is normally used for bulky products
for which additional handling would increase selling costs, and for perishable or highly
fashionable goods that must reach consumers quickly.

CHAPTER 17
DEVELOPING INTEGRATED MARKETING
COMMUNICATIONS
WHAT IS INTEGRATED MARKETING COMMUNICATIONS?
Integrated marketing communications refers to the coordination of promotional
efforts to ensure maximal information and persuasive impact on customers.
The integrated marketing communications results in a consistent message being
portrayed to the customer and the forming of long-term customer relationships with
the efficient use of promotional resources. Due to this, the overall cost of marketing
communications has risen significantly, which puts pressure on managers to make the
most efficient use of marketing resources.

THE ROLE OF PROMOTION
Promotion refers to the communication about an organisation and its products which
intends to inform, persuade and remind customers.
It is important to realise that promotional activities are not the only component of
marketing and it is necessary, and it does not only raise the price of products. It does
serve a purpose. The role of promotion is therefore to facilitate exchanges, directly or
indirectly, by informing individuals, groups, organisations and influencing them to
accept the organisation’s products and to create positive feelings about the
organisation. Promotion therefore translates into a positive relationship between the
organisation and the marketing groups, by conveying the product and service to them
and providing them with information.
The promotional mix refers to the combination of promotional methods that an
organisation uses to reach a target market, i.e. the combination of advertising,
personal selling, sales promotion and public relations the organisation uses.

ADVERTISING
Advertising refers to the paid non-personal message communicated to a select
audience through a mass medium.
There are different types of advertising and the types are differentiated based on the
purpose of the advertising. These purposes can be classified as follows:



Primary-demand advertising is when the advertising tries to increase the
demand for all brands of a specific product in an industry.
Institutional advertising is when the advertising tries to enhance the
reputation and image of a specific organisation.

