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UNIT-1 BUSINESS AND ITS ENVIRONMENT

1.1 Enterprise

Economic sectors.
Loevels of business activit

s T —

Primary sector

y: (As-level)

Sector which will extract raw
material from natural resources,
In financial terrm it refers to the
sector of an economy  which
makes  direct use of natural
resources, It includes the
agriculture, forestry and fishing,
rmining, and extraction of oil and
(Jas sectorg,

Secondary sector

Tertiary sector

That sector of an economy
which will convert/process raw
material into  semi-finished or
finished products, E.g. a sugar
factory, textile unit etc,

It s also known as the
manufacturing sector,

A sector of economy which is
involved in the production /
provision of intangible products
(services),

This segment of the economy
provides  services to  its
consumers. It includes a wide
range of businesses including
financial institutions, schools,
transports and restaurants.

It is also known as *service

industry/sector”,

Env/ronmom

]

|
[
|
.
i

PSP ——
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1.2 Business Structure
Organisation:
A group of people working together to achieve cerian

Limited Companies:

MMon COSCIvEs

8

[ PVT. Ltd co. ' PLC

T Owned and controlied by the private secior. | 2 1 s 2is0 ownad and conmoled Iy De pER

|

' 2 W only sell shares to fmends and famiy sactor -
memoers. | 3. K wil s=f shares 10 culSCesoEne= toic

| 3. Are not registered in stock exchange. |4 Areregisterad NStk SxThEnes

| 4. Minimum 2 and maximum 50 shareholders. | 5. Minmum 7 sharshoiders 0 s=n =09

| 1. Diworce bstwesn ownership and control |  maximum number wil gepend on B2 3TOUR

i which means that gl shareholders ¢an not | of tha zuthorizad sham can =l

| manage the business. they wil have to elact | 6. Divorce between ownarshp and Lo

| aboard of directors that will run company on | which means that 3f sharehoiders o3 ot

5 tissr st manags the busnass. thay Wil have 10 89

| 5. Management is conducted by a board of | 2 board of crectors thaty 7 run oomoany on

5 directors consisting of 2 directors. | thair haha¥ ‘

| 6. Are not required to publish accounts. | 7. Management is conductad by 3 boaT &

| 7. Are lkely to face less legal formalities. For | directors consisting of T diraciors,

|  example they do not nesd to publish their | 8. Are required to pudish annua! 3cCouns

" PR 9. Are Ekaly to face more legal formaltes ¢

Converting a partnership firm into a PVT. Ltd. Co.
Benefits:

Partner's liability will be limited.

More capital can be generated by selling shares (Max. 30 shareholders)
Businass expansion could lead to economies of s

Profitability might also increase

Business might become more competitive

O s D

Draw Backs:

1. More legal formalities to be fulfilied. p
2. Tax rate might also increase. s
3. Divorce between ownership and control. QAN

Converting private Ltd co. into a Plc (Nov 03 Q-6B) A Q

Benefits: \C/ N

Huge amount of capital can be raised by selling shares to general public. \O 2 a
Business scale could be expanded. OV N
Might help to overcome financial problems. X ™

Co. might become more competitive and it could ensure competition Sgggxst mitinational companies.

)
e

B R

Greater level of economies of scale. s ~ \..Q
Could get in better position to satisfy stakeholders e.g. shareho&é&\\plﬁmme ete.
. : \'\,‘
ON
\\
Draw Backs: & D
1. Legal formalities will increase. E.g. high tax rate. b {\L\,\

2. Business will no longer remain a family business. K
3. Will have to public important financial informatio?.\ . have to publish accounts.
4. Directors will no longer be independent to make deqs@s_

NS
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What is mean by Flotation?

The process in which a private limited company bocomos a public limited company Is called flotation, To
become a plc, |.e. to floal, a company must

1, Produce a prospectus glving detalls about the ¢

Businoss & Its Environment

ompany 0.0 Its activitios and accounts,

2. Meel the requirements of the company acts and the stock exchango.

Probloms of flotation:

1, Coslo.g. of lawyers, accountants, stock holders.

2. May not be able to gell shares

3, Lous of gontrol,

at desired price.

4. New ownels may have dilferent objectives.

1.2.1

Local, national and multinational business

Local businesses

National businesses

Multinationals

A local buginess is the one
which  will  produce/provide
goode and services for the local
population. It could be in terms
of a small business, or branch
ol a company operating in a
local area. Local businesses are
mote likely to be independently
owned and operated. Their
owners have complete control
over the business that might not
be possible in case of franchise.
Such  businesses can  cater
needs of niche markets. For
example, a small scale shoes
manufacturer manufacturing
ghoes for disabled consumers.
Nommally such businesses do
not aim business expansion and
they operate in a smart or well
| defined part of the country.

National businesses are the
ones who will sell their products
throughout the country. For this
they could setup multiple
manufacturing units, a
distribution channel including
warehousing and  privately
owned delivery vehicles. They
may also design appropriate
marketing mix to achieve their
marketing objectives.

Sine such businesses are likely
to operate at a much larger
scale as compared to local®
businesses so they may be able

to enjoy economies of scale,{

Such businesses would f’aj
to establish businesses) oth&r
countries. Example$§//ofd such

businesses cou _be\;G“ourmet
etc. D

Such business which have their

(selling) in other countrigs\as"
well apart from the couqtry-ab
their origin are knc‘)\ﬁ?r&\as
multinational cqmp_én‘fg\s. For
example, Applb\'\fSpny, KFC,
Pizza Hut etcy() q/\
Such compa‘ﬁie?are likely to
operate‘af a-m‘u h larger scale
and wil produce and sell their
produ s dn other countries as
\y,\(él‘li'nTh y are likely to bring
‘Many benefits for host countries
dwever there could be certain
rawbacks of these as well.
Note:

Discussed below.

production units and operatipn’sc :

WP~ i
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1.2.2 Multinationals
Nitinrational:

R RN AR @ DUy trganiration which han s produotlon tiite and aperalians i (el GOnnes e
weall aaad Bue the aountiy of it anigine ot exanple, tony, KiC elo

International cot

hose amaaiies which will produce goods in thelr own countries but will sell/fexport in fareign (Ountnes
@ agenty (v through any other suitable channel of distribution,
£¢ Rova fans o Shan spices sell their products in Middle Fast but they only produce in Hakislar

Why Govt. might attract/encourage/support MNC's to locate In Its country?

1. They are likely to create more employment opportunities. This will help fo raise the standard of iving

of loca! population and crime rate might also decrease in country.

These companies will pay taxes to Government so it may increase its revenue. Such increass

revenue might be used by Government on sectors such as health, education and infrastructure

leading to better standard of living and increased business activity.

Since they are more likely to operate at a very large scale so there will be increased gross domeshic

product leading to faster economic growth.

For developing or underdeveloped countries they are of immense importance as they will brng in

foreign investment in country which could result in exploration of resources and increased econamic

activity.

5. They are likely to bring in latest technology in country which will raise quality standard and consumers
will get more variety of products. This will also lead to improvement in living standards and secondly
increased competition might lead to reduction in price level and domestic firms might be forced to
raise their quality standards as well.

6. Multinationals will hire local labor (low wage cost) and they will also train them to operate technology.
Such training will result in human resource development. This will create new job opportunities for
labor in foreign countries and apart from this well trained human resource might also attract other
multinationals to locate in country.

7. Since quality standards of products will improve so they will be able to compete more effectively in
international markets resulting into high demand. Increase in exports could help to improve balance of
trade of country.

8. Improvement in standard of living as earning of employees will increase and consumers will get better
products at reasonable price.

9. There will be improvement in relations between countries as their economic interest shall be m l.
For example, due to China Pakistan economic corridor Pakistan's relations have improved witlf'C na
as now Chinese security forces are also concerned about the security of Gwadar sea port. A

10. Since goods will be locally produced so this could result in reduction in imports of conhtfy €
into improvement in balance of payment. 0 ,\i

N

N 7
Why government might be reluctant to allow multinationals to Io@b_—f/ﬁits
country? $;

1. Domestic companies might suffer as their (MNC'S) products might be techmotegiCally advanced. For
example Japanese refurbished cars imported in Pakistan have be&e'@e&miﬂogy as compared to
locally produced cars. N\ &

2. They have been found guilty of exploiting employees, as they @S work overtime without any
extra payment and even in poor working conditions ('sweatsyumop AN

e
e

1o

[#1]

'[-

sytting

-~

3. They may exploit consumers when they get stable. For ex t@‘e%' may charge high price due lack
of domestic competitors or create artificial shortage to ch price.
National economy gets dependent on multinationals.

They will produce luxuries and will advertise extensig?&b‘{g‘ay lead to inflation.

o oA

They will go for Mass production and this co “increased social costs e.g. environmental
pollution. . :
7. They may pressurize government and try to dictate their own temms.
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8 Profits might be sent back to country where the head office is based. This could result in outflow of
foreign exchange that might not be desirable from Government point of view.

*Sweatshop: a factory or workshop, especially in the clothing industry, where manual workers are
employed at very low wages for long hours and under poor conditions.

Why companies might prefer to become a multinational company?

They might be able to save transportation cost as they might get near to their target market. For
example Apple gets its iphones assembled in china and exports to neighbouring countries.
Skilled and economical labor might attract them to locate in foreign countries. For example in case of

1.

2.
Apple it thinks that Chinese labor is both economical and skilled to assemble iphones.
3. There might be economical and quality raw material available in foreign countries.
4. There might be lesser overhead costs. E.g. cost of land, labor, tax rate etc.
5. There might be favorable government. policies. E.g. relaxation in tax rate etc.
6. To avoid import restrictions that might have been imposed by the government of host country.

Problems companies might face by becoming multinational:

1. They would need huge initial investment. E.g. setting up cost etc.
2. Risk factor will increase as there will be huge investment and threat of competition from domestic

companies.

3. They might not be well aware of foreign conditions. E.g. language and cultural differences, in order to
overcome this problem they may have to allocate huge market research budget.

4. They might find it difficult to manage operation at such a large scale. For example managerial

diseconomies of scale.
5. Poor communication and coordination with headquarters might lead to misunderstanding, poor

decision making etc.
6. Foreign labor might lack in skills, so company might have to allocate huge budget for training

&development.
7. Unpredictable policies of foreign government could lead to uncertainity.

uccess
nning
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1.2.3  Privatisation >

When Govt. decides to sell its state owned industries t [fate sector then this procéss is known as
privatisation. E.g. Pakistan government sold PTCL % \T.

-
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Reasons for privatisation:
t P hey are constantly going in loss For example, steel mills and PIA in Pakistan
> ¥ government does not have bime to manage these organisations.
3 ¥ iwe'v-—wen: cannot afford to fund these organisations anymore (due to lack of financial resources).
2

o

¥ govemment thinks that pnvate sector can run these organisation more effectively/efficiently. For

exampie, PTCL

i government wants to raise the confidence level of private sector to invest more in economy then it
mght sef 1 state owned organisations to show its intentions of not getting involved into commercial

Arguments:
In Favor Against
1. Enables Gowvt to generate funds which can be Gowt. might lose . co‘ntrol over
used for foreign debt repayment or strategic/important organisations. E.g.

=

10

-

mfrastructure development.

More employment opportunities, since private
sector is likely to work at very large scale.

More vanety of goods as private sector will
produce wide range in order to stay
compettive.

Increased revenue in terms of tax collection. As
when private sector will operate these
organisations then it will pay taxes to
govemment

Reduces work burden of Gowt. it can spend
more time on policy making and foreign affairs.
increased rate of economic growth, as private
sector will go for mass production. (Increased
GDP).

Private sector fims might target foreign
markets which might help to increase exports.
Private sector is likely to spend more on
research & development, so their product
quality might improve and this could raise
standard of living of consumers.

Private sector firms might pay higher salaries
and provide better working conditions, this
could help to raise standard of living of
employees.

This will raise confidence level of private sector
and more private sector firms might decide to
start business in the country.

K.electric (Karachi)

Private sector will increase price to become
profitable, products may not remain affordable
for poor people. E.g. public hospitals.

In order to become cost effective, management
might announce redundancies which could
increase un-employment.

Private sector will go for mass production and
cause more social costs.

They might attempt to exploit consumers, if will
be in a dominating position.

Govt. might have to face criticism from
opposition parties which could de-stabalise
Govt. hence shaking the confidence level of
private sector companies.
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1.3 Size of Business

1.31 External Growth
External growth:

This method of growth will require much larger sums of money as compared to internal/o

rganic growth, |t
t2kes piace trough the use of mergers and takeovers (often known as growth through am
~ L
simply integration)

algamation, or
Integration:

t s 2 form of extemal growth. |
[v"o

t occurs when two or more businesses join together. This might be through
merger or 2 tzkeover,

Methods of external growth:
1. Mergers
2. Take overs

Merger:
In general,

F merger e when two businesses decide to get together with the consent of each other. (Shareholders
2na dwectors).
In eccounting,

"k rerger 6 an zct or process of

purchasing equity shares (ownership shares) of one or more companies
0y 2 single existing company”,
Merger ie 2 technioue of business

€ee gromh, It is not treated as a business combin
permanent basie. Generzlly, it is done bety

ation. Merger is done on

€en two companies, However, it can be done among more
than two companies, Afer merger, acquiring company and acquired companies come together to decide
and erecite z merger agreement between them, After merger, acquiring company survives whereas
alguired companies do not curvive any more, and they cease (stop) to exist, Merger does not result in
the formation of 2 new company. The manageme
merger,

nt acquiring company continues to lead (direct) the

Example of MERGER

Rors
fmr'“ﬂr' \"\ Q
| &
MERGER -\(/ NS
N\
MERIHAACompomy’ A sod Compony* 1,

Fivis Mergor 1o1aims the mame of 49 Aspwiving
Commpawy. Plerw, Mmtw WA |

&
@ J
N ©
Types of mergers: 29
Horizontal merger:

('\ N
) % ¢ ‘;‘J . ,
The purchase by a company of a competitor or of a company@a)yoqg In gimilar products or services,
22 ,
When two of more companies working in the same, | ry“fec&de to get together with the consent of |
sach other then it is known as a horizontal merger, ql A . |
E&  NIE bank itd, Merged with PICIC and PICIC ¢ rfaercial bank on 31% December, 2007,
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Possible reasons /Objectives of horizontal mergers:

To reduce competition as one competitor will be eliminated as a result of merger.

To improve financial resources as they will use fund mutually,

To use mutual expertise to make business more successful (Synergistic effect).

To compete with large scale competitors in a more competitive manner.

To ensure survival. (In case of economic recession small firms might merge with large scale firms to

NS WN -

~N

ensure survival).
To achieve economies of scale.
To expand target market.

Horizontal merger- advantages & disadvantages:

advantages:

disadvantages

1.

2.
3

Businesses can achieve greater economies of
scale.

Increase in market share.

Can become in a dominating position in the
market.

Reduction in average cost as a result of
rationalisatoin.

Increased power over suppliers.

Average cost might increase if company is too
large and experiencing dis-economies of scale.
Clash of culture as businesses that are going
to merge might have been operating using
different leadership style.

There is initially likely to be some extra cost
involved in seeking to harmonise for instance
wage rates and accounting systems in two
companies.

It may lead to monopoly, eventually resulting in
consumer exploitation.

Vertical Merger:

When companies operating at a different stage of production in the same industry decide to merge, then
such an arrangement is known as vertical merger
E.g. A car manufacturing Co. might merge with a tires manufacturing Co.

Types of vertical mergers

Vertical forward merger:

A company will merge with another co. which might be working in an advanced stage. E.g. for tire
manufacturing co. it will be a forward merger.

Vertical backward merger:

Co. will merge with another co. which might be working at the previous stage of productio_x‘E

manufacturer it will be a vertical back ward merger.

Reasons for Vertical Mergers:

1.

To ensure timely supply of inputs/reduction in lead time.

2. To ensure standardised quality of inputs.

3. To reduce cost of supplies as retailer's profit .margin will be eliminatqd&@’ S
4. To get a competitive advantage over competitors. A\

o
' \Oé? car
,'\%

&N

\\ \/

Qs.S%b”
9,

©

[’

W N
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Vertical merger- advantagoes & disacdvantagos:

advantagon:
Reduction In cost of Inpute. .0, material,
Retter control over eupplies,
Quality of producte can be improved further,
Might — result — In maximum  consumer
gatisfaction. (Due to Improved quality).
6 Incroase ontry barrlers to potential compoetitors,
for example, if the firm can gain sole access (o
@ SCArco resourco,
6. Leads to expansion of core competencios.

W -

Conglomerate merger:

5. Increased bureaucratic costs,

disadvantages

1. Capacity balancing 1ssues, [ fl(m May nee
(0 bulld excess upsirearn Capacity 1o ensure
that ite downstream operations have sufficien
supply under all demand conditions,

2. .potentially higher costs due to low efficiencies
resulting from lack of supplier competition,

1 Decreases abllity 1o increase product variety |f
significant in-house development i required,

4. Developing new core competencies  may
compromise existing competencies,

When two companies having co common business but decides to pool resources for some other reason,
the deal is called conglomerate merger. It is also known as lateral merger.

Examples:

A shoe manufacturer buys a biscuit producing business.

or
Procter & Gamble (NYSE:PG), a consumer good company, engaged in just such a transaction with its
2005 merger with Gillette. At the time, Procter & Gamble was largely absent from the men's personal care
market, a sector led by Gillette. The company's product portfolio was complimentary, however, and the
merger created one of the world’s biggest consumer product companies.

Takeover:

It is also known as acquisition. It is the buying of one company (the ‘target’) by another.
Or.

If a business buys controlling shares of another business to exert its control then such an arrangement is
known as a takeover.

Examples:

v Inyear 2015 PARCO (TOTAL) took over Caltex in Pakistan.
v Inyear 2015 Qubee took over Wateen telecom's internet services. QQ
v In September, 2013 Micro soft took over Nokia for $7.6billion. C/\
v In year 2013 Habib bank limited (HBL) in Pakistan took over CITI bank's (Pakistan b@@@ns)
consumers business portfolio comprising credit card business, auto financing and persé}' Jodn
v In Pakistan Metro cash and carry took over Makro cash and carry. \\(/ N
’\/

N

Difference b/w merger and takeover (acquisition):

oV CosV
takeover(acquisition)

Merger
1. Two firms are combined on a relatively co- 1.
equal basis. 2,

2. Parent stocks/shares are usually retired maj |'of the target firm's stock.

One firm bug'ﬁrg ther firm.
It can Qeyb s of controlling share, a
Q[§ r

i
and new stocks/shares are issued. 3. ltganbe l?v’lendly or hostile,
3. Ngme may be the originalora - 4, Ity S<QB‘| y done through a tender offer,
combination. b o)
4. One of the partners takes over the

@Q @fb

dominant management.




17 Business & Its Environment

o Read & Write Publications

Erendly takeovers:

» 3 Pendly re-over. the didder informs the company's board of directors before making an offer for
acqwirng &S shares. Deal will be finalized by the management of both businesses.

< o I year 2013 Hadd bank lmited (HBL) in Pakistan took over CITI bank's (Pakistan's operations)

~
=~
>

rsumers dusiness portfolio comprising credit card business, auto financing and personal loans.

1 fr

/.

Hostile takeover:

A mre-over is considered hostile if:
+  The board rejects the offer but the bidder continues to pursue it, or
2 The bidder makes the offer without informing the board before hand.
=or sxample. Micro soft attempted to takeover yahoo in early 2008.

Takeover/Acquisition- advantages & disadvantages:

) advantages: - disadvantages
"7 Brand awareness increases as the business | 1. The bigger the business the harder to control.
expands. allowing more advertising, products | 2. More decision making and high risk.
ana services. 3. More expensive e.g. more running costs, more

2 It enzsbles to speedily acquire resources and demand, more supplies, more products need to
competencies. be made, new location.

3 [ zliows entry in new products and markets. | 4. Acquiring company usually have to pay a
Risk of new product development decreases. premium/goodwill to take over other business,

4 Acguiring company might also gain market this means the bidding firm has to earn higher
DOWET. profits to cover initial costs.

5. Acguiring company might overcome market | 5. There might be a clash of culture as now two
parrier by acquiring an existing organisation. businesses will work under the same
The risk of competitive reactions decreases. management and there might be different

6. Organisation with low share value or low price management policies or different leadership
eaming ratio can be acquired to take short term style.
gains through assets stripping.. 6. Diseconomies of scale might occur. E.g.

~coordination and control.

Assets stripping:
In this acquiring company will buy an undervalued company not for operating it but to sell its assets

individually later on at high profit. The individual assets of the company, such as its equipment and
property, may be more valuable than the company as whole due to such factors as poor managqi}ent

and poor economic conditions. O

. : 0(\/ \
Retrenchment: < \(3
When a firm decides to withdraw from certain products or markets to focus on its key o@a ic@\Which
might be more profitable and successful. B O N

N
Synergy: ¥

The concept that the value and performance of two companies combined wil@ gr Qter than the sum of
the separate individual parts. Synergy is a term that is most commonly use in theldontext of mergers and
acquisitions. Synergy, or the potential financial benefit achieved throug bining of companies, is
often a driving force behind a merger. Shareholders will benefit if paqy's post merger share price
increases due to the synergistic effect of the deal. The expected ‘sy[ier: achieved through the merger
can be attributed to various factors, such as increased revenue%om\béh\ed talent and technology, or cost

reduction,
| O
Management buy-outs: & :
When management team in a business becomes th%ﬁ éually by buying the shares from its existing
owners. It would raise the finance itself from banks an r institutions.
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Management buy-ins:

When an outside management team takes over a business. It normally happens in case of family owneq
businesses with no clear line of succession when the head of the family retires. One example was F & AE
Lodge, a Huddersfield based supermarket chain. Edward Lodge the chairman sold the business to 3
group of outside managers when the Lodge family decided to retire.

Holding company:

A company that owns enough voting shares/stock in another company to control its board of directors.
(And, therefore, controls its policies and management). _ o
E.g. ABC. Limited company owns 60% shares of XYZ. limited company. In this case ABC limited
company will be the holding company.

Subsidiary company:

A subsidiary or sister company is a company that is completely or partly owned and partly of yvholly
controlled by another company that owns more than half of its shares/stock. In some cases it is a
government or state owned enterprise. The controlling company is known as holding/parent company.
E.g. ABC. Limited company owns 60% shares of XYZ. limited company. In this case XYZ limited
company will be the subsidiary company.

Group companies:

A holding/parent company and all of its subsidiary/sister companies are collectively known as group
companies.

Joint ventures

A partnership agreement between two or more than two businesses according to which these businesses
decide to carry on a project by sharing their resources. They will share profits and losses in the agreed
ratio. They might create a separate division for this project.

Example:
Al Ghurair Giga Pakistan (Private) Ltd is a joint venture between two of the UAE's largest business
conglomerates, the Al Ghurair Group and the Giga Group. Involved in projects concerning Real Estate,
Banking, Textiles and Gold Refining, they have built a reputation based on the trust of their clients by
delivering projects of Sustainable developments of distinction within budget and on time.

s
AS
Benefits of joint ventures: o) A
1 Businesses can use their mutual expertise to make project more successful. ’\,\’\f\\;
2. Risk sharing. _ O N
3. Foreign companies might be able to avoid bgrriers to entry imposed by govt. \\O /l\
4. They might be able to reduce cost of production. . ‘
5. Might enable them to achieve economies of scale as they will operate at large ﬁeﬂ
6. Enables to access new technology and customers. é Q~
o O
Problems of joint ventures: e

N N
Partnering with other business can be complex. It takes time and h @t@build the right relationship.
Problems are likely to arise if. ‘ R . :
The objectives of venture are not 100% clear and commum(ef;d tgféveryone involved.

Partners have different objectives for the joint venture. O

\)
There is an imbalance in level of expertise, investmen é@é\t‘s brought into the venture by different
<

partners. i
There might be a clash of culture and managen%%ﬂ@ which may affec_t the level of success.
The business failure of one of the partners woul ng whole project at risk.

os WN=

T ;
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Business growth: R
Advantapes Disadvantages/problems
Economies of staie t. Couit leac o disecorarmes of scale

Wiore compettvanass \Ju" mes o e pad

More variety of goods Trpeat of compettion rom large scale firms.
Better guaity stansadis Higr rsx facter

Expansion of larpet markat

Wore promofonal budo= ool Ee=d T

increzsed market share e

I~ i

Q) (S0 N N | \‘ \

External economies of scale: (A2-topic)

Externzl economies of scaie ars going  Se Tor S whcie industy not just for @ business. They are not
relzted with the abilf‘. skl TEmEDETET 20ucEtom 2 SXEEnencs neither these are linked with a
specific business. 7T These economies zrise due o Se exsarsion of e industy as @ whole. When industry
is going 10 expand machinery and raw materal wil 2e aaiztie o 3l the firms at cheaper rates. Better

means of communication 2nd ransporiztion wil 2iso be avaiztie
Trained lzbor and facility of m*ﬁﬁoz,s znzilary servicss) will aiso te avaladle By product industnes,

helping industnes and research cantres wil be a\miis*ec., Sntry of the new firms enables the firms to
produce their output a2t lowar cost.

Types of external economies of scale:
External economies of scale could be:

1 Transportation and communication:

When numbers of firms in an industry are going to increase then service provider firm will provide better
communication systems to all of them. Rail. road facilites will become available to all. The advanced
transportation system might alsc reduce cost of transportation.

2 Skilled labor:

When no. of firms are going to increase then it means more employment opportunities will be created and
local labor will get more jobs. These firms will train them and such labor might be appointed on daily
wages basis hence their skills will improve and in future new firms might get skilled labor without training

cost.
3 Facility of workshop:

Due to increased number of firms, demand for workshops will increase for repair & maintenance. Th@wnll
result in an incentive for technical persons to establish their workshops and hence, all the fl@s will
benefit from these, because they will not be needed to establish their own workshops.

.. N
4 Helping industry: Q\.
This economy arises because of concentration of firms. In local mdustry it becomes p &G; "to split up
some of the process, which is taken over by specialist firms. E.g. in Faisalabad with tite mills dying

factories, designing centres, ginning factories and calendaring plants have been es

5 Banking facilities:

The basic aim of a commercial bank is to maximize profits and for this, they n@ deposits to provide
credit to businesses. In a localized industry or business centers bank e|r branches and all the
st

firms benefit from banks and credit facility. The improvement in ban elp to improve trade and
industry.

6 Training courses in local educational msht@r@‘\

When number of firms is going to grow in an industry then thgy \@}ﬁae needed to train their executives.
This will encourage educational institutions and other trgi ntres to start training courses. In this

case, individual business might not be needed to arra gé& training program, as they will send their
mi

executives there. E.g., LUMS arranges training cou iness.executives or regular basis.
(A level business studies notes by Sir Kashif Aziz for acggemic session 2016-18).

S —
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Diseconomies of scale:

Business growth is not goi
. businesg might a

cost or in certain non-financia|
hese diseconomies

Human relation Problems:

co g een ma
msunderstandmg eventually resulting into conflicts
2 External diseconomies:

Increas

ed influence of m

_ edia ang pressure g
environmenta| issu
deve|

Sumers are ey
use enviro

20
Read & Write Publications

Business g, Its Environment

roups has increased a
_ €s. Now these stake
Ooped countries, con

_ out environmenta| ISsues. In
r €N going to boycott Products of those Companies, which are going
nmental pollution_ Keeping thig in mind Companies will have to take steps to r
€nvironmenta| Pollution e 9. Waste disposg| This could result [

Demerger

Demerger-Reasons:

'€ on core business éperations.
2. Due to lack of synerg

y between the subsidiary
and the core business.
3.

In order to generate fi
activities. _ _
4. Asset stripping  (Business might sell its
| individual assets at

nance for core business

___Positive reasons
1. To focus mo

] Negative reasons
1. To eliminate a |oss making or low profitable
project/division.
2. To remove a division with low prospects of
growth in future.
3.

If business does not ha

high price).

ve funds to invest in
some project.
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1.4 Business Objectives

Objectives:

fusiness £ 16 Foyironnern

‘Objectives are statements of specific outcomes that are to be achieved”.

or

‘A specific result that a person or system aims to achieve within a time frame and with available

resources’.

Objectives are more specific and easier to measure than goals. Objectives are basic tools that underline

all planning and strategic activities. They serve as the basis for creating policy and eva
performance. Some examples of business objectives include minimizing expenses, e&na\nd!ng

internationally, or making 2 profit

ng

Q7 ‘
Difference between goal, aim and objective: \\OO'\'\

| A goal is 2 desired result that a
| person wishes to achieve. It is a
| target that a person wants 1o
| reach. It is an end point where a
| person/business sees itself after

| a certzin period of time. % ften short term and have a
| person  wants  to e ch.” |<hnited amount of time frame.

‘ Objective is actually a pa& ofy"

L oal. )) o)

Aim is setting a determined
course in order to achieve a set
target. Aims are usually long
term. Aims can be called as long
term goals. Aims determine a se

course or a target at the end tng?

Objectives ydre- more concrete
and a afly defined by certain
ste af{ will eventually allow
i 2rgon/business to fulfill that

[ objective. Objectives

Qualities of business objectives:
Objectives of a business must be “SMART’,

O ©@
Qs

~
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must wet out that what (s expacted (o be achlaved
Measurable:
At the end bus
¢ mess should ba abla lo determine that how much it has achieyed
Agmed: Chieyed,
All Dartios/in i
parties/individuals Involved must agree on objocllvou/targeta
Realistic: |

Th '

€y must be achievable, otherwise they might lead to de-motivation of staff
Time specific: |
They must have time limit in which they should be achieved

Hierarchy of objectives:

p
Corporate j

Objectives Market share of 12%

.
~

Functional

J

~

Objectives J Sales per customer of £45
~

N

Unit
Objectives Shop sales of £500,000
\ 7

What is a mission statement?
A statement in which a business will write down all fundamental objectives of its formation. It will be
displayed at prominent places in the organisation. It will keep on reminding employees about the

expectations of their employer.
Creating a mission statement is
statement can be the foundation s

one of the first actions an organisation should take. The mission
tone of an overall strategy and then be followed through into the
efining a mission an organisation is makig 2

development of more specific functional strategies. By d 2
ement of its purpose. ’ ‘ _ e
?Aea;osést mission staFtJen?ent captures an organisation’s unique an? endtérm%:l; rezson ffor.wé‘/{rg:;
bles a focused allocation o
i eholders to pursue common goals. It also enables a K _ -
fggg;ﬁgz sgi:';uhse it compgls a firm to address some tough questions: What is our bu?"?) N do we
exist? What are we trying to accomplish?" (Bart, 1998) \O\\q:\/
D
Mission Statements S Q
Example spired by our enduring mission: @

g we do is in

Coca Cola -Everythin ; : irit. , 7
orid... in body. mind. anc brands and our actlz?\g" o‘\Q
<2
«\

v To Refresh the W
v To Inspire Momen
v To Create Value a

mism... through our .
ts of Optimism e gverywhere we engage.

nd Make a Diffe .
S &
oS
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The hierarchy of setting objectives:

Importance of having clear objectives:

Enzbles management to communicate employees what it expects them to achieve.

Grves 2 dlear guide line to employees that what they are supposed to achieve.

Provides 2 base of evaluating performance of different employees. for example if employees will be
stie 1o achieve objectives then management will consider them efficient employees or vice versa.
Target setting might help to raise level of motivation of employees. For example according to
McGregor group 'Y’ managers believe that employees respond positively when they are given
targets,

5. Orgainsational resources shall be allocated accordingly hence decreasing the chances of wastage.

N N

N

Objectives of a private sector business organisatoin:

Achieving maximization of consumer satisfaction.
To maximise profit.
To increase market share.
Business expansion/growth.
Survival. (during economic recession or during tough competition)
Produce quality products.
Produce a variety of products to target multiple market segments. @
To create brand loyalty. <\ QO
To improve company's image. o) </\
. To have a highly motivated and well trained workforce.
. Be a responsible corporate citizen and minimise social costs. E.g. environmental poIIut@ Q
. Bhare success with society and provide them some social benefits. E.g. Trust hospi ﬂ,sch&)l etc.
. Holp Govt. in achieving its economic growth targets. E.g. by increasing exports N
. To meet competition effectively. N

. To achleve economies of scale. \) (bq/
Qe

CcENFeAREINS

-
LN -0

—_
oD

What stops firm to achieve its objectives? '\'@

1. Business might not be able to design an appropriate strategy to xe (é objectives.

2. It might not be able to manage and implement its strategy prop®rly tc chieve objectives.

3. Competitors might adopt aggressive strategy against co. e.d, they ight enter into price war.

4. There might be some economic fluctuations. E.g. economjc g§ on might not enable co. to achieve
high market share. . %

5. Shift in consumer trends could also influence succes @e}\aﬁhe co.

6. Internal environmental factors e.g. industrial re&é{ 1gek of skills of employees might not enable it

to achleve desired objectives.
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Stakeholders

1.5 Stakeholders in a Business

Stake holders:

All those individuals, groups or organisations who might be having any interest in the business or they
might be effected due to the operations of business. This interest of stakeholders is not necessary to be a
financial interest. Their interest could be a direct or indirect interest. They will be able to influence
decisions of an organisation. A business organisation is required to satisfy their interest both from legal

and ethical point of view.

Types of stakeholders: o
Internal - - External (" O
1. Owners/share holders 1. Government X;\G 6?\
2. managers 2. Consumers O‘ S
3. employees 3. Competitors i ,\,\
4. Suppliers \\ )
5. Banks \O q/’\
6. Local community \) %)
7. Media Q Q
- \’@ ©
Owners/share holders: - WS 0{9
Achieve maximum level of consumer satisfaction. .{@.
Profit maximisation. $g

Business growth. .
Be the market leader/ achieve maximum market share. b @b(\

To create brand loyalty. o (@
To have a good reputation In thg .market. N Nosts
To be a responsible corporate citizen and mini ﬁ .
Achieve economies of scale.

PONOOBWN S
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Managers:

Empowerment

Career growth opportunities
Training opportunities

Business growth

More salaries and fringe benefits

SRR

Employees:

Democratic style of leadership.

Good working conditions.

Reasonable salary and fringe benefits.
Job safety (contract).

Training opportunities.

Business must follow health & safety laws.

2B N

External stake holders:
Government:

Should pay due taxes.

Should provide maximum job opportunities.
Must follow laws.

Maximum exports.

Minimum social costs.

Maximum social benefits.

No consumer/employees exploitation.

NoOohWON =

Consumers:

Business must offer quality products.
Reasonable price.

Maximum variety.

More after sales services.

Must have good reputation and use environmentally friendly techniques of production.

ohwh =

Competitors:

1. Must not enter into price war.

2. Have better cooperation and understanding so that they can respond collectively to common {ﬁ‘re/a@
f E.g. high tax from govt. - O </«\

3. Have access to publish accounts to conduct financial analysis. X v Q
4. Have information regarding future plans of competitors to design its own strategy. O ,\Q
&N
Suppliers: N
o X
1. Must be a loyal customer. Q 03
2. Must buy in bulk. o
3. Must demand minimum credit time. o . >
4. Must allow proper time for delivery of goods. ’\K., icb
5. Must not default. &( O C
X
. Aﬁ\&
Banks: 9_) Q
1. Must get loans b 2
2. Must maintain accounts with the bank o ©
3. Must make regular payment of loan installments ¢
4. Must be a highly profitable business so that ban also invest
5 Must also use other banking services e.g. bank draftNetter of credit etc.

-
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Local community:

Must provide job opportunities to local community
Minimum social cost

Maximum social benefits
Business must be successful SO that value of real estate can incresse
Must provide training opportunities to youngsters so that thair career Fowth ShENCSS &3 Iroesse

Media:

Must give advertising orders
1. Have access to financial reports of business

Should not exploit consumers/employees
Must follow laws

Its executives must participate in programs of media

ORhWON =
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1.6 External Influences on Business Activity
External influences on business activity

1.6.1 Political and Legal

The impact of the government and law on business activity

cherr_!ment S r&spons&ﬂe to govemn the economy. In order to ensure this government will introduce laws
that might constrain decisions and activities of a business organisation. Such government faws fall into
the following main categonies:

1. Empioyment practices and conditions of work.
2 Marketing behaviour and consumer rights.
4 Locabon of business.

Employment practices and conditions of work:

Such lzws are intended to control relationship between employer and employees. Two main objectives of

such lews could be: o

1. To prevent employees exploiiation by the empioyer. In this regard, government might set minimum
level of hezlth & safety and minimum wage rates.

2 To control excessive use of trade union collective action, for example. strike etc.

Legal constraints usually cover the foliowing areas of employment practices:

e Recrutment employment contracts and termination of employment.

e Hezlth 2nd safety st worc

e Mmimum wages.

e Trzde union rnights and responsbiites.

Recruitment, employment contracts and termination of employment:

Such lzws are intended to protect empioyees. In tnis government will pass 2ws regarding contract of
employment. its contents. Such employment contract will create 2 sense of security among employees as
21 t=rms & condition will be documented 2nd in case of vioiation of any clause empioyee will be abie 10
orovide the evidence. Apart from this cther laws might be related to holidays and pension entrﬂefnen_ts,
minimum wece rate. length of working hours etc Such legisiztion will aiso help 10 protect discrimmation
agzmnst sesp:é during recruitment anc selechon o wihie 2t work on the grounds of race, colour, gender or

refiqion. Govemment will 2isc Ty 10 protect empioyees against unfair dismissal or redundancies. For
::;énpie, in EU countries lerge-scale redundzncies have to be discussed with the trade union leade d
with work councils before the court will zccept the legaity of action. In the same way in case ir

diermisszl  employee is 2dle 1o prove that his/ner dismissal has been unfair then employer. aye.to
reinsiste that empioyee on his/ner job anc apart from this. he will have to pay compensation h_}rp_p]gyee.

220
Health and safety laws: \O, ~
Gorvernmment will zlso pass heaith and safery Jews. Such Jzws are intended 1o protect 3 om discomfort
chvsica! mfury at work. Employess have 2 right o work in z safe ,snd healthy envi L-Protiding health and
safe a:'uiro)r.z::erx is 2 legzal responsibility of employer. However, stnciness of laws the €fficiency of inspection
svstems mizht vary considerzbly in different countries. e 1Y

Hienich 2od safery laws usually require business 100 ' "\",_-q@
Emdpmﬁrfwor%arndfcawiﬁisafetjwﬁmavo-d s
Providing proper washing and foilet facfmes _ &Y

Brovide protection from dangerous machnery and ma*.anallo S
Give zdequate breaks 2nd maintain cenain workpiace e@e\'f?{es

| Evaluating impact of employment and ¢s%%ew laws on businesses:

1 Cost of businesses will ncrease. For example, T costetc.
2 Mmmmmpeyh;gherwageﬁﬁ'twaspa‘yingbebwmnmumwageratecurrerm;




will work for standardised hour's business will have to hire
staff. This could also lead to increased cost. additionm
Business might also have to in

health and safety laws.

Importancelneeds of consumer Protection:
Protection from exploitation:
Such laws are important, as they will hel
consumer protection, co
of goods, using wron
pressure to keep aw

P to protect consumers
nsumers might be exploited i

9 weights and measures etc. w
ay from exploiting consumers

Consumer education:

Redressal of complaints:

The importance of consume

Mer protection is to presen
courts and make sure that th

t the consumer complaints in appropriate consumer
ey will get justice from such courts.

Bulletins and periodicals:

various journals and periodicals can
trade practices of different business

organisations. It will hel
and will help to ensure that they will g

P to increase pressure on such b "Eésses
ive fair treatment to consumers. CZRE)
o>
Encouraging honest businesses: \ ,\'\
It is also very important that we must give credit and appreciate those busines: } t\a_’re operating
honestly. We must publish favourable reports in periodicals and journals about the I$'will encourage
other businesses as well to adopt honest approach. @Q
The law and business competition: | §, ) |
Free and fair competition among businesses must be ensured. '@(ﬂé@ng In following benefits for
consumers: _ - {{&
1. There will be wider choice for consumers. Il keep their o :? \\étitive
. ing in mind competition businesses wi eep &n ﬁp _ . . ‘
%_ giiﬁ)itygstandards of businesses will improve, as they gain. more market share by using this

\Z
strategy. ‘

s
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What governments can do?

Qowemments can attempt o encourage and promote competition between

Imvestigate and control monopolies

by wa e

Monopolies:

N
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businesses by passing laws

and make it possible to prevent mergers.
Limit our cutiaw uncompetitive practices between firms.

ucers acting in concert) control supply of

» is 3 market situation in which one producer (or a group of prod
s prevented or highly restricted. Monopolist

soods and services. and where the entry of new producers i

Zms (n their attempt to maximise profits) keep the price hig
mers. Most governments therefore try to control monopolies

sponsiveness to the needs of their custo

Impasing price controls.
By nationalising such organisations.

e Al ® 4

How do monopolies develop?

h and restrict output, and show little or no

By breaking them up into two or more competing firms.

Monopolies can develop due to a variety of reasons: .
source. For example, Microsoft has the ownership of

1 I a fim has exclusive ownership of a scarce re
the Windows operating system bran
can exploit it

2 Some industries may have legal

Producers may have patents over
names. giving them exclusive righ
monopoly over their own material.

4 Merging or taking over other firms in industry.

w

There could be both benefits and drawbacks of monopo

d. It has monopoly powe

protection from governme

choose to protect its country’s postal service by giving it a legal
designs, or copyright over i
ts to sell a good or service, such as a

r over this resource is the only firm that

nt. For example, a government may
monopoly for the delivery of letters.

deas characters, images, sounds or
song writer having a

How are consumers affected by monopolies?
lies for consumers. These could be:

Drawbacks

|
|

|
|
|
|

' 2. Increased output will lead to

' 3. Monopolies can make supernormal profit. This 3.

Benefits
1. Lower prices if large-scale production by a 1.

monopolist reduces average cost of production.
a decrease in

average cost of production. These can be | 2.
passed onto consumer in terms of low price.

can be used by businesses to increase
research and development budget and at the
same time, they may invest in technology. This
will help to improve quality standards of

Since there will be less competition soO
business may not concentrate more on quality
so consumers may get poor quality of products.
Consumers might be exploited by busineg$;by
charging high price for product. :, Q
Monopoly firms are also sometimes @ovm for
practicing price discrimination Ssyherey they

charge different prices on the s p\r@duct for
different consumers. . N

.

product and variety for consumers.

External economic influences on business behavior

1.6.2

Economic Constraints an

<
5

@‘\

:\\'okg
d Enablers '
© &

Possible economic objectives of Government: b ,bbo

Evgry 'government will set target for the whole economy.
objectives. Every government would wish that eco

can be increased along with rate of employment an rlg

possible objectives could be:

@ectlves are referred as ‘macroeconomic’
country must grow so that it tax collection

oévement in standard of living of people. These
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1 To ensure that more employment opportunities will be created In economy. This will help governmaen
to ensure that purchasing power of people will increase that could lead to improvement in their living
standands, crime rate in society will decrease and government's tax collection will also increase,

2 To raise the rate of economic growth of country. Mass production must be done by businesses
operating in the country which will help to improve gross domestic product (GDP). This will be 2
positive indicator for government as it will encourage foreign investment, its tax collection wil
increase and at the same time rate of employment will also increase in economy.

3 Government would also wish to control the rate of inflation in economy. It would wish that inflation
must remain in control so that consumer price of goods and services must not increase significantly.

4 Government would also wish to have a healthy balance of payments between the value of imports
and the value of exports. It would wish that value of exports must be greater than the value of imports
of country.

5. Government would also wish to ensure exchange rate stability. It will try to keep it stable or to avoid
wild swings in it so that businesses involved in international trade must not get affected significantly
and home currency must remain stable against other currencies.

5. Govemnment would also wish to develop an efficient market in financial services. It will attempt to

ensure that it must be able to offer quality services to businesses in order to excel. In order to achieve

this objective it might ensure effective supervision through central bank.

Govemment would also wish that it must be able to generate its revenue from the economy and must

not take excessive borrowing as its repayment could pass on burden on local population.

8 Govemment would also wish to maintain a healthy foreign exchange reserves in order to meet its

foreign exchange needs.

Govermnment would also wish to promote a fair and efficient system of tax and benefit which will offer

incentives to work save and invest and at the same time maintain an effective accounting and

budgetary frame work to promote high standards of regularity and popularity.

=~
'

(]

How government objectives could be in conflict:
Unfortunately several of these government objectives could be in conflict with each other.

1 Inflation versus unemployment:

If government will attempt to decrease the rate of unemployment then it might create demand pull inflation
as consumers will be having strong purchasing power and they will demand excessive quantity of goods
that could lead to shortage and price level might increase. As the employed people will have more
disposabie income to spend so it may also lead to cost push inflation as labor cost for businesses will
increase and they will pass on these higher costs to consumers in terms of high price.

7

2 Economic growth versus inflation: O

With the increased level of economic growth more goods and services will be bought and so, \ﬁh Qohld
lead to increase in incomes of the employers and employees. Due to increased incomes a Og%ﬁese
people will demand more and more goods and services which could lead to demand pw‘ dtion in the

short term. \
N

\

When government would aim to achieve strong GDP then level of cons c{_b!/mand for goods and
services will also increase. It could lead to worsening of trade balaneg € &eople will demand more

foreign imported goods and services. (\ Oﬁ

7/

4 Economic growth versus environmental su%?in\gﬁlity:
el Q;£

Rapid economic growth will increase demand for goods an €8 and this could add extra pressure
on scarce environmental resources and could threaten the ility of living standard in future.

Q_@

<
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Economic growth

What is economic growth?
Economic growth is defined as the amount of goods 2
over a certain period of time.

P). Gross domestic product is the value of goods

It is measured in terms of gross domestic product (GD
and services produced in the country in 2 year. If GDP of country is increasing 2s compared to the last

year then it is said that economy of that country is growing of vice versa.

nd services produced per head of the population

Causes of economic growth:
Investment in capital goods will increase.

1.

2 Businesses will invest more in technology that will lead to mass production.

3. Improvement in skills of labor force might enable businesses 10 produce more.

4. Progressionladvanoernent in technology.

5. Improvement in management/entrepreneuria! skill could lead to business growth. (\@ ~
AN

Benefits of economic growth: '\O =)

(o) g . x\u f\e.«

1 Due to economic growth income of consumers will increase. This improved pur qg\béwer of
consumers might enable them to buy more goods and services and raise their stany of ving

2 Since there will be a high demand for goods and services in economy so b will inérease
their scale of production and more job opportunities will be created. is xoukd fead to further
O demand for goods and services and crime rate in society will degrease)

3. Since government will be able to collect higher amount of taxes due to i reased economic activity so

. it will not be required to borrow loans. Therefore debt to GDP ratio fegse
_ Since government's tax collection will increase due to higher lev P economi - activi i
revenue can be utilized to improve public sefvices suc heatth ed’ﬁcaa%ny licf)r;ns?rue:tierce’

5 development etc. &§ k\(\
. With higher real GDP a society can devote mor 3 .
renewable resources can be increased. iiaey b@"promote recycling and the use of

6. Economic growth will be a positive indicator for i e&?@%‘e
n ; . .
G el and foro, invesiors. v@ & refore there is a chance that it could
Q 3

~
=

T
~
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i mic growth:
What a business organisation need to cope with economic g
a

i nomic growth a business may need: .
* Chollgfe“gtgff ?c? meet ir?creased market demand for goods and services.

Y i in order to achieve mass production.
investment in technology in or . '
g‘ gﬁig;ilrn;remises to accommodate machinery and increased man power.

The business cycle _
“It is un-natural for the economic growth to be achieved at a steady or constant rate. Economies teng to
grow at very different rates overtime. This is known as business cycle”.

Or. . .
“The term business cycle refers to economy wide fluctuations in production, trade, and general economje

activity”.

or. . :
“The business cycle is the four phases of economic growth and subsequent decline. It is more commonly
called the boom and bust cycle”.

The aim of economic policy is to keep the economy in a healthy growth rate. It must be fas_t enough to
create jobs for everyone who wants one, but slow enough to avoid inflation. Unfortungtely life is not sg
simple. Many factors can cause an economy to spin out of control, or settle into depression.

The most important over-riding factor is confidence of investors, consumers, businesses and politicians,
The economy grows when there is confidence in the future and in policymakers, and does the opposite
when confidence drops.

The 4 stages of the business cycle:
There are four phases that describe the business cycle. At any point in time you are in one of these

stages.

Recovery /
Expansio

Recession Slump

O
/4

1 Boom: OO
Itis a period of time during which sales of a product or business increases very rapidly. %’ <’3-\
2 Recession: O ’\Q

It is a period of temporary economic decline. During this time period trade and in tfia™activity are
reduced. It is generally identified by a fall in GDP over a period of six months or mO@ v N

3 Recovery/expansion: Q rbq/

Itis a time period when economy starts to grow again. In this there will be an u 'tu@rghe business cycle.

There will be more jobs and demand for goods and services will increasg"@

4 Trough: {\ O&g
Itis when the economy hits bottom, usually in a recession. ~$ﬁ’\\'®
b‘o&@
e’
QG

N
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What happens at each stage?
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Likely reactions by businesses

~Stage of business Key features

cycle |
; RecoveryIExpansion 1. Consumer spending will increase. 1 Business might get an opportunity
» 2. Scale of production will rise. to increase price.

3 |nvestment in economy will | 2. It might encourage new businesses
increase. start up.

4. Confidence of businesses will | 3. Businesses will increase investment
increase. in growth projects.

‘: 4. There will be a high rate of capacity
utilisation of businesses.

| Boom 1. Inflation will increase. 1. Businesses Wwill increase price of

( 2 Some businesses might not be their products. o

able to meet market demand. 2. There is expected to be a rise in

3. Business will earn high profit but wage level as trade union yvull
their costs will also increase. demand wage increase due to rising

4 Interest rate will increase to inflation. ‘
control rising inflation. 3. Demand for loans is expected to fall

due to rise in interest rate.
Recession 1, There will be low demand for | 1. Businesses are expected to explore
goods and services. new markets with a view to extend

2. Investment in economy wil fall. their product life cycle.

3. Due to low demand for goods and | 2. Redundancies may be announced
services profits of businesses will businesses to reduce cost. '
also fall. 3. Small scale businesses might

decide to quit.
Slump 1 Interest rate will be low. 1 Businesses might reduce p_rice of

. Businesses might not be able to their products in order to survive.
repay their debts and become | 2. Some businesses might close
bankrupt. down.

3. There Is expected to be a high | 3. Business might announce
rate of unemployment. redundancies.

4. There ls expected to be a low

Effect of economic ¢
[ Type of producer | _

Luxury products
E.g. mobile phones,
cars etc.

Normal goods
producers. E.g.
organic pasta
noodles. .

A

A e N =

"1 They might produce high value

2.
3.

»rowth on diffe

~“They will expand their product mix

_level of consumer spending.

rent types of producers:

£

“During economic growth

During economic recessionfyf\:

by Introducing new range.
They will Increase price to earn

more profit. 2,

They  wil  allocate  more

promotional budget.

They will Increase their scale of | 3.

production,

4

1. They might more credit_facifities\to

retailers incregse Q"ﬂ\eir

affordability. Q Q
They might decide (ot 1Q decrease
Iprlce as it w@ﬁect\meir product
mage.
9 ,,Q/
p

They migézm)ﬁe sales promotion
activities @

reduced
launch new product

to

ensate

1

added products to increase sales.
They might use thelr unique sellin
points to increase sales.
:iome producers may conti n
e same way, as their ’
not be affected due to%%alg
growth.

saleg Iqfe!.

. Th ﬁ\midm
e ing low price to survive.
: might decrease price

'.bbi‘gggetmight increase promotional

_ to
ve.

Some producers may continue in the
same way, as their sales may not be
affected due to economic growth.
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Inferior goods | 1.
producers. E.g.

public transport.

They might decide to expand | 1.

target market by entering into
upmarket segments. E.g. luxury

buses. 2.

They might decide to produce high

value added products. 3.

They might decide to expand size |
of their product mix by launching
new product range.

INnfla

At

Inflation:
What is inflation?

nn,em
They might decide to use
unique sellmg point in their Markg thei

strategy, “low selling price”. " ling
They might use free sam mplj
promote their product "3 to
They might €Xpand (jg

network to compensate lost sa|but

It is defined as the persistent raise in general price level. bﬂ

purchasing power or value of money is going to decrease, 0 Q(’;

me

\

& o
o

price level means that the internal

o
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Causes of inflation:

There are two main caunen of Inflation;
1. Cost-push Inflation.
2. Demand-pull Inflation,

Cost-push inflation:

Cost-pulsh Inflation occurs who!
production to consumars |n ton
raw material, etc. supp| of t
Low exchange rate gvp ! ot
increase.

1 cost of production rises and businesses pass on such increased cost of
ns of high price. For example, due to increase in prices of inputs like labor,
ese goods might decrease. This could also be due to lower exchange rate,
Il push up price of Imported raw material and due to this reason price level will

Demand-pull inflation:

It is likely to occur when co

: nsumer's aggregate demand for goods and services will increase. For
example, in case of economi egal :

. ¢ boom aggregate demand for goods and services is likely to increase as
fgarr;gi;egotrodlts supply, This gap between demand and supply could lead the price level to increase. Main
re2 emand pull inflation could be full employment of resources, a depreciation of exchange rate

Benefits and drawbacks of inflation:

‘ B_enefits Drawbacks
1. Coqtrolled inflation  might  create  an High rate of inflation might cause un-certainty
environment for.business growth, as due to among businesses and could discourage
strong purchasing power of consumer's further investment/business growth.
demand§ for goods and services will be high Higher inflation might lead to lower
and b'usmess will operate near full capacity to international competitiveness as product price
meet increased demand. will be high as compared to other foreign
2. Inflation means the reduction in the value of competitors. E.g. India has benefit over
money. It might be suitable for businesses who Pakistani products in international markets in
have taken loans. Over the years due to terms of low cost.
reduction in the value of money the real value Due to increased inflation cost of living will
of debts might decrease. increase and trade union might demand
3. As the general price level will increase due to increase in wage rate that could lead to
inflation so this could benefit businesses as industrial disputes. E.qg. strike etc.
their value of fixed assets will increase. (market Inflation and stagnant wage growth leads to
rice
4. |pt COl)J|d also be beneficial for businesses that declining incomes. This could affect Qéé@
have a policy of high inventory. It they bought for goods and services/iweak. - dan ’as}h
excessive amount of inventory in past then XQ” %-— 9
they may get profit as the value of th‘eir power. O ,\Q
inventory will increase. E.g. raw material Inflation can reduce the reﬂ\@[ug’\of savings,
finished goods. ‘ which particularly affect@ ’Q,o\ple who lives
5. Deflation is potentially very damaging to the on savinigs. Howe\Q\nPda)en ds on whether
economy and can lead to lower consur:er interest rates re@gher than the inflation rate.
spending and lower growth. For example, when Businesss rég%@% cash flow problems as
prices are falling, consumers are encouraged their cos&gt@ﬁe high and consumers might
to delay purchasing. demé@?@% credit time resulting in reduced
c 'r)tlgms.
oL
¢ W
N
What is deflation?

A reduction in general price

level in an economy is kn

\@f';\s deflation. This could be due to:
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1. Falling demand of goods and services.

2. Fallin cost of production.

If inflation is due to falling levels of demand this mean-

1. Falling sales level.

2. The need to rationalize.

3. More redundancies.
However if defiation is due to lower costs then this may make businesses more competitive in
international markets. This could lead 1o more business growth and more employment opportunities.

Is deflation always beneficial?

Deflation (2 fall in prices, negative infiation) can be very hammful During prolonged period of deflation and
very low infiation, the Japanese economy hzs suffered lower growth because of deflationary pressures.
When prices are falling people are reluctant to spend money because they are concemned that prices will

be cheaper in the future therefore they keep delzying purchases Also deflation increases t_he real value
of debts 2nd reduces the disposable income of individuals who are struggling to pay off their debt. When
people tzke on 2 debt like 2 mongage, they generally expect 2n infiztion rate of 2% to help erode the
value of debt over time. If this infiztion rate of 2% faiis 1o materialize, their debt burden will be greater than
erpected,

How to control inflation?

Centrzl bank might increzse interest rzies {0 discourage spending '
Procedures of borrowing might be made more ;yrrpicatecﬁllasowrage borrowing.
Government might increzse erxchangs rzie io make Impons o

NN =

4 P o -’: - £ mls
Government might limft p2y increzses in order 1o wealken puichasing power o consuer:ers t::itse n
may only work. in the short run 2 trads union through Industral acticn e.g. stnke may get pay
the long run.

gwgﬁmm'ﬂ':‘ - ,ﬁi‘x
rjﬁfﬁ;‘v g%s =i _%_gr“’gn
g 1 = s
-z PEOPLEECONOMY - SN
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Un-employment: .
ltis defined as a situation where people are able, available and willing to work and actively seeking it but
cannot find any job. It is a

negative indicator for any economy as it would lead to low level of GDP, poor
living standard and increased crime rate in society.

Possible causes of un-employment:

1. Businesses might decide to shift to capital intensive production (latest machinery) in order to be more
efficient, therefore the requirement for manpower will decrease and they may decide to lay off un-
necessary staff. . ihey

2. There could a problem of lack of skills among workers. For example, if furniture industry is growing in
couny S0 they would need skilled labor, if local labor is not skilled then they will not get employment

opportunities and unemployment will increase.

There could be 3 |

ack of training facilities in country. Untrained staff may not get employment and
level of unemployment may increase.

4. Economy might be going through economic recessio

normally layoff their excessive staff in order to survive and level of unemployment is likely to rise.
5. If government has withdrawn incentives or has increased tax rate then it might not remain feasible for

business organisations to continue to operate in that country, in such situation they will cease their
operation and unemployment will rise.

w

n. In this phase of business cycle organisations

Types of un-employment:
Unemployment could be of following types:

1 Frictional unemployment:
Thi? type of unemployment is likely to occur when people will try to shift to better jobs and they will leave
their current job. In other words the time people take move between jobs is known as frictional
unemployment. For €xample, an engineer left his current job as he wants to shift to better job. There will
always be some frictional unemployment in an economy because information is not perfect and it takes
time to find work.

2 Structural unemployment:

Sometime economic structure might change and in such a situation unemployment caused shall be
known as structural unemployment. For example, an economy might shift from agricultural based to
industrial based economy. In such a situation unemployment in agricultural sector will increase and it will
be termed as structural unemployment.

&/ O\
3 Cyclical unemployment: ] <\/\\

Business cycle moves in a cyclical form. For example, durin

“
g economic boom there will $h\|‘qr\<t\a?e of
employment due to higher demand for goods and services. Every economic boo

i followed by
economic recession. During this time aggregate demand for goods and servicesy }(dg’efease and
organisations will lay off unnecessary staff in order to survive. Such unemploy Kﬁ'hsed shall be
termed as cyclical unemployment. Q O'@Qrb'

- - ( (
4 Technological unemployment: ®

. i field, busines e'z«%f er-Yo switch over to Iat
echnological advancement in aimost every field, ?‘;—p" er to latest
?eléﬁntoolotgy in orc?er to be more efficient and reduce their depen bor

. 9B, . Such a move towards
capital intensive production is likely to reduce the requirement of wor fq{qe and bu

. 3 sinesses will announce
redundancies. Such unemployment is known as technological r\e}gg\mment
. ® >
5 Seasonal unemployment: o i’

’ asonal by nature. For exar%p&eﬁ-z&nditioning bqsiness. Its demand is expected
tSo?eevl;l:;u;‘?gs:edsu:;Z ssimmer' |ty means during su i&ﬂ\ere will be a high rate of employment in such
(o]
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busines Durmwme:mefemﬂbemlmnirmmmofatwr:m\ers ) @,mamL
m::g staff will decrease and such unemployment will be termed sezeonal unempioyment
cond

Busrmss 2 ¥s Ensrirmers

6 Voluntary unemployment:

Such unemployment ocours when peopie chowse 1o remain unempioyed rather than tave Job avaiabie

- v.‘.ﬁ
For example, if benefts are generous (unernpk(/rnent benefts), people may prefer 1o stay on benefis
rather than get work. Frictional unemployment is also 2

type of voluntary unempioyment as they are
choosing to wait until they find 2 better job.

Effects of unemployment:

Bad

Good —

1. Wage rate will fal as there will be ercessive | 1, Demand for goods and servnces’mll decrease

supply of 1abor in market. 35 people vill have weak purchasing power.

2. Due 1o high rate ofunemptoyment business will | 2. People have less money to spend so d’ue to
9¢et 2 variety of applicants this reason they vill spend less on_luxunes, It

Business can afforg 1o delay recruitment as it might be difficut for such businesses tg

would  know  that ¢ vill  easily  get suUrvive, ‘

laborlworkforce when required, Due to lack of demand in market profit of |

businesses will fall and they may have to shift |

to the objective of ‘survival’ _ ;

4. Crime rate in society is likely to InCrease ag |

people will not get money from fair means,
5. Government's expe

[N\

W

|
|

nditure on unemployment |

allowances will increase, {
6. Economic growth rate will  slow down. |
_— | (reduction in GDP)
—_—

esses will have to increase their scale
to creation of more job opportunities,
3, Government ca

N increase itg spending on infrastructure
airports, flyovers, high

development.
gnhways etc, thig will result in creation
unemployment might drop,

4, Government can
of skill in them, Sy

O train staff that wil| creat 93,"? fevel
development might make them eligible ﬁm@ ment
opportunities in foreign countries, Apart from reducing rate i
increase in invisible exports,

fso lead to
N ,ﬁ\ .
overnment can encourage establishment of small businesseg and can provid ml;oft loans. This
will lead to self-employment and the level of unemployment wil| decrease, Q Q‘b
¢
e ©
;:\"O&
\t\.\ef
IR
O

~
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Macroeconomic policies

What are macroeconomic policies?

Wzcriasimanmic golicy s usisl ' inglemented through two sets of tooks
1 P pohicy.

/

2. Maonetzcy policy.
et thess pohcies are Gsed i

O stabiize the econormy. which usuzlty means boosting the economy to the
el of GOP consistent with fuf em ployrnent

What are the objectives of macroeconomic policieg?

i1 every eonantry there are four main macroeconomic ooectives. These are:

1 Econormie grown,
7. Full emnployrment
5 Pres statity.

4

Batance of payrments statility

Macraconomic pohicy is aimed at achieving these cbjectives, with one of them v

suzlly selected 25 the
110 Gty

, %
Fiscal policy: O«

AN
The government has no money of its own and it will have to generate revenue from within W?\ngy n
order to meet its expenses and spend on country's development. Fiscal policy is the y-woich 2
govermment adjusts s spending levele and tax rates to monitor and influence a nation’s

'S money

It s the sister strategy to monetary policy through which a central bank inﬂuenoe:\ )
s il e N o
In order to generate funds government will either: O e L
1 Collect taxes from different sectors in the country. Q 7 Q
2. Wil borrow money from local banks or IMF or World Bank. ¢
’Kr (O

. (\ o “

Types of fiscal policies: \X\ .

1 Neutral fiscal policy: N

¢ O
It is a situation where the government's planned expemg?ég\gua;s its planned revenue. le. the
government achieves the budget balance. P

v
78%
&

<
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=002 OF money

;:ase of msing rSaton central bank might decide to increase the r
" A\, o A 13 - N
- oSy supn s; 3:: oe":a; Supply o:e m;ﬂey gg dec?ease N économy as increased rate of intereg
S Coua0s S Tent among people. Since will be gettin
- inapaiich 7 :  they getng a reasonable rate of rety
m e sae ; : i i
il iy _ Increase in the

1s paid by the borrower of money to the

ate of interest. This will have an efs

s _ f loans. Businesses v
r g o OXSCS cue 1o the increased cost of borrowing. >
B 'm = :S~?a nfizton. apar_t from interest rates central bank can i
NSy Commies ,.a- Danks nee: 10 keep in vault (bank reserves). Since they will b

a"o.rf. iy 23S Teserve 50 Dey will be able to offe
oo :‘r*—oj:._ ' Money arculation in economy.
<- 3 .~‘ : 1 = 3 d T 1

:ase" ? ‘_38‘940;%3;’:'_: ésc;; m!! do Opposite. There will be a need to increase money supply in
SZonomy. In order ¢ e central i i is wi

na 5 borow e e _bank will decrease interest rate. This will encourage

ncrease the amount of

€ required to keep more
r lesser amount of loans to businesses and this will also

W:Z«' b:O"" e on fo;;&s either by taking bank loans or by using their credit cards since they will have to
¥ perT .,er‘-'@&3 mrku'p Cenbal_ﬁ;ank might also decrease the amount of reserves that commercia)

< 'Soureg { in. 1Iswill g 1 ili i H
1::2-;5?. = ’EOJL""‘" ; ' ma uamis. Th Iso increase capability of commercial banks to give more loans

0 Tvs w2y central bank might attempt to control money supply in economy.

How government could influence economy?
Govemment could influence econom

Sove » _ ‘ y in @ number of ways. These could be:
- &&" moease fis spending on goods and services. For example, it can cons

T ‘ _ truct motorways. can
So=nc on nzbionzl defence or could increase indir s

> e er=ona e ect benefits e.g. pensions.

< T 2n noezsel/decrezse direct and indirect taxes, for example income i
szes t=2x value added tax P % corporation tax.

s Hcznopzss i—:—g:slaﬁon‘to influence economy. For example, it can pass labor laws, minimum wage
TZis ;msuwer_prptgcbon Iaws_, and competition policy to prevent unfair competition.

£ Ican offer subsidies to businesses, low rents. and soft loans in order to increase employment
ouporiunibies.

5. Insome countries government can also intervene by allocating resources. For example, in China, the
govermnment 18 deeply involved in allocation of resources. It helps to decide which industries will be
promoted.

What will be impact if government does not intervene? /\Q

In czze of no government intervention there could be following consequences: '\O <’J

1. There may be unfair competition as large scale firms will dominate the market and @ iofate their
terms and survival of small scale firms might become difficult. - & ,\’\

2. There may be more monopolies as businesses will try to become market lea r)Q/charge high
price for their products in order to be highly profitable.

2. There might be no legal protection for employees. Businesses will expl%la&oéﬁ%blems such as
‘sweat shopg’ (child labor, poor working conditions and low wages) might 3 e®

4. Since there will be weak consumer protection laws so businesses\'v@,tryi make their products
cheaply even unsafe/hygienic products. - {Q

5. In case of lack of government intervention there might be envi%a@iolations as there will be no
check and control on businesses so they will continue to use o jutdated machinery in.order to
save capital expenditure. This could result in higher environpéptalPellution.

O &
Should Government subsidies firms? ? o

N .
This is debatable statement that whether governmengsi@ulqistibsidies firms or not. There could be some
arguments in favor and against this issue. These coﬁb 3

T AT T

e o

e e o SRR 3
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/, Arguments in favor Arguments against ]

1 It may save jobs of people as otherwise | 1. An argument against subsidzing local f’d”.“
businesses might be closed down and could be that they will get used to subsidies |
unemployment may rise. and will remain inefficient.

2. It will help industries to ensure their survival in | 2. Opportunity cost for government could be very |
short term as they will be able to restructure high as it could have spent tax revenue on |
themselves in order to increase efficiency. education health, infrastructure and national |

3. If governments will subsidies local firms then defence. Subsidies would mean lost revenue
they might be able to Ccompete effectively with for government.

not just get dependent on foreign companies. might have to increase taxes on other sectors.
This could affect their competitiveness and add
financial burden on them.

foreign companies and national economy may | 3. In order to subsidies an industry, govemment

£

v -
xehange Rates

,,,,, 1c_So

Exchange rate:
What is exchange rate?

It is defined as the value/price of one currency expressed in terms of another currency. For example, if

$1= 100 Pakistani rupees. Exchange rates in a “free” market economy are determined by the market
forces (demand & supply).

Exchange rate fluctuations:

The value of one currency in terms of another currency might increase or decrease. It is known as
exchange rate fluctuations. Exchange rate fluctuations are likely to affect all businesses, but business

especially involved in international trade (import or export) will be more influenced by exchangqfate
fluctuations. W ANV
- 0 <,_‘\
N
Appreciation of exchange rate: O ,\Q
In such a situation the value of home currency will increase against foreign currency. '{\gb’ &\mentioned

ove
example we assumed that $1= 100 Pakistani rupees. An appreciation will be if: \O N’
$1= 95 Pakistani rupees. ~ Q/

Such situation will be beneficial for importers as the cost of imports will decreage,
nal

N
_ S V oWeVer, exporters will
have a drawback of such situation as demand for their products in mterna&

2N\ .
market will decrease as

foreign buyers will have to pay more to buy their products. \’ Q
(\ O{
Depreciation of exchange rate: é.{@'

In such a situation the value of home currency will decrease aggLrﬁt fq‘égn currency. In above mentioned

ex med that $1= 100Pakistani rupees. Depreci3tion willbe if:
ample we assu $1= 105 Pakistani } o

Such situation will be beneficial for exporters as their pg ;&W become more economical/cheaper for
foreign buyers, however, importers will have to mo@ ﬁ§bf home currency/high price to buy imported
goods/raw material. &
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The effects of exchange rate changes on economy:
| Exchange rate ;: Demand for exports f Domand for lmpom T
1 Appreciates ‘ Decreases 7 Increases 3
i Depreciates ‘ Increases Decreases

What is balance of payments?

BOP is the place where countries will record all the monetary transactions with the rest of the world  Such
transactions are either termed as credit or debit. The balance of payments (Bop) measures the level of
intemational trade that takes place.
It can be calculated as:

Balance of payments = Revenue from exports — Spending on imports

Deficit or surplus:

If a country is spending more money on its exports than on imports then the BOP will be in ‘Surplus’.

If a2 country is spending more money on its imports than on exports then BOP is in ‘Deficit’.

A favorable BOP is desirable because:

1. It would mean that more money will be flowing in the flowing out.

2. ltincreases the demand for locally produced goods and services.

3. It creates more employment opportunities in economy which helps to reduce the rate of
unemployment.

4. It helps to ensure competitiveness.

Policies to solve persistent deficit:

1. Government can increase interest rate. Higher interest rate will deflate economy and will help to

decrease imports.
2. Govermnment can impose tariffs or quota on imports. They will also halp to reduce imports.
3. Government can adopt strict currency control policies, for example, it can impose limit on amount of

currency people can take outside the country.
4. |t can offer incentives to domestic industry in order to make domestically produced goods more

competitive.

Categories of balance of payment:
There are three separate categories under which different transactions are categorised. These c:\m

are: _7-\ \\
1. Current account. ’Q‘L O
2. Capital account. 0 \\\

3. Financial account. &/ \.\

4
7

1 Current Account: \) \\
In this account we record the inflow and outflow of goods and services |qQ oguntry. Earnings on
investment, both public and private, are also recorded in this account. k(\

. \
2 Capital Account: (\ ) "
In this country will record its physical assets such as building or a fie ‘R’also shows the net change

» al
asset ownership for a nation. The capital account is net @It &t\publlc and private internation
investments flowing in and out of a country. b

3 Financial Account:

@88 Of
In this country will record assets pertaining to inte@!@onetaw flows of, for example, busit
portfolio investments, are recorded.

B—
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1.6.3 Social

Social environment:
It is defined as the environment developed by humans as a contrasted with the natural enviro

(
society as a whole, especially in its relation to the individual, filf{g” '
O
What is environmental audit? % N\
Itis a process in which a business organisation will assess the impact of its activilies on lb{\nvuomnnm
\\
What is corporate social responsibility (CSR)? \O l

These are duties that a business has towards the people who are affected hQs (;l]vmba For example
customers, employees, suppliers and the local community. @ (t) ’

The importance of corporate soclal responsibllity for thslnoss'
Itis very important for a business-organisation to consider corpomté‘ qml fesponsibility

1 The moral benefit/Good public image: b &

If an organisation is going to give due importance 1o the r{fbo;mé' soclal responsibility then it will e able
to develop a good public image. Such public rela&@ activities can help It to gain some henshis I
terms of consumer loyalty etc. ot

AR |
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Can raiso the level of motivation of employees:

BR can halp 10 ralsa the lavel of motivation of employees a8 well, Through corporate socia|
saponaibility, individuals can realise thelr personal values through their business. They feel greater levej
1 achiavements and are confidents that thelr work is important for their community and the world,
mployees expetiance fawar regrets, They feel excited going to work each day and would never

Naraclerise i as tedious and unrewarding, Corporate social responsibility can be a source of persona|
yide, and a way to make work Interesting and important,

3 Bettor and moro modia covorage:

Those businesses who are going to consider corporate social responsibility and are going to give it due
importance will be able to attract modia. It will give more coverage to the stance of such businesses. This
could act as a free of cost publicity for business and can lead to improved image and brand loyalty.

4 Stakeholdor's loyalty:

When organisation will Identify Its stakeholders their needs and their expectations and will make genuine
commitments to do them more good and less harm then they respond by making greater commitments to
you. Such businesses can ask for more from their employees, customers, and investors and they will

respond positively 1o this, When such organisations will make mistakes, which happen inevitably, they are
more readily forgiven,

5 Positive by products:

If an organisation will give due importance to corporate social responsibility then it will often result in
efficiencies and cost savings. Companies showing an interest in environment sustainability, for example,
often cut costs on energy consumption or resource use. Companies that can create employee loyalty by

making the workplace more enjoyable and by committing to social responsibility will not need to pay top
dollar to bribe their best talent to stay.

Soclal audits?

A social audit can be defined as a way of measuring, understanding, reporting and ultimately improving
~social and ethical performance of an organisation. It helps to narrow gaps between vision/goal and reality,
‘between efficiency and effectiveness.

It is becoming more important for businesses to report annually that how much socially responsible they
“are. Along with published accounts |.e. income statement (profit and loss), balance sheet etc. an annual
pcial report would help business to indicate that a business organisation had over the same time p égd.
a business Is making high profit at the cost of interests of its stakeholders then it might not be ,a? 1o
atisfy these stakeholders. Due to increased awareness of these stakeholders now businesses-3re iSO
§" required to publish their annual social report that is known as ‘social audit'. e
f

N
o

sy
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Benefits

Limitations

1.

A social audit will help organisation to
determine that to what extent it has fulfilled its

social responsibilities and how ) ;
needs to achieve. much it still

It helps to improve image of th isati
Ve e organisation
that may benefit it in the long run ir? terms of

If social audit has not been conducted seriously
then it might not be able to satisfy different
stakeholders.

Shareholders might consider this as an

2. Ictorrrulwli?\ht hee'lr? cgganis.ation setting targets for the unnecessary cost if it is not legally required.
socialgre: olr? 'b'(l?f' time regarding fulfilling its They might think that such expense is
3 ponsibilities. decreasing their dividend payment.

It also depends on the nature of customers or
at the level of consumer awareness. Such audit

improved image or brand loyalty. might increase cost of organisation that will be

passed onto consumers in terms of high price.
This could become a marketing drawback for

- organisation.

Factor which determine the extent to which a Co. might be socially responsible?

There are going to be certain factors that mi i ' ' isati
. . _ at might determine the extent to which a business organisation
might be socially responsible. These factors cguld be: ;

1 Legislation:

iFn'the \o/; lao" g (;Nill depgnd that how strict legal implications are related to social responsibility. For example,
n dev aI:\ countries e.g. USA we find that laws are quite strict related to these issues so we would
exp organisation to be more socially responsible there as compared to Pakistan where
implementation of laws related to social issues are not that strict.

2 Consumer awareness:

It is.another impprtant factor that wil! determine the extent to which a business organisation is going to be
‘socually‘ resppn&_ble. For exam_ple, in developed countries consumer awareness regarding these social
issues is quite high, so they will act as a pressure group and businesses will be forced to take a highly

ethﬁ?lbst?nce as compared to other countries where consumer awareness related to such social issue
might be low.

3 Competitor’s expenditure:

It will also determine the extent to which a business might be social responsible. For example, if a

competitor is adopting a highly socially responsible approach then business will also have to adopt the
same otherwise he may get competitive advantage over business.

4 Company’s policy:

The extent to which a business organisation is going to be socially responsible will also depen tﬁn@tr@
mindset of its management. For example, if its owners take social responsibility seriously then i@g\o id'oe
J

highly socially responsible or vice versa. %\ Q'{
. OO'\'\Q
1.6.4 Technological (Including the Internet) N
1.6.5 Other Businesses \SO qu/
1.6.6 Demographic @Q @Q
1.6.7 Environmental {’\&,O{g
&

Technological environment

Technology- Definition: o Q O
Technology is defined as the objective ba'sed apphca@non @n ation in the product design, production
and utilisation of goods and services and in the organisgfipn gf:-human resource. '

&

Alternatively it can be defined as machinery and devic séveloped from scientific knowledge.
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Tecihnology has become very important in recent years and now it has been used in all depa
business. For example, production, human resource management, finance and marketing

Technology has created many opportunities for businesses but at the same time it has caused my.,
challenges and threats for business organisations. =

rtmems e

Benefits of technology for a business organisation:

1. Businesse_s can use computer software (CAD) to produce more innovative products. This will net o
make business orgamsat.lons more competitive but will also improve their image. !
2. The use of.technology In production will help to reduce wastage of resources for examgle -

3. The use of technology might result in increased level of efficiency and due to this reason Business
be able to complete tasks in lesser time.

4. As bus_iness will become cost effective and due to the use of capital intensive technigueg ~¢
production it will be able to do mass production so it might result in achievement in econcmies :f
scale. This could lead to increased profitability of business. ’

S. Due to the use of capital intensive production reliance on skilled labor will raduce so trade unicn wy
have less influence on management.

6. Due to the use of technology, for example, internet research & development will become mcrs
convenient and cost effective so it might lead to better product development.

7. As business will computer aided manufacturing (CAM), so there will be less chances of arrors 3¢

quality standards will improve that could lead to greater level of consumer satisfactian aventuzlly
leading to brand loyalty.

Problems of introducing technology for a business organisation:

Apart from the above mentioned benefits the introduction of technology could zlse result in s6me

problems or drawbacks for a business organisation. These possible problems could be-

1. Business will have to incur a capital expenditure to train its staff in order to enatle them tc acerate
and handle technology that management is planning to introduce. It will not only result in finanaal aut
also in time cost.

2. The introduction of technology in functional areas | for example, accounting & finance and rmarkating

could improve their efficiency but at the same time there will be danger of hacking cocmgary's
software will increase that could leak out secret information to competitors or in emeezziemert ~f

business funds.

3. If business will decide to introduce technology then it will have to arrange nuge financial reascurces or
such capital expenditure. This could add financial burden on business and it might zisc nave ©
change its legal structure, for example, it might to convert into a ple. If it will decide t¢ barrow caps T

meet such capital expenditure then it could increase gearing of business.

o
4. A constant problem with technology is that it keeps on updating. It means that zfter snort gmtr. jwi
AQue

continue to incur capital expenditure to upgrade technology and apart from this it mug@a 3¢ T2ue T

business would need to upgrade it in order to stay competitive in mariet. In other wards |

bear loss as technology might be scrapped as it might become ocbsolete.
5. The introduction of technology could also lead to human relation problems as wo
as a threat to their jobs (redundancies) and trar:de union mlgthinl;gtgntc: a::dus
i level of organisation. Management mi
f::iidzﬁistssg?n?go encourage \%orkers to volunteer themselves for redundancy progcsal.
6. There will be an increased work burden for management as during the @cess
jobs of employees, new hiring might be done, and training might %w
could lead to demotivation of management staff.

7
</

-

O
What is internet? (0 ~

communication protccais.

S (Gt consicer
fon (stke). NE
Sunce negotigtes

it will have 1o recesicl
adycted. Such rastrLcLrng

, \ : wmeater
Internet is defined as a global computer network that prov%ty of information ana comimu

facilities, consisting of interconnected networks using stan

2
~*
s

e
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It is defined as a mean of connecting a computer to any other computer anywhere in the world via
dedicated routers and servers. When two computers are connected over the internet, they can send and
receive all kinds of information such as texts, graphics, and voice, video and computer programs.

How internet can be used in business?
The use of internet can be very useful for a business. It can be used in a number of ways:
1 Market research:

Every market orientated firm needs to conduct market research on continuous basis, in order to ensure
that it will continue to produce products according to the requirements of its consumers to remain
successful. Market research is considered to be quite an expensive activity as it includes both time and
financial cost. Internet can be used as a source of data collection for market research. This will not only
help to reduce time but financial cost as well. Business can search secondary data for market research

and at the same time it can use it for primary data collection as well. For example, on Facebook it can
collect feedback of consumers on certain issues.

2 Marketing & sales:

Business can also use internet for marketing and sales. These days meanings of many concepts have
changed. Previously market was defined as a physical place where buyers and sellers used to meet to
exchange goods and services, but now improvement in technology has changed this concept and
consumers can buy products online (e-commerce). This trend has become quite popular as its saves time
and financial cost of both consumers and sellers. Business can develop its website and can collect online
orders. It means business would not need to hire shops and will not have to bear other overheads, for
example, rent, utility bills, salaries etc. apart from this it will enable business to target a mass market as its
web site can be accessed from anywhere in the world.

3 Publicity:

Internet can also be used by a business for publicizing itself. On its website can provide information about
its different product range. Consumer's reviews can also be shown there to promote products as new
customers would feel more confident to buy the product after reading these consumer reviews about
products. This mean of promotion is likely to be less expensive and less time consuming as compared to
other means of promotion.

4 Recruitment:

Recruitment is defined as the process of hiring employees to fill in vacant positions in organisationd..‘ke
market research it is also considered to be an expensive and time consuming activity. However, the

of internet can help business to reduce these costs. Business can have an icon on its wec@ e’ for
example, “career opportunities”. Interest candidates can submit their resume on the web sltq:an /t’the
time of need business can use this data base and short list candidates for recruitment. @a fom this
different recruitments websites, for example, www.rozee.pk can also be used by, bu§ness Yo collect
information about capable candidates and through its screening process it can sel \Yh\ best candidate,

This might be less expensive and less time consuming as compared to other recruitfn Pg’rbethods_

: . Q
5 Can communicate effectively with suppliers: Q ®

Effective inventory management is very important f'or a busmess or_gamsifjo I’:gam product suggests that
business must be linked with suppliers through an ‘electronic data in{ogEnange’. This can only be ensured
by the use of intemet services. Through internet businesses can ¢ %@ale cheaply and efficiently with
suppliers and distributors to ensure that they can place ordergQa r&él e _orders. If one supplier is not
able to deliver inventory on time then business can accessé grsuppliers to whom they can place

0
order and can get delivery on time. o @fb
<
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Advantages and disadvantages of internet for a business:

7. Wanapsment and empioyess can be 1. Business wil have to ncur ni@ Sxpenciurs 1o iy,
m=conneciad through 2 network that will hardware (computer) and design 1S WelSEE o oo
ensue e%ecive coordimzton between mediz page.
$em ans commumication might become |2 It will have to bear the Taining and develcoment coxt
miore eFactive. - : of s employees. This could be bme consuming arg

2 Regured information can be delivered at | expensive. )
the nght time and at the nght place that | 3. As there will be so many businessss ooeraing oniire
couic iead to effective decision making | so business might find & difficul ©© conduct ter
and greater level of efficiency. | 'SWOT analysis and meet compedtion efectvei

3. Busimess can sell oniine to consumers | from them. There is also a possidifily that thers coug

anywhere in the worid. This will help |
business to expzand its target market.

be many unidentified competitors operaing oniing.

4. If business will only sell oniine without having

("

4. I business will decide to operate online physical shop then it might not be abie to cater those
then 1t will be accessible 24/7 to customers who might wish to buy from a shop cus o
customers and can coliect their orders at lack of trust.
any time. 5. There will be limited face to face contact wim

5. Effective communication network can be consumers so business might not be able 0 use
established with suppliers and distributors selling skills to convince customers t© bduy =
that could help to ensure -effective products.

" inventory management. 6. There is a possibility that consumers might not take
{ 5. _lf it will decide to only operate online then research of company seriously and they might give
; it will be able to save overhead costs, negative comments that could influence success level
| such as. rent, salaries and utility bills etc. of business.

What is E-commerce?

The process of buying and selling via intemet is known as E-commerce. Due to technomtca
improvements E-commerce has become quite popular with customers as they prefer to buy online as
saves their time and financial cost We have examples of many well-known online sellers. for a\am'\e
amazon, eBay, souq etc. E-commerce is some time also known as E-tailing.

Electronic or E-commerce brings valuable benefits for businesses and customers as well.

Benefits to businesses Benefits to consumers
1. Business would not need to hire shops to | 1. Since overhead expenses of businesses will
operate. This will save financial cost of business. be low so they can pass on this benefit to
2. Workload of owners will decrease as they will not consumers in terms of low price in order 0
be bound to be available on shop. Saved time gain a competitive advantage ovektha{
can be used for strategic planning. competitors.
3. Business might not have to bear cost of salaries | 2. It will save time of consumers@m v*can 1’
of employees, utility bills etc. place order by staying at th office. |
4. Business will be open 24/7 as consumers can They would not be needed t Aywhere. |
access business at any time. 3. Business will be accessi a\a they can
5. Buyers can access company’s website from order at any time, 30@19 sarily during
anywhere to place online order so this will business hours.
provide an opportunity to business to target a [ 4. Online sellers WI g&ng a huge variety
mass market. of products so sumers can make a choice
6. E-commerce increases the productivity of the of the bestb them
organisation. It supports “pull” type supply | 5. Since t& nsumers will give their
management. In “pull” type supply management, onlme ‘about a specific brand 0f
a business process starts when a request comes ts 'chstomers can select that product
from a customer and it uses just in time cei est reviews. This will prevent
manufacturing method. of consumer money. _

U
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UNIT-2 PEOPLE IN ORGANISATIONS \}

2.1 Management and Leadership

William Scott:
“Management is a social and technical process which utilizes, reso
facilitates changes in order to accomplish organisational goals”.

urces, influences, human action and

Peter Drucker:
In his book “The principles of management’, he defined management as: g
“Management is @ multi-purpose organ that manages business and manages managers and manages

workers and work”. . , d
Note: students can use just one definition or they can also define it in their own wordas.

Features of management:

Features of Mé;lé{gém/eﬁtg

1. Continuous and Never Ending Pﬂrocess. ]

-------- 2. Art of Geni;ig\x"b;ic Done from Pcoplc.i

__'__’__/,’“‘"

. 3.1Is Result-Oriented.

——

4. Multidisciplinary in Nature.

-

. 5. Group and Not an Individual Activity.

f— 6. ﬁ)ﬁpWS Established Prigg’_p'lgs or Eulcs.

L 7. Aided but Not | I_l_e_;ﬂaced by Computers.

— 8. Situational in Nature.

. 9. Separate from Ownership. @
7 QO
~~~~~~~~~~ " 10. Both an Art as well as a Science. - OC/\
| & SO
. 11.Is All Pervasive. ! ,\Q
e —— O N
— 12. Intangible but its Impact is Felt. ;; >1/N/
| — 7 _J
:——-———~ 13. Uses a Professional Approach in Work. | 2
L 14. Dynamic in Nature. ]
\X‘k@
<
@ &
O
0
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punctions of management:
The 4 basic management functions that make up the management process are described as:

1 Planming

2 Organising.

3 Influencing and.

4 Controling.

We may add some more elements in the management process. Such elements are:
5 Motivating.

8. Co-coordinating.

7. Communicating.

1 Planning:

Management will be involved in planning. It wi .
ieati N . st be performed to achieve
organisational objectives, outiining P g. It will choose tasks that mu p

ho indicati n they should be
performed. W the tasks must be performed, and indicating whe y
Pkannmgfue:cg\:lty focuses on attaining goals. Managers outline exactly what organisations should do to be
%Jgerji - £1anning Is concemed with the success of the organisation in the short term as well as in the

2 Organising:

it rgi:sb\i] thought of as assigning the tasks developed in the planning stages, to various individuals or
9

ithin the organisation. Organising is to create a mechanism to put plans into action.
3 Influencing:

It is also referred to as motivating, leading, or directing. Influencing can be defined as guiding the

a?tti:ities olf organisation members in the direction that helps the organisation move towards the fulfillment
of the goals.

4 Controlling:

It is an important function of management. It is necessary in the case of individuals and departments so

as to avoid wrong actions and activities. Employees need to be directed and controlled in order to achieve
desired result.

Controlling is the following roles played by the manager:

1. Gather information that measures performance.

2. Compare present performance to pre-established performance noms.

3. Determine the next action plan and modifications for meeting the desired performance parameters.

Controlling is an ongoing process. &
O/\Q

5 Coordinating: -\O A
Effective coordination and also integration of activities of different departments are esse ﬁ’ T

. farorderly
working of an organisation. This suggests the importance of coordinating as manp e{t?\ﬁmction.

Management will be needed to create an effective co.ordi.nation between different de g\nzs in order to
ensure that all of them will work towards corporate objectives. \) qu/
6 Motivating: Q 0

be needed to ensure that effective working environment is provided along with the package
of financial and non-financial incentives to achieve desired level of ign-of staff.

A highly motivated workforce is considered to be the key to success of agy @aanisation. Management will
t; é&é
N
7 municating: ‘O N : :
It is theci)?;cness of sendingg and receiving messages. Ma emient is responsible to design such an

o icati i i ) ired information is delivered at

effecti ication in the organisation which will ens the requi _ _

M ee::}t;\;: :i;:;]r;\r;\:glg?the right place. This will lead to am% ality decision making and apart from this
K\

there will be better coordination between departm ‘from this, it will also reduce the danger of
conflicts in the organisation.
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Management process:
\lanagement Process: .
W }llm\u!\ ilmdm;,; I [Controlling | Qutput
\len ‘ R
AMoney vl
\i‘::c‘ri als Management Process tives
\Machines|— fi-f—w } —— f —
\ethods - “ “.”“_ Reaalt
\Market l( )ry,.u‘.nin;:, oty ating Statting
(B) Elements of Manageme nt Process (Functions of Management):
Achieve-
ment of
Objeclives
Co-artinaling
Leadership:

“The process of organising, leading, guiding and motivating a group of people to achieve certain common

objectives.
Or

“The activity of leading a group of people or an orgaﬁTéation or the ability to do this”.
Or

“Leadership is accomplishing tasks through others”.
Or

“Leadership means having the dominating power over your people”.
Or

“Leadership is directed to change and a better journey”.

Difference between leadership and management: (

management 3 G

Leadershlﬁ

Leadership often represents a group of individuals | Management is defined as a grob%f pabple e that |

that are responsible for inspiring, guiding and
leading a group of people that are joined for a
common cause.

A.|eader is responsible for leading, inspiring,
guiding and influencing a group of people to
complete a certain task.

run an organisation.

Management is the art or?e; é\thlngs done
e> al

through others by diregl| efforts towards
achievement of pre-det (@m S.

\,@

//

Purpose of leadership:

\J

involves being accountable and responsible for the group

Ihe function of leadership is to produce more leaders, not follo
eadership is a way of focusing and motivating a group t ?em to achieve their aims. It als?

A leader should:
1. Provide_ continuity and momentum.
2. Be flexible in allowing changes of direction.

Q.
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raerstand snd folow therr

qualities of a good leader:
p gret g1 8On sas Grest peogle and viys w46 v s ey WJW"{ }/,/?”h’} ViHgsery Jor, Crntin;
i smith (author of Oreen Beans and fos CA6a11) \Bachss B WaSEIshy (SINS, B0 WAk 1 (& 2%
it the Cor6 sits of 5 grest leader a6 he A B AN S48 A BOHers,
peopht wtunlly 80166 that 5 great lsader has the follering 17 trafs,
Must have goodlstlective communicstion shills,
Wust be trustworthy,
st b6 vAlng 16 listen 1o oihers ( Dermasati)
Must be Ynomedgesils snd S/PEIIENCE,
Must have good sttitude,
Must be able 10 36 self accountabili
Must e & good motivator
Must have integrity,
4, Must have courage 1o tave calculated risks,
10. Must have the ability 1o keep his team Merniers organised,
11. Must have the ability to INSPIre and respect others,

12. Leadership that sticks (positive reinforcement),
Notg

- Most people usually miss #12-Positive Reinforcement. And, yet, according to Sims, s the most impontant
1 trait.

TSI TR VN

/8N4 atsruntatity of tean remierss,

XN I~

Leadership styles:
Leaderehip style is the manner and approach

of providing direction, implementing plans, and motr/ating
- people, There are three main leadership styles which are included in As- level syllabus and theze can te
- used by leaders,
These are:

1. Autocratic or authoritarian leadership style,
2, Participative or democratic leadership style,

3. Delegative or laissez-fair leadership style,

Although good leaders uze all three etyles, with one of them normally dominant, bad leaders tend to stick
vith one style (normally autocratic),

Autocratic or authoritarian style:

Itis an extreme form of transactional leadership, where authorities are centralised with the leader
have a lot of power over his/her team me

mbers, Team members will have little opportunity to copty %am
the process of decision making. \'\ Q
Q.0
Benefits: '\)\

, : , efision and he
¢an get work done efficiently. This leadership style can be effective for some routieg skilled jobs. In
these situations, the advantage of control may outweigh the disadvantages. Q

e Y
Limitationsldisadvantagea: x
However, most of the team member will resent being treated this h

ing tre w e@\%u less flexibility for them
and most importantly they will not be able to contribute in the dec '

, ' aking process. This could result
N poor level of motivation. Therefore, autocratic leadership caQ&ften to high levels of absenteeism
and high staff turnover,

:{Utpcratic leadership is often best uged in crises, when r@sgbomust be made quickly and without
Igsent,

For instance the military often uses an autocratic le ?q&’a%ne. top commanders are responsible for
Quickly making complex decisions, which allows tr g\‘mcus their attention and energy on performing

&
The benefit of autocratic leaderehip ie that it is incredibly efficient. Leader can makt\&i}'ﬁ|
Q

eir allotted tasks and missions.

L
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cipative or democratic leadership style: |
ﬁaﬂ:its:?;gder will adopt a participative style of management and he/she will involve his/her team memberg

in the decision making process. Leader encourages creativity, and team members are often highly
engaged in projects and decisions.

Benefits:
There are many benefits of de ' ,
are productive because they are more involved i

mocratic leadership. Team members tend to have high job satisfaction an
n decisions. This style also hilps dgvl;alop peome's skillg,
Team members feel in control of their destiny, so they are motivated to wor hard by more than just 5
financial reward. Employees also believe that it will provide them with career grovyth chances as they wi
get opportunity to show their worth. Consultative process njlght also result in the improvement of
decisions, as everyone will contribute innovative ideas in this process. The approach can be mog;
suitable when as a team is essential, and when quality is more important than efficiency or productivity,

Limitations/disadvantages: N '
As leader will go for consultation and he will involve his team members in the decision rpakmg process,
so it will take time. This approach can slow decision making process. It can also hinder sﬂqatlons where
speed or efficiency is essential. E.g. during a crisis, a team can waste valuable time gathering member's
input. Another drawback is that some team members might not have the knowledge or expertise to

provide high quality input.

Delegative or laissez-fair leadership style:

This is a French phrase means “leave it be,” or “let them do” and it describes leaders who allow their
’ people to work on their own, This type of leadership can also occur naturally, when managers

Do not have sufficient control over their work and team members.

Laissez faire leaders may give their team members complete freedom to do their work and set their work

and set their own deadlines. The role of the leader will be to provide team support with resources and

advice, if needed, but otherwise don't get involved.

This leadership style can be effective if the leader monitors performance and gives feedback to team

members regularly. It is most likely to be effective when individual team members are experienced, skilled

and like to take initiative.

The main benefit of laissez-faire leadership is that giving team members so much autonomy can lead to

high job satisfaction and increase productivity. However, it can be damaging if team members don't

manage their time will or if they don't have the knowledge, skills, or motivation to do their work effectively.

McGregor's leadership styles:
According to McGregor, there are managers with two approaches. One are ‘X' managers who belieavo’ﬁlc’:gt
workers are lazy and they should be dealt by using autocratic style of leadership, while other tybeﬁﬁe‘w
sty
\.

¢ of

- |

managers and they believe that workers are hardworking and they are likely to use demo%
leadership.

Management style and effect

Theory X Theory Y \0\\ N
1 People hate work 1 People like work JO qu/
2 People havetobe 2 people drive themselves (1 )Q
forced to work and work effectively ;
3 People preferto be 3 People will take the
told what to do initiative given opportunity

4 People are selfish 4 People will commit

and have nointerest  themselves to objectives
in the organization if it is beneficial to them .

MacGregor concluded that employee behaviour
was the result of the style of management

26 Wotvav & hehanur 10 COVENTRY UNIVERGITY
~-
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Factors which might influence choice of leadership style:

NGO R LN =

Time factor. (!n case of less time autocratic style might be useful or vice versa).

Who has the information-you, your employees, or both?

How well your employees are trained and how well you know the task.

Stress levels. (If leader has higher stress level then he might prefer to delegate).

Type of (ask. I_s it structured, unstructured, complicated, or simple?

Are relationships based on respect and trust or on disrespect?

Type of the organisation. (E.g. in armed forces only autocratic style is used). .
Size of group. (E.g. in small groups autocratic style might be used but in bigger groups leader will
have to delegate and might use democratic style).

Personal approach of the leader. (Some leaders might be dominating by nature so they might go for
autocratic style or vice versa).
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2.2 Motivation
Motivation-simple definition:

In simple words motivation is defined as the process that initiates, guides and maintains goal- oriented
behaviors.

or,
Definitions by different authors:

Motivation has been defined in various ways and by different authors.
1. Gareth Jones, i_“ defines motivation as:

“Psychological forces that determine the direction of a person’s behavior, a person's level of

effort, and a person's level of persistence in the faces of obstacles”.
2. Frank Hawkins defines it as:

“What drives or induces a person to behave in a particular fashion, the internal force which initiates,
directs, sustains and terminates all important activities.

It influences the level of performance, the
efficiency achieved and the time spent on an activity”.

Importance of motivation:

Human resource of any organisation is considered to be its real asset and highly motivated workﬁqtéé,is\
considered to be the key to success of any organisation. Every rational business organisation VNI!OW,WKSh
to achieve the highest level of motivation of its workforce as it will maximize the chances of its guccess. A
highly motivated workforce is expected to return following benefits to an orga A W

nisation: ~Q
: N
1. Maximizes chances of achieving organisational objectives. N \o ,\
2. More innovative ideas are likely to be contributed, hence increasing c@nqeé\of improved
decision/products. -
3. Staff turnover is likely to decrease. Q Q
4. Increased efficiency. @ @
5. Low rate of absenteeism. . %
6. Better services will be provided to customers, resulting in improve @age){o(%the company.
7. Work force might become loyal to the organisation. &.\Qf
8. There is expected to be less wastage or resources. E.g. rav(aate&@'l‘etc.
9. Less chances of conflicts.

Qo
Less supervision will be required as work force will b'e@e {@%tivated. This could also save cost of
employing more managers.

283
30
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ible reasons for the poor level of motivation of employees:
P°st'ck of clear job objective.
1.

Leadership/management style.
ow wage rate.

2 lL.ack of fringe bengﬁts.

5. Poor working cqndltnons.
sh Lack of delegation.
7

8

9

1

2.

Lack of career growth chgpces‘
Lack of training opportunities.
Poor organisational_ culture.

b. Lack of group working.

Problems of having de-motivated work force:

Following could be the problems of having de-motivated workforce:

1. Reduced chances of achievement of organisational objectives.
Lack of employee’s participation means increase burden on management.
Poor level of efficiency.

Consumer orders might be delayed, resulting in loss of goodwill.
More chances of conflicts.

2
3
4
5.
6. High staff turnover (as employees might leave as they find better jobs).
7. Bad image of the company.

8. High rate of absenteeism.

9. More chances of wastage of resources.

10. Quality standards might be affected.

When a poor level of motivation exists in a wo

1. Develop a strong corporate culture and team spirit.

2. Ensure that pay levels are fair.

3. Redesign jobs of employees and make them more challenging.

4. Introduce decision making at lower levels in the organisation.

5. Give praise and recognition to employees for their efforts and achievements.

6. Ensure two way communication and ensure that communication flows are
relevant messages get to the relevant personnel.

Ensure that proper working condition have been provided to employees.

7.
8. Must identify training needs of employees and arrange training programs to ensure that they are able
to overcome their weaknesses.

effective and the

9. Must provide career growth opportunities to employees. <-? Q

10. Group working must be encouraged. - O <9/\
o

Extrinsic vs. intrinsic motivation: QQ

Different types of motivation are frequently described as being either extrinsic or intrin'%O r\'\
- vy N

Extrinsic |ntrinsr¢;\fn‘:7 : —
Extrinsic motivation is those that arise from outside Intrinsiq motivation are ¢46SE tQat arise from within
of the individual and often involve rewards such as | the individual, such a oing)a complicated cross

money, social recognition or praise from | word puzzle pureju\f‘ /tIQS personal gratification of
management. solving problem, {\ Q&

X<
N
%alth, such as food, water, shelter,

The elements required for survival and normal mental and
Protection, from environmental threats, and love. _
In simple words human needs are those things/desires DIChGETe necessary to be satisfied for human

23
¢S

Simple explanation of human needs: _
ygéblct\

Survival.
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Motivation theories: o . n organisation s
Several theorists presented their theories of motivation in order to ixplzr; m?opv;:ubr ?explanation:a:)uf
attempt to motivate its employees. In management circles, probably

motivation are based on the needs of the individual.

Taylor's scientific management theory.

Maslow's hierarchy of needs.

Elton Mayo's human relations theory.

Herzberg's two factor theory.

McClelland's theory.

Vroom's expectancy theory.

onhwh >

F.W.Taylor scientific management theory: (1856-1917) a
Introduction about theorist:

Frederick Winslow Taylor is a controversial figure in management history. He was the first person to

analyse the management of workers. In his book named “The Principles of Scientific Management”, he
explained his scientific ways of motivating employees.

Theory:

Taylor considers human beings as an “economic man”. According to him money is the sole reason fpr
which people come to work and if any organisation wants to achieve the desired level of success of its

employees then it must provide them an opportunity to maximize their eamings. He promoted the idea for
a “fair day’s pay for a fair day’s work”.

His scientific approach includes/requires:

1. Select workers to perform the task.
Observe them performing the task and note down the key elements.
Record the time taken to perform each part of the task_
Identify the quickest method recorded.

2.

3.

4.

S.  Train all workers to do the task in the quickest way and do not allow them to make changes in it.
6.

7.

s being used by them.
theory of economic man. (Piece rate system).

Supervise workers to ensure that this “best way” i
Pay workers on the basis of results-based on the

» @ his theory is also named as ‘economic
man’ theory. This approach of Taylor meets the lower leve| of human needs which are physiological and
safety needs.

Taylor's ideas became less popular during 1960’s for a number of reasons: (\(ZO
\
- \

1. There are different human beings with di_fferent mindset, not all staff members/
work for the money. They might be having certain other needs as wel| e.g.

7 . . social n@s ch can
just be satisfied by providing non-financial rewards. i o '\r\
2. His “best method” ideas might not suit all workers or all industries. \\ N
3. Piece rate system of payment is just suitaple for production workers and s% in this worker's
emphasis is maximum productivity not quality. Q N

As such Taylor's ideas were often dropped in favor of the new Japanese' gl' | o@otivation.

5 A
Maslow’s hierarchy of needs: (1908-1970)

N
N
Introduction about theorist: _
Abraham Harold Maslow was an American psychologist w@wq&best known for creating

- : G ds
Maslow's hierarchy of needs, a theory of psychologi %@predncted on fulfilling innate human nee
in priority, culminating in self-actualisation. \\A
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eory. .
ITnhh,s theory he classified human needs into five levels. His theory was not solely baseq on people in the
work environment and his findings have significance for students of psychology and sociology too.

SELF-
ACTUAUZATION
Pursue Inner Talent
Creatvity Fulfillment

SELF-ESTEEM
Achievement Mastery
Recognition Respect
/ _ BELONGING - LOVE
Friends Family Spouse Lover
‘ SAFETY
Security Stability Freedom from Fear

PHYSIOLOGICAL
Food Water Shelter Warmth

In above mentiongd pyramid five levels of needs identified by Abraham Maslow are given. According to
Maslow human beings have these level of needs and for satisfaction of these they will come out to work.

If an organisation can manage to satisfy these needs of its employees then it can expect to achieve
desired level of motivation of its staff. .

This hierarchy of needs was interpreted by Maslow as follows:

1. Individual needs start on the lowest level. (Physiological needs).

2. Once one level of needs has been satisfied, human beings will try to achieve next level.
3. Self actualization or self fulfillment can never be permanently achieved/satisfied.

4. Once a need has been satisfied, it will no longer motivate employees.

How to satisfy different level of needs:

~_Higher level need To satisfy offer:
1. Creative and challenging work. Self
o sufficiency, playfulness, meaningfulness.
Self-actualisation needs 2. _Participation in decision making ,r"\{? o
__[3.Job flexibility and autonomy. We) <o/ -~
|1, Responsibility of an important %j3b D
communicate, training etc. &>, Q
Esteem needs. 2. _Promotion to higher status jok~, &’ ~N
) 3. Praise and recognition of bossast N7

Lower Level Needs. : To Satisfy QfferY o\l

1. Friendly co-workers. N

. 2. _Interaction with others (grédp working)

Soclal needs 3. Pleasant superui!Q[,V,Q

1. Safer workingigbnditidns.

2. Job securi nfact) health, protection,
Safety needs sick leayeg, pengidn etc.

1. _Restand-fefr@shment breaks.

2. P:&e@l %.?amfort on the job (working

W cofditions).

Physiological needs ®easonable working hours.

%A\[éésonable salary, shelter, sleep etc.

<5

4
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Limitations of Maslow’s theory:

Masiow's theory of motivation is very popular all over the )Norld and PTOV'd"f _?L:}de|'nes to

managers/management for motivating employees. However, Maslow's theory has m.anly |‘:m fa(;Qns-t

1. Maslow's theory is over simplified and is based on human needs only. There is lack of direct cause
and effect relationship between need and behavior. _ _ A

2. The theory has to refer to other motivating factors like expgctgtlons, experience gnd p_erceptlon.

Needs of all employees are not uniform. Many are satisfied only with physiological needs ang

security of employment. o

Sorme levels of hierarchy do not exist in some people. E.g. self-actualization.

Some rewards fit into more than one level. E.g. money.

Self actualisation never can be permanently achieved.

Maslow's assumption of ‘need hierarchy’ does not hold goods in the present age as each person has

plenty of needs to be satisfied, which may necessarily follow Maslow’s need hierarchy.

w

NN

Importance of hierarchy of needs theory:

Although Maslow's theory has been criticized on above grounds, still it holds many advantages or merits.
It helps the managers to understand the behavior of their employees. It also helps managers to provide
the right financial and non-financial motivation to their employees. This overall helps to increase the
sfficiency, productivity, and profitability of the organisation.

Elton Mayo's human relations theory: (1880-1949) ;
Introduction about theorist:

George Elton Mayo was an Australian psychologist, sociologist and organisation theorist. ;
Mayo is known as the founder of the Human Relations Movement, and is known for his research including
the Hawthotne Studies and his The Human Problems of an Industrialised Civilisation (1933). The
tesearch conducted under the Hawthorne studies of the 1930s showed the importance of groups in
affecting the behavior of individuals at work.

Theory:

[Elon Mayo's work illustrated that manager's involvement is very important to raise the level of motivation
of slaff If company or managers took an interest in employees and cared for them, it had a positive
Impact on their level of motivation. When managers took a greater interest in employees they felt more
valued and empowered. His work also showed that employees often work best in teams. He also Sh&w

that they were more motivated if they were managed and consulted more. It means that he di gréed
wilh I-. W.Taylor that employees just work for money. \> "i’\'

Mayo Initially believed that workers were motivated by: O ]\Qb

I Working conditions. \\0 /,\
<. The skills of workers. \O a,
J linancial incentives, g\) %)
He conducted a series of experiments at the Hawthorne factory of the &; e@&ectrio Company in
Chicago. [t was put to the test over a five year period. \b A _
He {=olated two groups of women workers and studied the effect on r\e:; Eg&ctnvﬂy levels of changing
‘rtyv rkin
N\

factors such as lighting and working conditions. He found that ch g conditions or financial
rewards had little effect the motivation level of employees. QO _ -
Then he made a conclusion that workers are motivated by the ‘@ interact with each other. In gthoer:
wonds, working in teams (group working) within which theybn Ke decisions had a major impa
theit level of motivation. O @’Q}
. o
Conclusions of Hawthorne effect: N _
A8 a result of Hawthorne study Mayo concluded that wo&ers are best motivated by:

o —4—4
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Better communication:

e d they w ' ee m kers. This will boost their
There hust be an ctiv O wWay communication between anagers and wor | h :
:ﬁdenn and they will feel that th y have been given importance by the managers. part from this
0 a e b rt A

nen they will be given an opportunity to give input in decision making process, this will not °r.“¥ |rr\r;;;rove
:;uamy of decision but will also enable management to implement its policies with minimum resistance.

2 Greater manager involvement:

puring the Hawthorne study it was fo
managers in their working lives, Wh
level of productivity was increased.

und that workers performed well when there was an involvenjen; qf
€N managers gave more attention to workers then due to this their

3  Groupl/team working;

In Hawthorne stugiies they also experimented with group working. Hawthorne workers did not previously
regularly worked in teams. So they observeq that group/team working resulted in an increase in the level
of motivation of workers, Therefore, it is Suggested for organisations to reorganize production to
encourage greater use of team working and introduce personnel departments to encourage greater
manager involvement in looking after em

i Ployee’s interests. Mayo's theory most closely fits in with a
paternalistic style of management/leadership.

Herzberg’s two factor theory: (1923-2000)
Introduction about theorist:
Frederick Irving Herzberg (April 18, 1923-January 19, 2000)

psychologist who became one of the most influential names in
for introducing Job enrich

born in Massachusetts was an American

business management. He is most famous
ment and the Motivator-Hygiene theory.

Theory:

Fredrick Herzberg selected a sample of 200 workers for his research and asked them what motivated
them. From this he developed his TWO-FACTOR THEORY. He found that it is possible to divide things

that motivates into 2 groups. Instead he split them according to MOTIVATORS and HYGIENE
FACTORS.

According to him these are the two sets of factors that impact motivation in the workplace. C\@ Q
Low High '\O 6\

X0
2
&N
NP
?,bq,
Motivation factors =~ O

+ Promotion

opportunities
« Opportunities for
personal growth

Job satisfaction

™

- . _ . =Recogpition
+ Responsibility
+ Achievement

Job dissatisfaction \

o

High Low
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Rygiene factors:

—mase fac2ors are not going to motivate but they are going to prevent de-motivation. These factors include
saary. b securty, working conditions, organisational policies, and technical quality of supervisiop,
Lrough these factors do not motivate employees, they can cause dissatisfaction if they are missing
Something as simple as adding music to the office place or implementing a no-smoking policy can maké

ceopie less dissatisfied with these aspects of their work. However, these improvements in hygiene factorg
3o not necessarily increase satisfaction.

Motivators:

Those factors which are going to raise the level of motivation of employees. According to Herzberg these
could be things such as responsibility, achievement, growth opportunities, and feelings of recognition, ang

are the key to job satisfaction and motivation. E.g. managers can find out what people really do in their
jobs and make improvements, thus increasing job satisfaction and performance.

Relevance of Maslow and Herzberg's theory:

\ Maslow

\ self-actualisation

motivators

~

\ self-esteem

\ sncial

\
\
safet
1 Al W\ hygiene

physiological

Implications of Herzberg'’s theory:

If we analyse the theory of Herzberg then we can say that his ideas are based on job enrichment an; he
believes that non-financial rewards are going to contribute more in the process of motivating emp,

: L es
as compared to financial rewards. The reason for this is that he is taking salary in Hygieng.factars/
according to him salary does not motivate but it prevents de-motivation. \'\b Q(D\
f\

According to him in order to motivate employees management should: o N
1. Involve them in the decision making process. \{, /;\ |
2. Manager's involvement will be important and they should praise and give\@ pa'ék about their

performance. . . 7 |
3. Their jobs should be designed in such a way that they are going to com@e /q%riety of tasks. It 1S

intended to avoid boredom. ©

Ei\ <O
:\@'
&
N
oL
Lo

0@

&
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criticism on Herzberg’s theory:

His theory can be criticised on following basis:

1. His theory requires providing job enrichment. This could be expensive for the organisation and might
add financial burden.

2. In his research he selected a sample of only 200 people, which is quite low.
3. He considers salary as a Hygiene factor, means it does not motivate but prevents de-motivation.
Similar surveys conducted later on have obtained different results.

Conclusion:

We can say that by following Herzberg's two-factor theory, managers need to ensure that hygiene factors
are adequate then build satisfaction into jobs. i ’

McClelland’s theory of needs: (1917-1998) ,)-f"
Introduction about theorist:
David Clarence McClelland (May 20, 1917-March 27, 1998

noted for ““fﬁw""‘ on need theory, publishing a number of works in the 19508-1990s and developing new
scornng systems for the Thematic Appreciation Test and its descendants. McClelland is credited with
developing the achievement motivation theory commonly referred to as need achievement theory,

) was an American psychological theorist,

Theory:

David McCletland‘s)acqmred needs theory recognises that there are different human beings with different
mind sets of with different echool of thoughts and their priorities for needs are different, He also believes
that individuale are not born with these needs, but they are actually learned through life experiences.
Davia McClelland's research indicates that individuals are motivated based on three needs.

1 Need for achievement: (N-ach):
The arive to escel, to achieve in relation to a set of standards, to strive o succeod.

2 Need for power (N-pow):

The need to make others behave in a way that they would not have behaved otherwise,

3 Need for affiliation (N-affil): (\@,\ »,

The desire for friendly and close intsrpersonal relationships and conflicts avoidance, : O‘ ¢ /\

W Lleland associates each need with a distinct set of work preferences, and managers 8yy "’P)‘-"‘“"'

the environment to meet thess needs, N

High achievers differentiate themsetves from others by their desires 1o do things bolt»s,\fffqm individuals

ate stongly motivated ty job efuations vath personal responsibility, feedback AN intarmediate

degree of risk. In addition, high achisvers often ezhibit the following bntmvmrs;Q\_) c My
y-

/Gy personal responsibiity for finding solutions to problems )

7 Wart ragvd fesdback on their performances so that they can tell mnh\y_g(ﬁm)m they are Improving or

naA )
7 Get moderately challenging goals and postlorm best when they pﬁ)ﬁﬁyaﬁhqu probablity of success as

)60 ¢

(
hei indidual vith a high nesd o poust is lirsly 1o foll pAth of continued promotion over time.
Indraduate with a high need 1o poust oien domonstrate thd0)opng behaviors:

7 Enjoy teing in chalge Q' KON
7 Want W influernce others.
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v Prefer o be placed into competitive and status-oriented situations.

People with the need for affiliation seek companionship, social approval, and satisfying interpersona
relationships. People needing affiliation display the following behaviors:

¥ Take a special interest in work that provides companion ship and social approval.
v Strive for friendship. N

¥ Prefer cooperative situations rather than competitive ones. i

v Desire relationships involving a high degree of mutual understanding.

Vroom and expectancy theory: (1932-) ﬂ

Introduction about theorist:

Victor H.Vroom is a business school professor at the Yale school of management. He holds a PhD from
University of Michigan. _ ' .
Vroom';ty primary lr%search was on the expectancy theory of motivation, which attempts to explain why

individuals choose to follow certain courses of action in organisations, particularly in decision making and
leadership. His most well known books are ‘Work and

motivation, Leadership and decision making’ and ‘The New Leadership’. Vroom has also been a
consultant to 2 number of corporations such GE and American Express.

Theory:

Vroom’s expectance theory is based on this fact that human beings work for rewards. If expectancy of
employees for getting rewards is high then they will put in extra effort to achieve their job objectives, in

other words their level of motivation will be high, but if their expectancy for achieving reward is low then
their level of motivation will also be low.

Yroom’s YIE Ezpectancy Theory

L ’

/7,

| Effort 9) Performance % Outcome =

Expectancy- Instrumentality.. Yalence..
Eehidftrat if | Eciedtrat if | oo Vs ch A catrs i tot b
tryrard | c2 better, Igsd 5 LA s irhararvo or
oo better better rer/card /58 Ty /4
/
Self Concept Enwir ornmental Supports & (}")\
SeEfficacy * pees arvd subordinate saupport \, N
Locus of Cortr ol * quality of raterials & equipmest O r(:)
* traite ) * availabitsty of pestinert iformation v P
* competercies * previous sisccess ot ta sk \\ ;0
* yalues Role Specific ideritics 0 q/'\
v -h
Vroorm'’s theory is based upon the following beliefs: e QO
c¢.
1 Valence: rfg

(rewards). The depth of the

&
It refers to the emotional orientations people hold with respect Wé
want of an employee for extrinsic (money, promotion, tim <

-Renefits) or intinsic (satisfaction)

Management must discover what employee’s value. b &
‘ {7
O @
2 Expectancy: @
Employees have different expectations and levels cotﬁfdence about vhat they are capable of doing

Management must discover what resources, training, of upervision employees need
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Instrumentality:
e confidence of employees that they will actually get what they desire, even if it has been promised by

implications of the expectancy theory:

The managers can correlate the preferred outcomes to the aimed performance levels.

The managers must ensure that the employees can achieve the aimed performance levels.
The deserving employees must be rewarded for their exceptional performance.

The reward system must be fair and just in an organisation.

Organisation must design interesting, dynamic and challenging jobs.

The employees' motivation level should be continually assessed through var
questionnaire, personal interviews, etc.

ious techniques such as

AN NN N NN

. conclusion of all motivational theories:
In essence, all theories that we have studied, all tell us that workers are different and that only financial

rewards pannot ‘motivate employees. In order to achieve the desired level of motivation, organisation
must design a mix/package of both financial and non-financial incentives.

. Motivation in practice: Financial and non-financial rewards:

All theorists_ agree on thi_s fact that management needs to offer some incentives or rewards to its
employees, in order to achieve their desired level of motivation.

These incentives or rewards are mainly categorised as:

1. Financial rewards.
2. Non-financial rewards.

Financial incentives/rewards:
Pay may be the basic reason why people work, but different kinds of pay can motivate people differently.
Here are the most common methods of payment.

1 Wages:
Wages are paid every week, in cash or straight into the bank account, so that the employee does not

have to wait long for his/her money. People tend to pay wages to manual workers. Since wages are paid
weekly, they must be calculated every week which takes time and money. Wages clerks are paid t&do

this task. Workers get extra pay for the overtime that they do. <\ N
AN
2 Time rate: N Oh

hours they are going to work in the organisati OE,Q.QMO per

hour. The benefit of this is that employees are encouraged to spend more time in t \ apisatlon, this
could help to achieve more output level. However, a drawback associated wilh~hIg Hg" that it only

in ight slowdown
encourages employees to stay for longer hours. In order to maximize their earning 9
the pacegof worﬁ. |¥ eans efficient and in-efficient both employees will earn a@;’o%mt and there will

be no extra incentive for efficient employees. @ (C‘)
IO

In this employees are paid on the basis of

AN
3 Piece rate system: ?a‘\( O
for production department where=m f{agement can directly measure

- : itabl
This method is normally suntabem this employees are paid h sis of output they are going to

Vi i rkers.
g:ﬁgﬂzte'v'g oféﬁfc:rfeg(tﬂ:/v cl>t means that there is an incentivefor }\Qmployees to maximize their earning.
R .E.Q. %2 p " has also been recommended by T, inmHis scientific management theory. With
is method of paymen axffise thelr earnings, while there will be an

; i ble
the help of this method efficient employees will be a
incenufe to inzrease their productivity and match th nds with efficient employees.
K\
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rawbacks of introducing this system First of al| orimary o

UM outbut and guality will be therr secondary orority A=

this therr €aming will not be fixed angd they might not be able to prapare budgsts £ S durmg e:am
boom they might be abie to increase their eamings but during economic racesson their 8AMIMZS wij e
oW In this payment system there will

e no guaranteed e

there might be no P

However thare a8 9OINg 1o be certain g
of emplovees will be © produce maxim

aming/minimum pay for workers so during strikes or due 10 shomtage of row Midary
roduction and their eaming will be zarp.

4 Salaries:

Salanes zare paid on m

onthly basis angd normally straight into the bank accounts of STpysss T
P2yment system ig usually used for white coligr Smpioyees. A salary is counted as an amour: P yar
that is divided intg 12 months accounts. -

The benefit of this 'S that organisation can Ensure 2 guaranteed monthly payment o its Smo
however there will be noin

STy
Centive for eficient employses to put in exira sFort as at the and both Scey
and in-efficient empioyees will get same amount 2s salary.

5 Commission:

This methog is used

just be 2ppointed on
goods they have so

10 pay szles st This could be merged with szlary or 2 sales represe#;gtws Tyt
the basis of commission. A percentage is paid, usuzlly to sales sta% on tha

valus
d. Workers are €ncouraged to sell more. However, they Couid persuade customars D
buy products they do not really want making the company look bad. This gives an SnCouragaman: 1
efficient sales People 10 maximise their ezrming.

Just like the piece rate in bad month where there zre Ittle sales, worker's pay will f2il.

6 Profit sharing:

This normally happens in thoge organisations in which there is going 1o be an €gual opportunity empio yer
or in those organisations which zre g0ing through crisis and cannot pay salary to their &

might introduce this payments system,

Employees receive a
put in extra effort to in

get nothing if the business does not make a profit.

8 Performance related pay:

In this, employee’s pay is linked to the effective
it is hard to measure productivity. It uses the

¢
9 Share ownership: ,I\’OQ

('\ ip in
In this employer offers employees to buy shares in the company. Wete a sense of ownership
them. They can either benefit dividends (profit) or sell their shar hen$

2& rket price will rise.
: : . O
Non-financial rewards/incentives:

> al
i ing financ
As discussed earlier that there are some human neﬁ{gvm%h can be satisfied by offering
rewards, while other needs can be satisfied by%

. an
on-financial rewards. Eg. s§°.;3'/,'fr<v>3idin9
belonging needs identified by Abraham Maslow in archy of needs can be satisfie
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_financial incentives are often called as perks or

i~
. wizh the opportunity of group working. These non
)'e qe benefits E g. free accommodation, free car etc.
N.,_:_&,v-,a'sssﬁ rewards include:
ation:
“ Deleg | ‘ ' .
—.c occurs when managers pass a degree of authority down to the hierarchy to their subordinate

2 Empowerment: s to
when 2 manger gives his subordinates a degree of power over their work (i.e. it enables subordinates
ne f2irty autonomous and to decide for themselves the best way to approach a p(oblem)- ved in decision
ywhen subordinates will get authority then it might act as a motivator as they will be involved |

maxing. secondly they will be get an opportunity to show their worth.

3 Job enlargement:

There are going to be some employees who will like to have more responsibility. Management might add
certzin additional tasks in their jobs. These additional tasks are going to be of the same level of
management. It is also said that there is going to be a horizontal loading of additional tasks. E.g. a sales
manager who is leading group of 10 sales representatives might be given an additional span of control of

5 szles representatives,
Job enlargement might also be used to multi-skill an employee.

4 Job Enrichment:

This is similar to job enlargement. This is a method of motivating employees by giving them more
responsibilities and the opportunity to use their initiative, Difference between Job enlargement and job
enrichment is that, in this new responsibilities are going to be of a different level of management. It is also
said that new responsibilities will be vertically loaded. In other words, these could of higher or lower level
of management. E.g. A senior sales representative might be given the role of appointing new sales

representatives as sales manager might not be available to do this task.

5 Job rotation:

- Some time an employee might get bored due to performing repetitive tasks. In order to restore interest of
that employee by providing him change, management might rotate his job to another department

. (transfer). E.g. a finance officer working In credit control department might be transferred to sales

. department. This will not only provide change to that employee but will help to develop multi-skilling. After

AL

' a specific time period he might be called back to his normal job position. (E.g. finance department)

v O <A
6 Quality circles: S
@Q’\@ity with in

This is a group of workers that meets at regular Intervals in order to identify a problem
Q) anagement the

production, consider alternative solutions to these problems, and then recommend %

solution that they believe be the most suitable. \NXa)
This is intended to satisfy team/group working needs, being identified by diffeer‘thegi’st . E.g. Abraham

Maslow, Elton Mayo. ) )

T

.

7 Team working: NN
&g& an extreme division of labor.

This js the opposite production technique to an assembly line wh ‘
eam working involves a number of employees combining tasprodu product, with each employee

T
specializing in a few tasks. Cell production is an example of tg §Qx 9.

B Work councils: &
QQ& foRgular discussions between managers and
a QQ

This is a type of worker participation and it con ‘
‘epresentatives of the workforce over such issues the business can improve its processes and

Jrocedures.
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2.3 Human Resource Management (HRM)

Human resource management (HRM): »
Human resource management (HRM) is the function within an organisation that focuses on recruitment 5 |
management, and providing direction for the people who work in the organisation. HRM can aiso ¢ |

parformed by line managers. |
Qr

The company department charged with finding, screening, recruiting and training job applicants. as wel |

as administering employee benefit programs.

Human resource management includes conducting job analysis, planning personnel needs, recruiting e |
right people for the job, orienting and training, managing wages and salaries, providing benefis ae
incentives, evaluating performance, resolving disputes, and communicating with all employees at 3
levels.

In this dynamic business environment only highly motivated and well trained work force can achies |
objectives, so human resource management department will enable business to achieve such a desr= |

workforce.

How employees can add value to an organisation:

Employees can add value to the organisation by: A

1. By increasing productivity. o RA

2. By improving quality standards of products. XN Q-

3. By contributing innovative ideas in the process of product development. ¢ ,\C
N

4. By improving customer services to raise their level of satisfaction. X
v\ 'S ’\/

i Moo
Functions of a human resource management department: (s o@?m)

Following could be the activities that human resources completes to add vala; to a};ompany.
1. Human resource or workforce planning. !\g o)
AN

2. Manage and utilize workforce effectively. P
3. Design a performance appraisal system and evaluate perfor ) ifferent employees 10 rew?

those with impressive performance and identify training needsof t not doing well. ) ;
4. Providing training to employees to develop compelgn s@t at will enhance indiV

organisational competencies.

Increasing the innovation, creativity and flexibility nec@arp@ enhance competitiveness. suooess".
Continuously monitor developments and apply v@p ches to work process design.
planning, career development and inter organis. bility.

oo
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rainin

fa manage the implementation and integration of technology through improved staffing. 9

/ communication with employees

g Toensure Ihe working envirenment is safe for employees

(; [ rales awnleNeee of Gurrent workplace legislation.

j Developind BpPIoprate salary packages for different staff members depending on their skills and
66BN

11 (rawing ufp contracle of Mhplbynmm
17 Informing employees about dismissal or redundancles.

14 Involving all managers in the development of thelr staff.
14 Maintaining slaff data baee

Umf /

Do businesses need to have a soparato HRM department?
In any organisalion there i& no doubt human

| osource department performs various functions and each
funiction, In iteelf is of great value and requires

‘ ‘ much expertise for exercising and implementation. For any
organisation, slaff of man power is the most valuable asset. In this dynamic business environment where
computers and information t6chnology have brought revolutionary changes in the progress and
performance, human resource factor's Importance has become imperative. Organisations consider the
human resource management department playing a major role in staffing, training and helping to manage
people &0 that people and the Organisations are performing at maximum capability in a highly fulfilling
manner

8o many organigations will prefer to hav

© a soparate human resource management department.
Note: also Include above mentioned

functions of HRM department in your answer.

How To Moasure Effoctivoness Or Human Resou
Effectiveness of human resource dep
1. By the increase in level of motiva

rce Department (HRD):

artment can be evaluated on the following basis:
tion of employees.

2. By the reduction in the rate of labor turn over.

3. Bythe Increase In productivity of employees.

4, By multi ekilling. (if workers can perform multiple tasks).

6. By the reduction In rate of absenteeism.

€. By the reduction in accident rates.

7. By the quality of output labor is producing.

8. By the level of customer satisfaction.

2.31 Approaches to HRM /n
Approaches to HRM: OO
Difference between ‘hard’ and ‘soft’ HRM: O o)
Human resource management deals with the people side of a business, it ensures that all l@gtec tQ
employment are properly implemented in organisation. Hr department and manage fa!so‘determines

whether HR is meeting its staff training, performance, change management

‘ niRjStrative core
objectives and assess how well HR is supporting the company’s overall strategy. OYo
~

L
-
.

RN
Hard Metrics :

. & >
Hard HR metrics are part of a traditional approach to managin a@ agésuring HR policies and
procedures. These use quantifiable data to assess the overall HR f G'can~ Rd the processes for which it

Is responsible. Operational efficiency and cost assessments are B objectives of hard HR metrics.

Calculations determine, for example, the average time it takem@pen positions, training costs per
O

employee, compensation revenue ratios and revenue per e"%’
N

Soft Metrics @O N

Soft MR metrics is also called human capital metrim%f&@é;s on human capital value and on the impact
human capital has on business results. Soft HR melrigs view employees as business assets who are
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€ssential for maintaining a competitive advantage. Qualitative methods assess productivity, performan |
adaptability and level of commitment according to a theory that happy, skilled and productive emplq 003
increase business efficiency and profitability. Examples include employee engagement or satlsfactk)n
ratings, utilization percentages, tenure ratios and performance goal ratios.

Significance

Despite or perhaps because of their obvious differences, hard and soft HR metri0§ can work together 4

aid a business in meeting its operational and strategic objectives. While hard metrlcs_ focus on the “What'
of cost control and getting the function right, soft metrics link to the "how" of busmess strategies ang
desired outcomes. Together, hard and soft metrics provide meaningful data businesses can use in

moving the business forward by making business decisions that meet the needs of both the businesg ang
employees.

Types of employment:

There are variety of employment types that a business can offer to new staff including full time, part time
Casual, fixed term employment, traineeships and apprenticeships.

Full time/ permanent work:

This is a regular and ongoing work of between 35 to 45 hours (full time em

ployees are paid a weekly
wage and yearly salary) which includes non-wage entitlements and benefits like paid holidays, leave, sick
leave and long service leave.

Part time:

Such employees usually work on a regular ongoing basis, They are paid on a Pro rata basis. They are
entitled to the following:

1. Annual, personal, sick leave and carer's leave.

2. To be paid for public holidays falling on days on which they would otherwise be working, and
3. Long service leave.

Many people enjoy the flexibility of part time work, especially if they have other jobs or responsibilities
(like parenting or study). There has been an increase in job

sharing which is when two people agree to
divide a full time job into two part time jobs.

Casual employees:

Casual employees are employed on an irregular basis
agreed (between the employer and the employee)

as needed. They can work as many hgogo@
/

They: \;\OQ\O
1. Have not expectation of ongoing employment. O ,\Q
2. Are free to refuse offers to work. o N

3. Are paid a loading (a minimum of 20%, but some awards provide for a N@Noqdmg). but no
personal or sick leave or annual leave entitlement.

Q\) Q‘bq/
Fixed term or contract: ®©

These employees are hired for a fixed period of time, for example, for a%p?&ﬁg project, or to replace an
employee on sick leave or parental leave. Management need:%}r \lde the employee with az
agreement in writing that sets out the length of the employmen t. Fixed term employees ar

entitled to the same annual, personal and other leave enti@er@ s full time employees, but of
proportional basis for the period of their employment. b b(\
o 2

Apprenticeships and traineeships: @

These are fixed term employments (usually three rs) for the purpose of employment tr:itri\c":g'l
Apprentices typically learn a trade, such as plumbing, rainees typically learn non-trades occup

o
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i -si learn about
ch as secretarial work. Apprentices and trainees usually perform work duties ontsner iggdwhich about
sue job off-site as well. A specific base rate of pay is given to cover the employment period,
:&e a study based payment.

self employed:

Workers are also known ag Independent contractors or sub-contractors. These people work fflafr
themselves, so they control the hours and amount of work they do. Many trades'’ people e.g. are s?t-
employed to be sub-contracteq by businesses like reg| estate agents. There are certain taxation benefits
for self-employed workers to

| wor COMpensate for the risks of not finding work. Self-employed workers are
reliant on the availability of work in their particular field.

Voluntary work:

It is unpaid work. Many chariti
purpose is to provide free se
assigns the responsibility for 2

€s (non-profit organisations

vices to the communit

akat Collection, or for th

Advantages and qlisadvantages of

Advantages
1. They are not permanent fiapy

[ ty for salary payment. | 1. Since th
They are only paid for the time period for which they
are hired.

2. They are more flexible and

) rely on voluntary workers, because their main

y. E.g. during Ramadan Shaukat Khanum hospital
e sale of fund raising tickets.

temporary employees:

Dis-advantages

ey are hired on temporary

basis so they may not be able to

develop loyalty with organsiation.

. ) e can give time to business | 2. Since they are temporary employees
according to its requirement, and may join competitors in future so

3. Through this arrangement business can afford to hire may leak out business secrets.
specialist staff that might be too expensive on full time | 3. There could be variation in quality of

products as different employees will

produce products at different time.

inge benefits e.qg.

S etc.

basis. For example, chartered accountants, engineers
etc.

Such staff is not entitied for certain fr
pension, provident fund, fringe benefit

Measuring employee’s performance

¢ 0 & S >

. s N
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Performance appraisal: o

<
i f‘em loyees™.
In simple words, “it is the process of evaluating peﬁosﬁceqq ploy

&

Itis defined by Cascio as:




m
4 p
Tas Reaad & White Fublications Pooplo i O’w""""”"
S SITETEC oasonton of STMoyee's | i
~L SRR ATemoloyes's job relev
iy b o O \ e evant, stren

» N
ANV S mo

: ath and weaknesses"
nths or once in a year,

=9 j'-'
"
:?’
ct,
o]
=
3
Q
=
jo B
3
(2}
(o)
=
Q.
=

/

ct performance appraisal?
| “\e‘ oenomance of an employee due to any of the following reas
Sy = 20 en oioyse to the top management. ons;
= SV STENETS and wesknesse n employee.
€ organisation.
troegram of the co.

(|
ty ) £

/

Loy 0 ds g
iyl

[N
2
(0
1
3
1]
.
}
'

(

(] (T)

)

e
-

)

& " S e : given to employee.
_-S=Eoo TE= 0T empioyes or the coming year.
= TES0OWE o isions os --

-~

S IV o=t S hur

TNl

fs '

Process of performance appraisal:

e -

Sl = s R
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SITITIINC=EE e =NCE siznd

$i2ndzrds to employees,
Wezsirz cedformanes o+ employzes.
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BTUEE r2sul with 2me Cyee.
va2ez woleciive zction.

r a b mr A e e’
ToeTeT 2ol redew zction

5.

SEUNTIIR SN
\}

Methods of conducting performance appraisal;
Feedback from superiors:

Vg i Pie frst 20d most comn woniy used methods, At the end of the year superior/boss will appraise the
£ g sutordinzte znd vill file 2 report about this to the top managerment. The benefit of this

= 20 (ONRr empiuyes' s performance throughout the year and can give findings. However, thera
it e 2 Sanger of ezloudly o “fzvoritivr,

&

1 Self appraizal:

In 9is empioyes B zsved to appraite nisiner performance, This might

show the confidonce, of
ANt On emnpiues, Honerer, it would be rare if employes will identify his/her w«mkrm:mm,'r.f_ocuu}
/,,,-. g _,,_", T ‘~ » i \,\ /
% e/pteti Vo e on strengths, o \O’ ¢ )\
N 0O
2 Peer appraizal: ,

e ) N )
ress mesns olieagues, In thic z colleague might be asked to evaluate the purmn’gar( 0,0f hit ()Hmf'
,/»,u,'.,,,,.;{. This oo nelp to identify wearnesees and strengths of an employes, Hg by lr"c«.:mm dango

Alf e ' nu s miaht be an e lealousy’. or TavaMtism',
Wt e w5 O apgraisal by superior as there might be an element of ymlo%;:g@ (.3 Vohtisim

<
% Feadback zubordinates: 17

. A manaaasd (O / ’ otes, Oincy
In this top mansgement might decide to get feedback about a manages 1r,\mp ilher subordinate

. bt i ar, this

thesy i s woriing with him, 5o they might be ablé 1o ,r)fO‘/'d‘J;f“?’”f;?' i aks
feesstmcy. sright e biased as manager might be strict with his "’23“”'.'5@"' and they mig g
I8, Aol
1616114 O{"
. Y
4 Fesdback from consumers: O’ @ or's feedback 1o ovalualo
It i Wirety 10 b6 uesd in servics sector business, Ma%ﬁmngnight o ?",' e o thay sk 19
the sadonmances of an amployes, E£.9. if we call 2 baok & hotline for some servico &

N
.
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5 feedback about the quality of service or if you visit a restaurant at the end they give a feedback
give
card

5 360 degree appraisal:

We just discussed that in above mentioned methods feedback could be biased or it cqqld be based on

oriism. Even we might get a variety of consumer feedback. |.e. some may be positive while others
fav be negative. In this type of appraisal management will pick common strengths anq weaknessgs of an
mr::;myee identified by above mentioned sources. As a result of this it will develop its final findings for
Sen‘ormance appraisal.

why performance appraisal might fail?
There could be certain reasons for the failure of performance appraisal. These are as follows:

1 Some managers are too nice:

In case of superior appraisal, managers are required to appraise performance of their subordinates.
Some people by nature are so nice that they prefer to favor their subordinates

There is a possibility that they might sugarcoat the negativities of their subordinates. In such a case
performance appraisal system might not be able to achieve its desired objectives.

2 Lack of continuity to conduct performance appraisal:

Managers have so many things to do and some time they are overburdened. In such situations they may
not get time to conduct proper performance appraisal of their subordinates. In this situation as well top
management might not be able to achieve targets of an effective performance appraisal system.

3 Biased approach:

If information providers e.g. colleagues, managers etc. are biased with the employee then they will

highlight negative aspects of that person. In such a situation appraisal system might not be able to
achieve its desired targets.

4 Appraisal criteria:

For the ef_fective_:-ne_ss of'an appraisal system it is important that management must properly communicate
the appraisal criteria to its employees. If employee has no idea about the evaluation criteria then he might

not be able to perform according to that and performance appraisal might result in de-motivation of
employee. %

/’Q
5 0 = -0 \/g\
penness and participation: N Q
For the effectiveness of a performance appraisal system employee'’s participation is le N(Cn\

: _ ‘ portant.
Management will have to collect variety of information from different sources. If em articipate

0 . . . pI X w
actively to provide information then one can expect that appraisal system shall éqli\o achieve its
desired objectives, otherwise it will be in doubt. \) %s)

Q i~

8 Ability of rater's: 7
&@% managers who will be

Effectiver)ess of an appraisal system will also depend on the skils;
Involved in appraising performance of different employees. If they g{%’s nd experience to discharge
level '

their duties effectively then performance system might get desired

N uccess.

Measuring employee’s performance: b rb.&\ :
Business can face problems in case of low productivit @tsfémployees. Business must take steps to
SNSure that its employees are properly motivated tqacf 4X@\desired level of efficiency. It is an important
function to measure productivity of employees.

&
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Labor productivity:

Lab i , , ,
timec_)r productivity can be measured on the basis of output they are going to produce in a given perioq .

Labor productivity = Qutput In a given time period 0.q. a year

Total staff employed

A simple measure is that if ivi o . e 3 ,
= productivity per employee is increasing then it is said that employa.,
performance is improving or vice versa. Ployee's

Absenteeism rates:
It measures the rate of workforce absence as a proportion of the employee total.

Absenteeism (%) = Number of staff absent x 100

Total no. of staff

High rate of apsenteeism reflects the poor level of motivation. Management must take steps to improye
level of motivation of its employees in order to reduce absenteeism rate otherwise it will affect productivity

which could even result in decreased profitability.

Labor turnover:
Measures the number of employees leaving a firm in a given period compared to the average number ,
i

employed, as a percentage.
It can be calculated with the help of the following formulae:

ing x 100

Labor turnover =
Average number employed

Reasons for high labor turnover:

Possible reasons could be:

Poor working conditions.

Low payments.

Bad management style.

More attractive alternative offers, e.g. from competitor.

Lack of promotional chances. @

Lack of fringe benefits. C Q
-0 ¢

DOBWN A

Impact of high labor turnover: QS
N |

Cost of recruiting new staff. 0
Cost of training new staff. \0\\

Variations in quality of product.
May discourage future applicants and may make it more difficult to recruit. \) Q’b
Product quality might be affected. Q @

Company might lose some of its orders.
Bad image of the company. .\,@ O
Qe?

NOORWN =
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Management by objectives: (MEO)
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The MEO process: C’_ .
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1. To ensure the success of the MBO process a manager's job must be analysed to identify the key
areas, role and responsibilities. A list of key roles is drawn up by both the manager concerned ang
his/her line manager. _

2. From this information quantifiable objectives or targets should be set, e.g. sales of Y must increase by
15% over the next 12 months, or the quality of X must increase by 5% over the next 6 months. At the
same time targets are set, a means of measuring performance against targets must be identified, eq.
production figures, sales figures, waste levels.

3. At the end of the set period, the tasks set are reviewed to assess how the manager has performed,
This review is carried out by the manager and his/her line manager. '_rhe [lng manager will try to
encourage the manager to assess how well target have been achieved, identifying areas of progress

and points for improvement.
4. Following the review, targets will be set for the next period, based on past performance and what can

be realistically attained.

Core concepts:

According to Peter Drucker managers should “avoid the activity trap”, getting so involved in their day to day
activities that they forget their main purpose or objective. Instead of just a few top managers, a!l.managers should:
1. Participate in the strategic planning process, in order to improve the |mp_Iement ability of the plan, and
2. Implement a range of performance systems, designed to help the organisation stay on the right track.

Management by objectives-Advantages & disadvantages:

[ Advantages_ disadvantages
1. Itincreases job enrichment which could lead to [ 1. Manager and his subordinates have to agree
increased level of motivation of employees. on objectives/target, this might consume a lot of

2. Since manager and subordinates are in time.
coordination so strategies can be implemented | 2. Businesses operate in a dynamic environment
quickly. which changes quickly so there are chances

3. ltis a coordinated and consistent approach. that objectives can become outdated quickly.

4. It leads to better understanding between |3. Setting target does not guarantee success, for
manager and his subordinates which decrease this continuous monitoring and dedication will
danger of conflicts. be required.

5. It helps to improve the understanding of the [4. Very careful and able leadership is required
whole system. which is generally difficult to get.

6. Monitory performance becomes easier (5. The elaborate  written goals, careful
(deviation is identified). communication of goals, and detailed

7. It helps in setting priorities for subordinates. performance evaluation required in an 0

program increase the volume of paper in
an organisation. A
6. Sometimes the goals are unachia@g?ecvhich
might lead to failure of MBO. A O |
N

v N
)
Conclusion: NN
. 1 .~ , .
MBO is often achieved using set targets or goals. MBO introduced the ‘SMARJs cu‘le&ibl. objectives for

MBO must be Specific, Measurable, Agreed, Realistic and Time specific. N
As explained earlier MBO was first outlined by Peter Drucker in 1954, l%ut, QOs(,\(.Peter Drucker himseif

decreased the significance of this organisation management method, wh ’eﬁgtd. '
“It's just another tool. It is not the great cure for management inefficle cyOManagement by objectives
works if you know the objectives, 90% of the time you don't.” R

©
GQ\
ObG’O

Q%
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group/team working

2.3.3 Cooperation between Management & Workforce

Group working:

Most of the theorists suggested that management must encourage group working, as it will help to satisfy
social needs of employees and apart from this quality of decisions will also improve along with the level of
motivation of staff.

Types of groups:

1. Formal groups.
2. Informal groups.

Formal group:

A formal group is an official group that is formed to do a specific task in an organisation. Group members
are selected by the management and they are assigned certain authorities and responsibilities. They are
considered to be the representatives of the management and their communication is considered to be the
formal communication. Other employees are required to follow their instructions.

y

Formal groups in a business: ,\@

Departments within a business are good examples of formal groups. From time to time differeﬂ\ pé
might be set up to cope with different problems or do different tasks. Sometimes people ent
tasks. Sometimes people from different departments could come together in a group to do aQ\project
. N '
Informal group: \O\\ N
An informal group is a group of people which are formed independently by th m} %?(l/not official, but
the People in the group have a common interest or cause. Both formal and infétma %ups are needéd i
business, and let's see why in this example. E.g. a school might create f@ball léjm (formal group) bunt
thg players need to bond together to play effectively (informal group%&xe@infonnal groups a?e not
going to be the representatives of management and their com é‘nﬁ is termed as informal 0
grapevine communication. N i
‘ N
O

Informal groups in a business: bQ

;here can be many informal groups in a business that c@m@gse the motivation of workers because

bae"y have a true sense _of belonging. E.g. there is &‘L\gélory workers, who are interested in basket

i . and they form an informal group, as a result, nzhey get back into their formal group they a
ely to co-ordinate better with each other. _ €y are




Y
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There are other scenarios where two departments merge to become one, making them one formal groy
However, the people from these former departments still see themselves as separate from each othe,
These two groups of people will refuse to co-operate until they are also merged into an informal group
Therefore, informal groups should be handled carefully In business to yleld the best resuits. :
Regular meetings, free, holiday, sporting events and such things could be orgamsqd to create informg
groups and use them in a more positive way to avold them getting into the way of business activity.

«  How cooperation between management and the workforce can be of benefit to both.

Group working- benefits and problems:

Benefits Problems

v High commitment to the achievement of targets | v Lead to slow decision making. )
and corporate objectives. v Leads to grouping.

v Clear understanding of the role of each person v Might lead to confllpts. .
within the group. v Active members might dominate groups.

v Free and open communication between v Misunderstanding about responsibilities.
members of the group develops understanding | v Perceived lack of commitment in some group
between members. members.

Group is good at generating ideas. v There might be personality clashes.
Management's work load decreases.

Creates competition among group members.

Raises the level of motivation of employees.

IENENENRY
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Workforce Planning

rce planning (Human resource planning):

ocess of planning human resource ré
d and supply of the work force. This man led to

categories of workforce planning:

Wworkforce
1.
2.

Operational.
Strategic.

planning falls into two broad categories:

Operational workforce planning:

Operationa
opera

ISAE R el

Or
ng is a set of procedures that an organ
/management team possible, maximizing

Optimizing the distribution of talent among divisions and departments.

Identifying functional needs and hiring new workers to meet those needs.

People in Organisations

Identify obsolete/outdated functions and reassigning workers as necessary.
Ensuring the greatest possible overall worker job satisfaction.

Strategic workforce planning:

Strategic workforce planning deals with broad based issues that evolve over months and years and can
encompass all the aspects of an enterprise. Examples include:

Forecasting knowledge drain as employees leave the organisation.
Forecasting future talent needs.
Determine and evaluating likely future sourcing options.
Implementing an effective workforce analytics strategy.

1.

2
3.
4

Phases/stages in workforce planning:

Following could be the stages in workforce planning:

Phase 1

Define and Identify

Workforce

Phase 2

Conduct Supply
Analysis

Phase 3

Conduct Demand and
Gap Analysis

Phase 4

+Collect workforce data
from Human Resource
Information Systems
(HRIS) and other sources

*Identify functional
positions/roles

*Develop competency/
skills, proficiency levels

*Valdate data with HR
Managers, Supervisors

«Use statistical tools to
conduct a workload
analysis to understand
work performed

«Determine workforce
capabilities needed to
accomplish work

«Create analytical tocls to
depict charactenstics

«Validate outputs with
organization

-Conduct supply analysis to
determine strengths, risks,
gaps

*Identify future demands for
workforce needs

+Use histoncal and current
data to analyze trends,
and mode! data

+Conduct a gap analysis on
current and future supply!
demand

«|dentify workforce
objectives and delemine
workforce development
strategies

*Develop and implement an
action plan with a detailed
timeline and phased
approsch

*Create feadback
mechanisms

*Determine which
empioyeos will own
process and train thom to
continuously employ
workforce planning
process

| workforce planning function on a person to person level and streamlines employee r

tions day by day. Examples include:
Optimizing work schedules and employee hours.

|

quirements for the organisation. It
plans regarding training,

isation can implement to maintain the most
profits and ensuring long term success.

elated
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Factors which might influence workforce planning:

There are cerian 3OS which business nesds fo considar in e Drocess ofF workiare DAY
ommerwise T M2y Not De that successtul These factors could hee

1 Cost factor:

i1 is onzs of ths most mporiant factors which nesad to be considersd as it
business. Business must have strong financial resources to support

Twill 233 financial burden on e
t s workforce planning. Bven
gecision mace as 2 result of workforce pian will result in cost Eg. raining program, axtra recruitmant
redungancy payment in case of redundancies etc.

2 Human relation issues:

A highly motivated and loyal workforce is considered to be the key to success of any business
organisation. As 2 result of workforce planning business will make certain decisions. Some of these may
be in favor of workforce, while some may not be. In this situation business will have to design a strategy
to manage reaction of workforce (e.g. redundancies) in order to ensure effective mplementation of its
workforce plan.

3 Business image: D
Consumer satisfaction is the prime objective of any business organisation. An effective workfo n \\W
ensure that there will be an effective coordination between employer and employees. % iRg will
reflect in consumer services, especially when it is a service oriented business. This will Q) itive
impact on consumers as they will get better services from staff due to high level of mqtigZ?l)\’Thns could
also serve as a competitive advantage for the business. \\ N

50 2




People in Organisations
mit-2 Read & Wme Publications

2Lt

//’ Yen poo , NAE%\(
X 1 t;s \M7 \I\\W

‘ \r'v" \“\

\ ’—.

2.3.5 Role of Trade Unions in HRM

Trade union:
‘An organisation whose membership consists of workers and union leaders, united to protect and

promote their common interests”.

or

‘A labor union especially one limited in membership to people in the same trade”. &

PN
N

~ AN

yer Qve\l-»pay'* job

o S

‘A group of employees in a particular sector, whose aim is to negotiate with emplo
security, working hours etc, using the collective power of the members”.

Functions of a trade union: \
1. Obtaining satisfactory rates of pay for its members. \SO
2. Ensure that proper working conditions are provided to workforce. Q

3. To support training and the professional development of its members.

4. To ensure that its member’s interests are considered by the employe@er&ny

o>. Decision is made which will affect the workforce. (\

6. Negotiating bonuses for achieving targets. \Q

g. Obtaining job security for members.

Negotiating employment conditions, such as contract of emS@n;\em or rights relating to redundancy
and dismissal.

9. Negotiating grievance procedures. (step by step proceé r@mployee must follow to get his or her
complaint addressed satisfactorily).

10. Negot|at|ng job descriptions of employees. %

1. Bridge the communication gap between manage &fand workforce by creating an effective
Communication channel.
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13 Represent Warkforee in negotiations with the management/employer.
X Design and Implement an industrial action (e.g. strike), If conflict cannot be resolved through
tegotiationg

Chamctoristlcs of a trade union:

Trade unions must register itself as union.

It must become affiliated to the Trade Union Congress (although not all do).

It must be independent of employer's influence in negotiations. ) )

It must regand collective bargaining and the protection of its member's interest as it main functiong
It must be Prepared to use industrial action to further its member’s interests.

L4 ‘. ‘£ ‘< 4

_Benefits of trade union/ why employees might join trade union?

- Benefits to employer Benefits to employees

1. A channel of communication is developed with | 1. It will provide a sense of secm

the workforce, which might lead to better workforce.

|, understanding. 2. It can provide valuable advice to its members
i 2. Better working environment/relationship can be (work force).
J created. 3. It can provide them legal services. E.g. in case
' 3. Employee morale ang motivation may be of unfair dismissal.
; Improved if they know that their interests are | 4. Itcan help them in placement/finding new jobs.
? being protection by union, 5. It can ensure that employees will get a fair
g 4. If role of trade union iS positive then it can help financial reward for their effort.
]f employer to develop understanding with | 6. It can ensure proper working conditions ang
L___employees and implement its policies quickly. fringe benefits for employees.

Why employer might hesitate to allow trade union?

It might act as a pressure group against employer.,

Employees will get into strong position and demand higher wages, which might increase cost.
They might threat an industrial action, e.g. strike, this might delay production,

Decreased human resource control.

More lawsuits and Arbitrations.

NRWN A

Factors which might determine strength of a union:

1. How many members are its members? If majority is having its membership then it is likely to be
strong or vice versa.

. — 9
2. How much public support it has on the backing of its demand. .(\ /\Q
3. How much media support it has on the backing of its demand. .\o &
4. Management policies or tactics. X0 QQ
5. Legal environment. O N
6. Labor market situation. E.g. in case of labor shortage management will be forced Q&Ge[ﬁ\demands

or vice versa. ‘ ‘ ' Ne) (.l/'\

7. Inflation is high so the demand for increase in pay will appear to be reasor@@ Qrb

7 ©

Single union deals:
& bargaining. Previously

According to this management will only recognise one ynion for gh Q{:}p‘gﬁ
there used to be many unions in one organisation, so it was dingK opthe employer to develop and

communication channel since all used to have small representa@ ;\Qb%yees.

Q

Beauty contest: b@"bb Isati diff ions will
. : o cognise just a single UW e organisation, so different unions

Since employer is going to recognise | ér}ognise only that union which will have the

compete to gain recognition of an employer. Empk@
membership/support of majority of employees.
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What is 3 conflict?

gifference of opinion which results into a dispute. All stakehoiders have confichng obrechves which

might lead to conflict between them. Conflicts in an organisaton might @xist between dffierent stakehokder

roups but the most common conflict is likely to exst between two internal stakehoider groups e
employer and workforce/trade union.

possible reasons for a confiict:

Management policies. E.g. autocratic style of leadership

poor working conditions.

Low wage rate.

Lack of fringe benefits. E.g. medical allowance etc.

Unfair dismissal/termination.

Change of management policy. E.g. shift from piece rate payment system 0 2 fixed salery payment
system.

Introduction of technology/threat of redundancies.

Lack of promotional/career growth chances.

Low increments. (annual pay raise given to employees to meet increasad cost of lving may be due 1o
rise in inflation).

10. If management is not allowing employees to join trade union.

11. If training opportunities are not provided to employess to overcome their weaknesses or enhance
their career growth chances.

12. If labor laws are not properly implemented in the organisation.
13. Long working hours.

(R R NS

© ™ N

How to resolve conflict?

Confiicts can be resolved in two ways:
1. Negotiations/Collective bargaining.
2. Industnal action.

Negotiations/collective bargaining:

The first method of resolving a conflict between employer and employees is that both partes o confict
must sit on the table and negotiate to resolve confiict

Collective bargaining is one way of minimizing conflict within the workpiace. It mvolves determining
conditions of work and terms of employment through negotiations between empioyer and empioyee
representatives such as trade unions.

2
. . . “ N\

Requirements of collective bargaining: - <: \

1. Employees must be free to join representative bodies, such as trade unions. N \Q B

2. ;r:;byem must recognize such bodies as representative of workers and agnee\&%iag\age With

3. Such bodies must be independent of employers and the state. \O\ A N

g- Bodies should negotiate in good faith, in their member’s interests. Q Oyt

. Employers and employees should agree to be bound by agreements \\itf@ ha\@g’m use the law o
enforce them. e N
’\\' O
Collective agreement: \é( C,.Q
The result of collective bargaining i liecti e ;
} rgaining is a collective agreement. Se ents are usually wntten

;ire signed by the parties and will be binding. Collective ag either be: v and
3 Substantive agreements. \b\

- Procedural agreements. O *C;"

283
S
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1 Substantive agreement:
These are concerned with terms and conditions of employment. They include pay, working conditions ang

fringe benefits.

2 Procedural agreement:

These agreements set out how the parties in the bargaining should relate to each other on certain isgyeq
They include negotiating, redundancy, dismissal, recruitment and promotion procedures.

Advisory Conciliation Arbitration Service (ACAS):
In order to resolve industrial disputes the government has set ACAS, which has three main roles:

1 Conciliation:
It acts as an independent communicator between parties. i.e. employer and trade union.

2 Mediation:
They also propose a settlement, but the parties do not have to accept it.

3 Arbitration:
ACAS listens to suggestions from both sides and then makes a decision.

Types of arbitration:
There are two types of arbitration:

1 Binding:
In this both parties will agree to abide by ACAS’s decision.

2 Pendulum:
This is where ACAS will side with either the trade union or the employer.

Industrial action:
Conflict between employers and employees can lead to industrial action. Industrial action can be t?\dyby'
n the

both employers against employees and by employees against employers. However, it is | bgﬁ
interest of both groups to reconcile differences through negotiations and consultation before ‘t%"ﬁa apyon

although this is not always possible. O QO
N
X
Possible industrial actions by employees/trade union: N\ K
Employees or trade union can take following industrial actions: \30051,
QYO
()

1 Picketing:
In this workers will stand outside the w

orkplace and will not work, TQQQ%%"&C! productivity of the
organisation. o

In this employer will offer workers to work overtime but wB?}h%fuse to work overtimo.dlﬂ ordo
pressurize him as he will not be to complete order on time ave to accept thelr demand.

. &
2 Withdraw of goodwill: 59‘()&) 3 (10
t
O o
&
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Go-slow:
1 this workers will work slowly and will reduce their productivity. This will delay production and consumer
" ars Will RO be delivered on time and apart from this employer will have to pay more wages due to go

of employees, '
ed by PIA's pilots association in Pakistan, as they used to come late for their flights and the

Sow polrey
ule of flights got disturbed and Govt. had to remove MD PIA as it was their demand.

™S was us
WX sched

4 Work to rule:
1y this case workers will only perform those tasks which will be included in their job description. If
amployer will ask them for multi tasking then they will refuse to do that.

5  Overtime ban:
Trade union will restrict its employees to work overtime and they will only work for standard hours as
secided in their job contracts.

6 Official strike:
1 this employees Wwill go on strike with the agreement of trade union.

7 Unofficial strike:
In this employees will go on strike without the agreement of trade union.

8 Sit-ins and work-ins:
S=ins and work-ins are mass occupations of premises by workers. A work-in is where employees
continue production with the aim of demonstrating that the facto is a viable concern. It is sometimes used

when there is a threat of closure.
In 2 si-in. production does not continue. The aim is to protest against management decisions and, in the

case of factor closure, prevent the transfer of machinery to other factories.

9 high rate of absentees:
in this case employees will start utilising their casual leaves and due to this production targets will not be

met on ime.
7

10  High labor turnover:

In this case employees will start leaving organisation as soon as they will find better alternat_esggi\s" Wﬁ

ncrease recruitment and training cost of employer. ,0 \D)
OO

Possible industrial actions by employer: ‘\(/ r\'\

N0
ﬁaﬁ%@nﬁ% for industrial

1 Termination:
In this case employer might decide to terminate those workers who are in

action. E g. strike. New employees will be recruited as replacement. e
X 7O

2 Suspension: N o
Employer will suspend activists for industrial action. This will be of gérary basis to pressurize other

empioyees to get back to work or to withdraw their demands. (‘> 4§
b (\

3 Withdrawals of fringe benefits: o2

In this case empiloyer might accept their demands byt jthdraw certain incentives. E.g. reduction in

medical allowances efc. \X‘ﬁ
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4 Lockouts:

i s case empioyer might not let workers enter in the factor/office and he will lock factory. This ig Goiny
o be on temporary basis 10 pressurize workers to withdraw their demands,

5 Transfer:
In this case employer might transfer activists to other factories/areas having lesser facilities.

6 Closure:

Thes 18 2n extreme step. Owner might decide to close his business on permanent basis. All employeeg will
lose thes

7 Introduction of capital intensive production:

In this case employer might decide to introduce technology. Since the requirement of workforce j
decrease and redundancies might take place.

8 Low increments:

Increment is the annual pay increase, which is given by an employer to his employees in order to enable
them to meet increased cost of living, which could be caused due to inflation. This year employer might
give low rate of increment to hig employees,

Factors influencing the success of employee’s industrial action:
There are certain factors which may influence the success of industrial action of employees. These could
bes:

1 Nature and strength of union:
If union members will be united to face consequences of industrial action then there will be more chances
for the success of their industrial action or vice versa,

2 Legal support:

If demands of trade union are legal then there will more chances of success or vice versa.

3 Public support: 2
This is also going to determine the level of success of industrial action. If trade union leadership is\@"’bf/e ()
gain support of public then pressure on employer will increase and he might accept their derr%@ A

Q.«

Q

4 Media’s support: ) 00'\;\
Media has become very influential in recent years. If trgdg unioq leadership is éeg\\o et support of
media then there will be more chances for the success of its industrial action or vic\3 a‘z/

\

6 Labor market situation: s
E ' J\@ase of shortage in labor
& O

It will also determine the success level of the industrial aption of. emplo
market employer will have to accept demands of trade union or wce\vﬁ(

Unlon action is likely to be less effective if management
the car industry, a strike by employees may not affect a there are stocks of cars and orders

can still be met, B , , e
Management may encourage non-union workers 4gqtﬁlon member to cross picket line and com

back to work,

x &
Q\
6 Management tactics: G &
Wduce the problems for business. I
if
<
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2.4 organisational Structure

atis an organisation?

up of people working together for the accomplishment of common goals”.
i is a process of dividing work into cdrs\)/zﬁient tasks or duties, of grouping such dufies in the
. jsation I1s a S ( e tht
Or?:“:;f post, of delegating authority to each post, and of appointing qualified staff to be responsible th
;work is carried out as planned.:(G. E. Milward, Large Scale Organisation.)

‘Ad

th

2.4.1 Relationship Between Business Objectives, People and
Organisational Structure

principles of good organisation

Objective should be clearly defined. (Mission Statement)

v/ Flexibility.

v Responsibility.

v Discipline. .

Organisational structure:

in simple words organisation structure refers to how authority and responsibility for decision making are
distributed in an organisation. o

r.
Organisational structure is a system used to define a higrarphy within an organisation. It ldent!ﬁe? zlag
job, its function and where it reports to within the orggms_atnon. Thls gtructure is developed to esew
how an organisation operates and assists an organisation in obtaining its goals to allow for future growth.
The structure is illustrated using an organisational chart.

N
X0
I O
| B W

%
Why an organisation should develop a structure? Q Y

An organisational structure gives a clear guid'eline to its members t@'}\are‘going to proceed. A
clearly established organisational structure gives the group a S @t&mamtaln order and resolve

disagreements.

0.
¢

People who join the group, as well as to the group itself.
Structure in any organisation is inevitable. An organi
group is going to have some structure whether it
which best matches up with what kind of orga@
Wwhat you see yourself doing.

63 or not it might as well be the structure
ci&\)ou have, what kind of people are in it, and

Q

N : - -
An organisational structure will also bind members togeth% E\Qﬁ'es meanings and identify to the

Q@'y definition, implies a structure. Your
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Purposes of organisational charts:

v To show relationship between different management postions
v To sow responsibility of different management postions.

v Provides a complete picture of an Organisation

2.4.2 Types of Structure: Functional, Hierachical (Flat anq

Narrow), Matrix

Different types of organigational structure:
An organisation can be structured in different ways:

Hierarchal/Beurocratic structure:

This is 2 type of a traditional and recognizable way of structuring 2n organisztion. Mzn / HG2NEZONE ¥y
structure them in this way using 2 hierarchy. The levels of hierarchy refer to the numier of lzyers witni
an organisation. Traditional organisations tend to have t2ll organisztionz] chart mt’n many lzyers of
hierarchy and are often authoritation in nature.

In 2 hierarchical organisation employees are ranked 2t various levels within the organieation. ezch leyel «
one above the other. At each stage in the chain, one person has 2 number of worrers ditectly urder
them, within their span of control. A tall hierarchical organisztion has many levels 24 2 fizt hierarcnics
will only have 2 few. The chain of command (ie. the way authority is organised) is 2 typical pyrama
shape.

| Managing Director

|
|

|

Director ; Director ‘
Fleet Manager Personnel Manager |
l
[ I | |
Commercial| | Conservatory | | Domestic | Exterior | | Administration
Division Division Division Maintenance | | Department @
Division | (\/ O
Contracts Contracts Managyer Direcror g Manayger | ¢
Disector Manayer ’ l ;-\ O~
po
Contracts | [Asst. Contracts| | Contracts Contracts Accounts
Manayer Manayer Manager Manager Manager
Designer

I l'mcumn_] [ Foreman ][ Foreman J

[
[“Operaives | [ Operatives | [ Operatives |

Hierarchical org.structure: W Kashif Aziz.

(*«
3
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rarchal structure- Advantages & dis-advantagos:
ie whdhidddtnl oo

' H Advantages ~ Dis-advantages |
loyees at @ lower rank know who the boss | 1. Communication problems might arise due trﬂ
; Emp longer chain of command. '

1.

LN

féwer ranks can get promoted. 2. Jealousy between employees might rise when |

Employees know exactly what position they are one gets promoted, :

in and also know what job they have to do. 3. Employees may not agree on the changes

Ensures systematic management. within the company and unvwisely e/gress that

The hierarchical structure creates clear lines of | 4. Leads to slow decision making as there are 5
The lines establishing the many authority levels,

communication.
relationships
subordinates

direction.
When organising employees according to

> hierarchy, it makes sense to organise them by
job category. This allows employees to do
similar jobs to share the resources allocated by
managers and for mangers to coordinate
similar efforts for great effect. This grouping
sets the stage for efficient operations and cost
savings through economies of scale.

between managers  and | 5. Hierarchical structures centralises g/uer a0/

also provide communication authority at the highest level possitie. Trvs
could cause de-motivation in lower ranvs,

Flat structures:
Taking out levels of hierarchy creates flatter organisational structure.

Diagram of flat structure:

)

F J

\_I_./

DO0O00O00C

There are fewer levels in the flat structure organisation. In this example structure, there is one person at
the top with everyone else reporting into them on an equally level.

. %

Flat structure- Advantages & dis-advantages: {’\;‘Q
Advantages Dis-advantages XS
Decisions can get stuck as a sult\-of

1. People feel more involved and can take on | 1.

more responsibility. consulting with many people. N

Greater communication. 2. People may have matrix ma’QQgérr;e'\t, with
more than one manager. Q"\

Better team spirit.

Less bureaucracy and decision making. Only suitable for small cgfe rganisations.

Lower costs as lesser employees are there The function of each’depadment can get
blurred as roles me& @

for salary payment. X
, > O

Functional structure: §(\ &

proda

There are different functions of an organisatoin. E.g. market
resource etc. In this an organisation is divided into segments
This allows the organisation to enhance the efficiencies of these fupctional groups.

As an example, take a software company. Software s will only staff the entire software

development department. This way, management of thi ferial group becomes easy and effective.
large organisations which will be going for
[

b wn
> w

jon, research, finance, human
n the functions when managing.

This type of organisational structure is likely to be s ' | be going fc
mass production at low costs. The low cost can be a d by such companies due to efficiencies within

functional groups.

4__A.‘
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Assistant
residen

~3

I 1

- Marketing

Engineering

Engineering
administration

Preliminary
design

Advertising and i i}
promotion

Electrical
engineering

—

Sales
administration

Mechanical
engineering

S S

Sales — Packaging —

l

— Quality

I'

data processing

|

+
T

Production

I-‘

Prodcution
planning

Financial
Planning

Industrial
Budgets Bl engineering

General Production

Bl accounting JIl}l engineering

=d Purchasing

Statistics and Tooling

General
production

—

Functional structure- Advantages & dis-advantages:

Peaple in Oy
Dﬂthn 1
Sap, -

Advantages

Dis-advantages

1. It is a planned organisational structure which | 1.
has planned roles within the organisation.
It provides flexibility in the organisation. 2.
It leads to efficient performance and to
specialisation.

There is a clear chain of command and span of | 3.
control which decrease chances of confusion.
There are simple lines to control.

There are going to be economies of scale with | 4.
efficient use of resources.

There is going to be high quality technical
problem solving.

In-depth training and skill development within
functions. E.g. production, marketing etc.

oo A~ Wb

N

'I:'here. might be poor communication ,and
coor.dlnation across functions. °'/"\
Decision making authority is centralisQ @\ﬁ

the top management which coulQ"Q"a
motivation.

A loss of clear responsibijity” J&raproduct of
service delivery, and slad” jnnovation in
response to environmenta ’%s.

One of the most seji isgmvantages occurs
when members oK functibnal departments

become OV$@°iali’z . develop self-

a-{de-

centered, narr vig%oints, and lose the total

system p ctived ‘/)

flatrix organisation structure:

Btructure uses permanent cross functional teams to integr.

presentation from all departments, e.g. marketing;

S &

N ‘
he matrix structure combines two structures i.e. functio@d *rtmental and project structure. This

H

onal expertise with a divisional focus:

In simple words for each project, an independent prgj e {is established. This project team will have

ion, finance, etc.

These members will work together to make their projectsuccessful. Each project team will be responf"b'e
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(o 15 own project.
Emplo ees in @ matrix structure belong to at least two formal groups at the same time:
A functnonal group
program of project team.
They 8150 report 10 two bosses, one within the functional group and the other within the team. This
Sructure not only increases employee motivation, but it also allows technical and general management
yaining across functional areas as well,

piagram of matrix organisation structure:

e,

Clibef o Chijef Chilef axrss Chief
preliminary mechanh al electrical hydraulb metallurgical
design eugineer engrieet engineer englueer

Project A
Manager

Project B
Manager

Project C
Manager

Project D
Manager

Matrix structure- Advantages & dis-advantages:
Advantages

Dis-advantages
1 There is less direct contact so resistance can

1. Task of project focus is there.
2. Team working is encouraged. be there from the top management,
3, Itis a flexible structure. 2. There might be a conflict of mtere.j.\ @
4, Co-operation and coordination  between finance rep. might want low cost, bu @ﬂrl@}hg

different departments is encouraged. person might demand more Aotional
5 More chances of success of project. budget. A
8. Itis motivating and challenging. 3. There is going to be overla alithority as a
7. It helps to develop manager skills. representative will be e to project
8. Creativity is encouraged. manager and then departmental
0 It relosces the top management from the | - Mmanageses well, _

4, There will be Wg struggle between

burden of detailed planning. )
10. It also encourages de-centralisation. managers. \5 , , ,
1. There is going to be 2 quick response to | 5. Itis costly t as business will have
A nological changes. to pay s s6 many managers.
ange in market and technolog bers of the | 6. Itencpyra s:‘éti%cussion rather than action 80

12. Point of view of all the mem ,
8 ' deci \mg process may be slow. -
13, |tt::?z;%tbeeclc&nv:;dzrﬁgerresults. |7 R '{g%?"&‘:k of the department might be
14. There is going to be a clear responsibility, as it (gl
—_pinpoints product-profit responsibilty. Gr— .
Note; <& ﬁ
ghly comple product systems.

Matrix organisation is used in industries with hi
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E g. aerospace industry where project teams are created for specific space or weapon systems

Functional vs. Matrix management:

[ Functional management Matrix management
| Mangers are organised according to their function, | It brings together employees who can help soive

eg. all the marketing managers are grouped | particular problem, e.g. someone to dea| With e
together, and all the finance managers work | marketing, someone to focus on the finance andse
together and so on. The advantage of this [ on. This brings together people from differel,?t
approach is that it keeps specialists working | functions that can benefit from each other's Skillg
together so they can share their expertise. and experiences. The disadvantage is that
employees have two bosses (one is the Project
leader, the other is their functional manager); this
can cause communication problems because there
can be confusion over who is in charge.

—_—

Why some organisations are structured by product and others by function or
geographical area? (2Al-4).

1 Product based structure:

Product based structure is when different department of a business or different businesses work together
if they are working same product lines or activities. Each division is likely to

operate as a profit centre. This will help to measure the performances of each division. Apart from this
health competition may take place between each division. There may be scope for reorganization. An
organisation by product provides some flexibility for the future loss making divisions may be closed down.
Cooperation may also improve because each division is pursuing the same goal.

Organisation might also have some drawbacks it is structured this way. There may be duplication of
functions in different departments. Competition between divisions may become counter-productive. This
is likely to occur when the divisions compete for the organisation resources. Senior management might

lose control over each individual division as well,

2 Geographical area based structure:

In a geographical based structure business has a large number of very similar operations which are
widely dispersed. They are operating in a very similar or sometimes identical way.

It enables to serve needs of local people more easily and there is going to be improved communicati&n. It
may possible to encourage healthy internal competition between different regions in the organisatio,n‘b A
However, there could be certain drawbacks of this and one of them could be there is goin to | q\g
duplication of resources. Secondly, it is also possible that local managers may begin to igt{c}u (i%_thelf

o

own policies. , . .

E.g. Beacon house and City schools are structured on geographical region basis. \ ) ,\'\
NN

N

3 Functions based structure: \Soqu/
Already discussed. Q @)Q

Conclusion: 7
Every organisation needs a structure in order to operate systematical 'ﬁte nisational st(uctures can
Stlg,lét of the organisation.

' used by ¢ [ if the structure fits into the nature and th ;
be used by an organisation if th s through and enhance thelr

processes and manpower. One company may start as a pre-b

Ob@")

In most cases, organisations evolve through structures when they ?
; ; u?ébu{e\@\ company and may evolve up t0
O

a matrix organisation,
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pelayeving- Advantage & dis-advantages:
— Advantages

— RecLces DUSNess cost

» xorRns he chain of command, resulting inte
marNEd communication. |
~oreases span of control results in delegation
May help o raise the level of motivation of
3.3-1

A= 1)

243

Formal and informal organisations:

Formal organisation
According to Aller:
‘The formal organisation is a system of well
defined jobs, each bearing measure of
authority, responsibility and accountability."
A formal organisation typically consists of classical
nerarchical  structure  in which  position,
responsibility, authority, accountability, and the line
of command are
cearly defined and established. It is a system of
‘well defined jobs with a prescribed pattern of
‘ communication, coordination and delegation of
authority.
Formal organisation must be flexible each and
every person is assigned the duties and given the
required amount of authority and responsibility to
carry out the job. It creates coordination between
workers to achieve common goal. The inter
relationship of staff members can be shown in the
Organisation chart and manuals under formal

Organisation.

ENY
Reoad X \W\iike Foluicabiva

B L b e ANy Ay

Coss N RN R (VIR v ers oy ks af Iugiaichiy i Al aiganiaalivial st By odl
AW AN SIS TANAQN R SO INANAGRINAIL TR el I ehave Wi baywt b Asatalaid

evence betiveen Delayering and downaizing:

PUONS TRONEY @ Whde lave/lavel afF ianageiineil ke Ballsi sty aiganisativn & alijiehis
DVONRS CIOSING spacfio areas of the iganiaalicn (o eail ¢ivala

Din advantages
Radundaney pavieita ki iaiiageta
Incteagad work iad aF isinaiiing tiaiingeta

\
A Might leadt (o ihaeciiiity (e mctivating)

Formal and Informal Organisations

Informal organiaation

Informal  organiealion ia an  oiganiaaiion  whici
eslablishes he (elalionahip on the  hiaala o
member's interaction,  comimunicalion,  perapnal
likings and disliking and soolal contacta within aa
well as oulaide the organiaation It atlaea haturally
on the basig of friendship o example sone
common interact which may or may ot be related
for example he lypists working I diffetent
departments may from informal droup  due to
gimilarity of work eommon language, common
hohhy'. common habite may also lead to informal
organigation.

The informal organigation relationship exists iMer
the formal organisation also. The iffbinia)

organisalion gives a gisaler job satisfagioh to e
individuals and results In maximum Pt ﬁquana
)
4
)

Features of a formal structure:
1. Itis flexible and properly planned.

Itis used on principle of division of labor and e&fficiency In opergt)
It concentrates more on the performance jobs and not 43

Organisation charts are usually drawn.

o . b
®MMand is normally maintained.

- "€ responsibility and accountability at all levels o

YONE
N

o bdividuals parforming the Jobs,
<

tion should be clearly defined, Unity of

Coordination among members and their control are well - {lﬁJ fhmugh proGesses, plocedures, fules
ele. th T a\ﬂ &4 ,
‘.‘ -

S
.
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of hierarchy:

. STMoie worss ¢ s defined as: .
= \
~S#=7S o management responsibility from top to bottom of a business.

L= ZTengement of mndwiduals within a corporation according to power, status and job funtion. In ,

2-5ie comzany. usually the board of directors will be at the top, followed by the CEO.ilvfeo oThagr aCls? be
_. Z=rman of the board of directors as well as the president. Below the CEO wi ement ~evel
e, 00 3 the CFO, CIO, and COO, followed by upper managsment (vice
o cooerimanagersidirectors), then the employees in each department who are further broken down into
=reis of expenence and authonty.

5 levels of hierarchy

Senior
Managenmert
Managena ?
level Business
Head
N e s —— a— d——

‘b s b J— ——

o —— — s St— S—«

‘“--—-——-

W B . — d— —

Chain of command:

A system whersby authority passes down from the top through a series of executive positions in which

sach is accountable to the one directly superior.

Chain of Command

Secretary of State 57
e

Deputy Secretary o\</\

Under Secretary ) Q‘D
Assistant Secretary C’O ?\Q

N N
Deputy Assistant Secretary p) N
{
Office Director bfbpl/

Peputy Office Director
Desh/Action Officer

N
©
b3 o
8pan of control: \ O ,ho
It showa the number of subordinates which are mgiu

position | ¢ a sales manager (8 leading a group 0 s
be 10 subordinates

der the direct control of a management

representatives, so his span of control shall
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Manager

| S E———

! . po— . Y - 7 y|
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Bubordinete | | Bubordinete Subndnmta | | Suten drma (&nmman

A
N
-

wide span of control:

In this 8 manager is going to lead a relative bigger group of subordinates. f Wise span A oo can
have positive or negative effects on the employees, or miz of both, depending on hon the usiness
handles supervisory duties,

| o] | ] e e e

e ———————————————————— — p— R

Span of control =7

www . { acatsouk.com)

|
i
!
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Wide span of control-Advantages & Disadvantages:

Advantages Dis-advantages

1. Staff is empowered to make their own | 1. There vill be an excessive work turden on

decisions and to carry out their own tasks managers, 8o they may make wiong :

without interference by managers. 2. They 'will have o supervizge t(co
2. Less number of managers will be required so it subordinates; this may affect of

will save cost of salaries. supervision. N7 2
3. Less levels of communication for decisions to | 3. Managers may get less time for ni6g ™~

pass through. 4. Subordinates may make deci m'ey are not
[4._High quality staff should exist. trained or capabie of makindh > ,. ~

h g
Narrow span of control: Q 7 Q”
In this case a management position will manage a smaller group of subordi:wes, 9
NS
’\\
Je”
&
)\
5
o
<
< u
E
o~
\":‘
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l Director

Manager Manager ,
2 3 ‘

Example:

Mlnlger‘]

\ ' )
L

Span of control = 3

Narrow Span of control-Advantages & Disadvantages:

Advantages — s ‘ |
1. Better contro| of Dis-advantage

managers, 1. Lesser delegation as manager has fey
g‘ g:tifsed orale among staff. subordinates to manage. |
4 Bett Eers;onal contact. 2. More interference in subordinate’s work. |
5 Botter (o oth and safety, 3. Might lead to de-motivation. |
. er coordmatlon of activities of subordinates. | 4 High cost of salaries as more managers are |
6. Effectlv_e Communication, to be hired. |
7. Ceptrallseq authority, S. It will result in long chain of command. ‘
8. Quick decisions.
9.

More chances of achieving better quality.

Tall and flat organisational structure:
Tall:

Tall organisational structure is that where the span of control is ve

fy narrow means less subordinates are
working under one management positions. In this case there woul

d be large hierarchical level,

Flat:

Flat organisational structure would be that in which s

pan of control is broad/wide means more workers
would be under a particular management position.

&
Responsibility: 0(;/\0
i ords: _ , O
g\es;pr)gr:::it\:i’lity is the duty to perform the tasks which have been assigned by the superior o@e*bg%
Or. N

_ > N
igation to satisfactorily perform or complgte a task (assigned by s enof creatt?d by
Qnggz)v?/:\ g?gr%ai::gr circumstances) that one must fulfill, and which has a consequém {;ga‘pany for failure.

©
Authority: '\'@é)
KI ?ri‘mgtlg \igotrt?: :legitimate power of a management position to mak fh\eer)sQo follow its instructions and
utnori - XX
i ks. N\
undertake certain tas or. (o $§

D g : o bjects,
iti i er, which, in turn, is t abﬂgﬁ/\to exercise influence over object:
b refer:Z tgrlZ?tﬁlg:f)t:se)gg%Sgn?r:gp?:e classical and mo@% We can state that the authority 1
erso : ng '
zistinguished by three characteristics. @ &“A
1. Itis vested in position, not people. Q:\\

2. Itis accepted by subordinates.
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_ 3 it flows down the vertical hierarchy. ¢
£ 3 i . o
E. - 2.4.4 Delegation and Accountability fe
| pelegation: | ¢
- orocess of giving responsibility and authority to subordinates to perform/do a task. However, the fina /
eonsibility will still lie with the person who delegated the job to subordinate. '1
'esrganisation is medium or large one, it becomes difficult for the office manager to do the work of the :
| oanisation. When he feels the lack of time to do a particular job within a specified time, he entrusts the
orork to his subordinates. Now the subordinates have the delegation of authority in doing the entrusted
work. If the office manager divides the works among his subordinates, he gets time to look after his
A:,anagerial functions, which are more important to him.

. Advantages to managers:

- 4. By delegating smaller tasks to subordinates, manager can concentrate more on other important
| tasks.

Managers are less likely to make mistakes if tasks are done by specialist’s employees.

Managers can measure the success of their tasks more easily.

It might help managers to raise motivation level of their subordinates.

Subordinates might learn new skills and in future delegation can be done to a greater extent.

Enables them to evaluate skills or abilities of their subordinates.

"
.
L ‘\6'

Advantages to subordinates:

They will get an opportunity to show their worth/capabilities.

This might increase promotional/career growth chances.
Job satisfaction will increase as their job will become more interesting and rewarding.

This might help to satisfy ‘self esteem’ needs as employees feel important and trusted.
They will gain more experience which might be beneficial for business in future.

S SRS S

‘Why some managers may not delegate?
Organisational policy may not allow them to delegate. E.g. armed forces.

1.

2. They might be adopting autocratic style of leadership.

3. They might not be having confidence in their subordinates.

4. They might wish to have total control.

5. Managers might be scared that subordinates will do tasks better than them, making them feeling
. insecure. 7
. 6. They might be having time restriction to complete task. \’“ A S
i 7. Their subordinates might lack necessary skills. - O AN

8. Task might be confidential C’;:‘Q -

N
o N
elegation must mean: N, q/'\
1. A reduction in direct control by managers or supervisors. \) Q(b
An increase in trust of workers by managers or supervisors. Q @

What makes an effective delegation? 2\"0&@

::Of effective delegation it is important that: X0

: ;\A/lanagers must clearly define objectives which subordinateg are eg?écted to achieve.

3' Managers must also clearly define the authority and respQns izg\‘o subordinates.

4 Sa:agt?rs should reward their subordinates with proper?& jv& for accepting responsibility.

* SUDordinates must be given proper training for carr@gK tasks which will be delegated by the
5 Managers/supervisors, ﬁk

managers and subordinates to ensure that task

here must be a two way communication be i

shall be completed according to the expectations okinanagers.




TR TR .

100
Read & Write Publications

Unit-2
2.4.6 Centralisation
Centralisation:

“The act of consolidating power under a central control”.

Or.
It means keeping all the important decisions making powers within the head office or the centre of the

organisation. There will be minimum
business.

People in Orgam‘sah‘o,,s

delegation to managers in other areas department or division of the

Advantages

Dis-advantages

1. Improved decision making as specialists will

make decisions.
2. Quick decisions.
3. Proper control of management.
4. leads to the development of

_ strong
coordination between top management.

5. There is going to be a uniformity of policies and
plans across the organisation.

6. Total control over organisational resources.

7.

There is going to be an effective utilisation of
the talents of top management.
8. Secrecy can be maintained.

PN

® N O

Might lead to de-motivation of staff as there wi |
not be delegation.

Might result in low productivity.

Might result in high staff turnover.

Poor quality of decisions due to lack of
ideas/consultation.

Excessive work burden on top management.
Tense working environment.

Might lead to communication problems.

No opportunity for lower managers to
develop/polish their management skills.

The success of organisation depends on the

competence of top executives which might be
quite risky.

Decentralisation:

Transfer of decision making power and assignment of accountability and responsibility for results. It is
accompanied by delegation of commensurate authority to individuals or units at all level of an
organisation even those far removed from headquarters or other centers of power.

Advantages Dis-advantages
1. Involvement of subordinates in decision making | 1. Top management might lose control.
process may raise their level of motivation. 2. Lack of motivation of top management.
2. Quality of decision might improve as more | 3. Chances of wrong decisions if lower managers
ideas will be contributed. are not exlpe'rlenced.'
3. Top management's work burden can decrease | 4. Company‘s image will be at stake.
and they can concentrate more on strategy | 5. Decentralisation increases the administgtlo
formulation. expense and each division has to be, ghfficlent
4. Working environment is likely to improve. in terms of physical facilities ,e' éga]ned
5. More career growth opportunities for personngl. o Q
subordinates or lower managers. 6. There might be coordination pge ;g%«,
6. Level of job satisfaction will increase that could | 7. There might be lack of unifd an

lead to labor stability.

7. It facilitates growth and diversification as each
product division is given sufficient autonomy for
innovation and creativity.

inconsistent procedures i@ac epartment
might have the authority.} late its own
policies and procedOgs

©

8. Decentralisation requires wider span of control z\\'ogcb
and fewer levels of organisation. It might speed i o
up communication. Q) \y\&
&
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2.4.7 Line and Staftr
Types of authority:
1 Line authority:

It m\fw‘-:\‘t t“\‘ﬁ‘:\i}ft‘}\(\‘ A Manager has i hix departiment over the aubordinaten which are working under
pa et ot E g a sales Manager having a apan of control of 10 raler tepresentatives will on have
authovty Ovet these 10 sales tepresentatives

2 Staff authority:
- In this manager ot one department wil have a function in other department but he might not be able to

force them o implement higher decision E \ .
& N ) slon. B9 HR departiment haa a ataft authority as it might identity
~ raning heads of production wor Kerg, but the time of training will be decided by the production manager.

B Functional authority:

~ Inthis manager of one dmwtmont will have authority in other department and he will also be able to force
them to implement his decision.

Eg Finance manager will have a functional authority in the organisation. He might cut down promotional
- budget demanded by the marketing department.

Difference between administration and management:

Administration frames the objectives and policies of an organisation while management implements these
policies and objectives. The administration is the top level of the organisation with the decisive functions.
They are responsible for determining the policies and objectives of the organisation or the firm
Management, on the other hand is middle level executive function. The implement the policies and

5 objectives as decided by the administration.

/

Top
managers

« Setobjectives
« Scan envitonment

« Plan and make declsions 5’/‘
AN anai <\ ‘\\
, ‘ A
 Middle managers P‘QQ
oft 10 LOp Management '\r\

« Allocate resources

First-line managers

+ Report to middle managers

» Supervise employecs
« Coordinate activities
. Are Involved In day to-day operations

Oy
o ©

Q&

&

g
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Difference between CEO and Presidont:

A Chat Evacutve Offoer (CEO) |
Moar (CEO) 18 essantially the highest-ranking executive in the company. H
W S ey pany. He has m
i\ N '1:». He ;\\:&\m diractly 1o the boand of directors, A presidant, on the other hand, ranks lower than a CEo(s)t o th
\“N\“‘m‘“ _‘Mll\ivf \He poIts to the CEO. Essentially, the President handles the day-to-day running o e
» AN Q0N as A lason batween the management and the CEO. The CEO, in tum handles the p|anninc;f
ang

LIS ) : '
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2.5 Business Communication

Communication:

in simple words, it is a process of sending and receiving messages. Communication piays 2 vital role in
success of any organisation. It is said that success of an organisation mainly depends on the fact that
how effectively its management shall be able to come up with the right decision and at the right time. and
the base of decision making will be information. An effective communication system must ensure that the
required information is delivered at the right time and at the right place.

Good communication is as stimulating as black coffee and just as hard to sleep after. Communication is 2
process by which information is transmitted and understood between two or more people. It should
include both transference and the understanding of meaning.

Communication is the life blood of social as well as corporate world. We exist because we communicate a

lot.

2,51 Purposes of Communication

Purposes/importance of effective communication:
As discussed earlier quality information is very important for quality decision making, so communication
will be important for any organisation to increase chances of success.

1 Ensures effective decision making: 0\ A
An effective communication system is important as it will ensure that the required informatiohq}delib’gred
at the right time and at the right place/person. This will enable management to take tin@y gkéasion to

avail an opportunity for profit making/success. \.\\ /'\
N

2 Increases efficiency: \SO (bfl/

Effective communication will also ensure that management will be in regulargn;ac ith different levels

of hierarchy. This might help to communicate effectively that what are theégducﬁén’ targets which are to
NS

be achieved. This could motivate employees to achieve those targets. -

\
3 Better co-ordination between departments:, - N

W
:;%: the achievement of corporate objectives it is very impqitant tl;gﬁall departments must be working
thisarqs them. Effective communication will ensure better c indtion among different departments and
will maximise chances of achieving corporate objectiv@ &@

@
TS

|

——
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es of conflicts:

nication gap or misunderstanding. If organisation ig havin

Il ensure that there is going to be a continuous exchap, 9 an

t This will lead to better understanding anq hgee of
Neg

Umit2

4 Minimisation of chanc
The main reason of any conflict is commul
effective communication system then it wi
information between employees and managemen
decreasing chances of conflicts.

Raises the level of motivation of employees:
sts on motivation that praise from management is a non-financia| lewarg

tional financial resources but can benefit them a lot. If managemen
g well so it will raise their level of motivation and will also i“Cregﬂs! ,

5
As discussed by different theori
and it will not consume organisa
praise employees when they are doin

their productivity.
. Motivation can improve communication because:
. v Motivated people are more willing to discuss issues.
v Motivated people are more open to new ideas.
v Motivated people are more interested in discussing work.

6 Leads to the development of innovations:
Communication is expected to effective when it will be a two way communication. If management wj|
allow employees to contribute their ideas for decision making then it will maximise chances of innovations
as more people will give their input/creative ideas in the process of new product development.

7 Keeps customers informed:
A business organisation also has to communicate with external stakeholders. One of the most important
external stakehold_ers is gomg_to be consumers. Business will communicate with them by using different
means and most important will be advertisement. Effective communication will help business to inform
customers about price/packaging changes, added features etc. This- might also enable it to counter

negative campaign of competitors as well.

8 Ensures timely response to market changes:

In this era business organisations operate in a dynamic environment whi [ i |
_ . _ . which keeps on changing. It is also

sgld that only marketlng one_ntated businesses are likely to succeed in this era.pEffective cgm?nunication

will enable business to preqlct changes in consumer’s trends, with the help of which co. will modify its

products to ensure that it will continue to meet demands of consumers. Apart from marketing effectivé

communication can also help businesses in other areas as well. E.g. if business can identify poS jple

‘ shortage in labor market then it can recruit employees in advance to avoid shortage of labor. <\ Q
A

9 Reduces risks of errors: ’(,\0()@
Incorrect. understanding of a poorly expressed message will lead to incorrect responses, Tﬁ} ’Gga'd le2 ;
to many internal problems, such as the wrong products being made or incorrect pricesbet g t Effect®

communication will minimise chances of these errors. \O "l/
.\,@@



it 105
Read & Write Publications
‘.;pps process to ensure offective communication:

Step 1: Communication need identified
(Why do we need to communicate?)

Step 2: Audience and objectives
(Who do we need to communicate with?
What do we need our target audience to
do (or not do), know, believe, or
understand as a result of our
communications? )

Step 3: Key messages
(What three important things do we need
to tell our audience?)

Step 4: Tools & timing
% (How will we tell them and when?)

- v e e

‘Step 5: Implementation
nunications strategies and tactics

Laiedeployed)

A P
PENTEYT) BRI

B L N e el

Communication process:

COMMUNICATION PROCESS

®= Process:
e = ment |
[| Finance Dept |
o ——— }f
— Change n N
‘— paymentsystems ™y /
— i —

|
1

% Sender or Channel Medium Receiver
& Instigator
" = =
Feedback
A level business notes by Kashif Aziz. _
| VI
ender/Instigator/Encoder: b @b

€ one who decides to send a message. In figure 2 i q \
‘Iange in payment system. Message should be cl
I'not be able to understand it. It is generally a good%

Paople In Oryanisations

Q% top management who decided to make
if it will not be clear then receiver/decoder

tise
d@g\o keep messages short and to the point.
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Types of communication based on purpose and style:

Based on stye and purpose. there are two main categones of communication and thay bow bear e

Own Charactensthics Communication types based on style and purpose are :

1. Forma' communication
2 Informal commumcation

Formal communication:

Communication between management or between formal groups is regarded as formal COMMUunR

In formal communication. centain rules, conventions and principles are followed Whike "\""’m”"mfi‘aﬁ
message. Fomal communication occurs in formal and official style Usually professional %.m;;
SOporate meetings. conferences ungergoes in formal pattern. ;
In formal communication use of slang and foul language is avoided and correct pronundAton & i
Authonty nes are needed 1o be foliowed in formal communication. Formal communication Can de !v;
Oypes: :

1 Horizontal communication:

An exchange of messages betwean two management positions which belongs 1o the same RV
management is known as horizontal communication.
Eg zsales manager communicating with the production manager.

2 Vertical communication:

An exchangs of message between two management positions which belong to different leveRr
management £.g. a sales director communication with a sales manager.

3 Vertical downward communication:

In tis. 2 higher level of management will communicate with a lower management position
E g in above example if sales director will communicate with the sales manager then it will be a vertiea

cownward communication.

4 Vertical upward communication:
In this. 2 lower management position will communicate with a higher level of management L9 i abow
example sales manager communicating with the sales director will be considered aa veilical upwan
communication. .
%0
Informal communication: \

N X
An exchange of messages between employees without the recognition of managamanl‘!t\l\w\ a:l
informal communication. Informal communication is done using channels that are in contréat wih fnm;n
communication channels. It is just a casual talk. It is established for societal affiliati pROF mbumbe! in

organisation and face to face discussions. It is also termed as ‘grapevine' communi LN ol
In informal communication use of slang words, foul language is not restriota Haually “‘:‘:‘mw
communication is done orally and using gestures. It happens among fri oyl family. K
communication, unlike formal communication, does not follow authority lines (f) o formall
In an organisation, it helps in finding out staff grievances as people expr'q(’%(&? when talking I

Informal communication helps in building relationships. (\ Ok
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-and two-way communication:

-2
= .\.<‘7

Pecpie in Orgamsaticrs

pifferen —
-"f One wa communication

Two-way communications

ommunication is that in which sender will
ceivers but response might not
This would include posting a memo or

aff members to read.
be practiced in those organisations

t
ratic leadership/management style will

way ©
sage toré

| notice for

Two way communication is when sender will senc
a message and he will also encourage 2
feedback/response from receiver. This could be
done one of doing this to conduct a staff meetng
where information is given and staff members are
allpwed to ask questions and give their feedback.

It is likely to be practiced in organisations in which
democratic leadership/management style will be

used.

— |

ifference between i
Internal communication is t
internal participan

business email da
\ only be accessed by staff and members.

her hand, external communication is a
nisation and other organisat
rtant differences between internal and externa

n informal exchange of inf
jons, groups or individuals outside

nternal and external communication:

he process of exchanging information
ts with in the organisation. Such communicati
ta base, staff briefings, documents or meeting

among the people of different level or
on may be carried out by the use of
s. More information is on the intranet,

ormation and messages
its formal structure. The

| communication are as follows:.

Itis done mainly for maintaning

information of various

the organization.

Two typest Verticaland

It occurs frequentlyin

activities.

&
i
e,

Main purpose is to exchange

performing organizational

relationship with external parties.

departments and division of

No such classification.

HOHZOIWB! communication.

It occurs less frequently than
internal communication.

significant distance oxists betweean

No significant distance
between sender and recemver. senderand receiver. P
&
£ Its coverage is limited within 115 coverage is broad with external ("‘ A Q
' the organization. bodies. -0
L O QO
S
O
e N
unication X,

2.5.3 Channels of Comm
edia or means of external communicati

on:

nication. These aré a faflows:

ere are various means or channels for external commu
' Telephone: !\g, R’ | e

is the most commonly used media for extemal communication. a/—?dé:ysei\t/:rrzawyedlum and larg

isath i isati e .
» ed organisation has a telephone by which the organisation can c \Y\(@m
Telex and fax: L | ‘ ‘
One of the popular means of extemnal communication is @ex fax. To communicate wntl;\ for'?;gﬂ
nd quigkchannel but it is not affordable to the S
N

Drganisation/customers telex and fax is the best a

QZs

3
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3 Postal and telegraphic service:

The cheapest means of communication are posta
business communication.

4 Face to face conversation:
Sometimes this media is used to exchange information with other organisations. It is an important Mean,
of because both the parties talk face to face.

5 Mass communication:
External communication can be performed through mass communication. N&W'a'days,many
organisations take the advantage of mass media to communicate externally. Mass media are

newspapers, radio, satellite televisions etc,

6 internet: | |
The fastest media of external communication is internet. Business can develop its website. It connectg

the world and provides access for prompt transfer of information.

7 Social media:

It is the most influential media these days. Almost every business organisation' hgs its pages on socia|
media. E.g. face book, twitter etc. It provides an opportunity to business to remain in touch with its target
customers and collect valuable feedback for market research.

| and telegraphic services, They are the old Meang of

Media or means of internal communication:
Business can use a number of methods for internal communication. Prominent methods could be:

1 Memos:

This is the most commonly used media for internal communication. It is especially used for
communication among departments. A memo provides a format for a concise message. Through this
form, information flows across and up and down in the firm. It reflects information, makes request and
provides response and presents informal reports.

2 Telephone:

The use of telephone is increasing for internal communication. The size, scope and nature of organisation
affect the use of telephone for internal communication.

3 Reports:

A report is another well known medium of internal communication. A report contains information based on
investigation is sent to the authority concerned. It is an excellent means of internal communicatio ‘ﬁ.&
A

every regional manager might send his daily, weekly or monthly sales report to head office.

4 Notice boards:

Such a board is used by many organisations to send a message to the employees. It m &@Qtup to
date and attractive and should be placed where employees make assembly, \\é N
,\/

5 Face to face discussion:

Executive officers and employees many times call for a discussion and inter NQ\e \(@Qg regarding the
current problems. This discussion may be regular or irregular and formal o% r depending on the

situation. @
6 Questionnaires and surveys: @:\\’O&Q

Information about employee attitude, morale and relationship be Mdnagement and subordinates
etc. may be collected through the use of questionnaire an% \{é.{\(Also referred as performancé

rve
GQ

appraisal).
7 Fax or email: : b )
When department's branches or units of an organisa regééaq’tered in different places then fax or email
system is used for communication. \S
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intranet:
(0 wide use of computers now 2 day, online system has given 2 new image M he are2 of
o create effective and

 pue ;

 ymmunication. Such a system interconnects 2l the computers of 20 organiE2ton
fast communication.

Complaint and suggestion boxes:

convenient places in the office or the factory, compiaint and suggesion bores are placed so hat
ployees can drop their complaints and suggestions. if any, into the box.

{0 Posters:
eve calching posters are used to communicate various noTms. rules prnG
ganisation to make its employees aware and up to date.

ges and icezs of 20

,5.4 Barriers to Communication

Barriers to effective communication:
if' here are certain factors which might not let message 1o deliver propery or generagie desire response.
There are many barriers to communication and these may occur at 2ny stage in he communiczation
_process. Barriers may lead to a message becoming distorted and you therefore risk wasting both tme
‘and resources by causing confusion and misunderstanding. Effective communication involves

_overcoming these barriers and conveying a clear and concise message.

;
I Feedback/Changed Behaviour
|
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i Sarrer |  Explanation.
l. Emotcnai state: If receiver is upset, angry of depressed then he of she can misiner .-
) | message which has been sent by the sender of encoder, e
If there is a lack of trust between employer and employee thgr')*tﬁfo],,‘" Pve
v :,)

2. Lack of rust
let effective communication to take place 2% trade unionfworkers wiy ..,
trust commitment of employer or vice versa, fick
3. Noise Various things stop a message from getting through or being heard £,

poor connection, background noise, distractions, 100 many peng

speaking.

4. Cuitural differences The norms of social interaction vary greatly in different cultures, 23 do the
way in which emotions are expressed, E.g. the concept of personal spwf
varies between cultures and between different social settings. )
Not being able to see the non-verbal cues, gestures, posture and general

body language can make communication less effective.

5. Physical barriers to

non-verbal

communication E.g. in telephone discussion this might not be possible. |
6. Jargon The use of over complicated, unfamiliar and or technical terms which are |
not understandable for receivers. E.g. composition of medicine given on |

i packaging.
W' Gaps Too many intermediaries (e.g. too many layers in hierarchy through whﬁ
message has to be passed) might prevent or distort the message. w

to the point. If un-necessary information will

Message must be specific/

8. Overloading of
prolong message then it mig

information. ht lead to slow decision making.

2.5.5 The Role of Management in Facilitating Communication

Reducing communication barriers:

In order to ensure that communication is effective an
then manager should take following six steps:
They must ensure that the message is clear and short but yet detailed.
Try to keep the channel of communication short.

Make sure that channels of communication are clear to all involved.
Communication is not considered effective unless it produces a feedback, so managers must ensure

that receiver gives a feedback and if there is a problem in understanding the message it must be

cleared.

d barriers to effective communication can be reduced

FNFRECN

on understanding between employer and workers/trade union musgbe

5. A relationship based
maintained so that they must trust each other's commitment. Q Q
6. Ensure that physical conditions are appropriate for messages to be heard or received on Qtr@ gy‘s‘-
SN
Results of poor communication: N7 R
1. Poor level of motivation of employees. \O\\ N’
2. Delay in decision making. \) "bq/
3. More mistakes/errors. Q Q
4. Poor decisions. ®
5. More chances of conflicts. '\’@ S
6. Poor efficiency level. (\ O(
7. Poor organisational culture. $ o
| 2
&
Lo
oL
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'UNIT-3 MARKETING (A LEVEL)

3.1 What is Marketing?

What is marketing?

Identifying: Conduct market research to identify what markets and products are currenty
sold and potential for new products.

Anticipating: Analysis research data to assess what might happen in these markets and how
you can design a product for these markets to gain success.

Satisfying: Design a product according to the identified needs of consumers to ensure that
product Is according to tastes and preferences of consumers to gain desired level
of success,

Profitably: Business must try to add value to the product. This might enable business to
charge high price and ensure that price of the product is greater than cost of the
inputs,

9
i z CAQ
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e. ©

olution to marketing orlentation was a multl step process in Mrﬁ ésﬁ%y other views along thé
s
Q

VY. From the beginning of caplitalism untll the 1050's, it had bee that the key requirement©
Usiness success was a product of high technical quality. ¢

arketing orientated firm assumes that it will only survive ip t MRet if it is going to product p(OdUCt:
peording to the requirements of Its consumers. In order t hi this objective before launching the
product it will conduct market research in order to Identify f its consumers. Final product Sh.a" in
ploduced according to the Identified needs of consu rketing orientated firm shall be flexible !
approach and it will continue to modify its prod@ ﬁt'he changing trends of consumers. ©5 o
Bearch is going to be a continuous process In su Ig 8 as It will keep on informing co. about

hanging trends of consumers, new opportunities and threats in the markets.
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marketing and advertising:
selling the product or services, as opposed to marketing, which is the entire

inly about S -
“pranding. designing the product or service to bringing it to the market.

f a market-orientated approach for a busi i
importance o usiness in the

the oo‘(”s market. [8] (Nov, 06, Q5-A)

e tough competition in this segment of the market, so only that co. will get success

oods according to the requirements of its consumers.

gain more Success as they are produced according to consumer’s tastes.
hieve higher level of market share and profitability.

ded to satisfy basic needs of consumers which might change with the

. qoing to P

which wil produce 9270
e products are likely

Tnes s might bé able to ac

: B}Jsizet;ese products aré intended i )
~ Sinc e of time. use of marketing orientated approach will enable co. to modify its products
- pessad the changing trends of consumers as such firms will always be willing to adapt according

ding to
taoctcr?er thanging trends of market
tors which increased importance of marketing concept:

petition also increased choice for consumers, SO they prefer to buy that product which

their tastes and preferences.
ade it easier for companies to access foreign markets.
creased consumer awareness.

| sector also lead to the development of innovative products.

d and now they are able to buy better quality products at

Fac
~ Increased com
is according to

2. Globalisation M : '
Improvement in media has In

Improvements in technologica
Consumer's purchasing power has improve
high price. E.g. use of credit cards.
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3.2 Market Research
Market research..
A systematic and objective collection, analysis and evaluation of data related to market and marketing.

‘ Market research Marketing research
It is related only to consumers’ product tastes and | On the other hand marketing research is a wider
preferences. term which also includes the analysis of marketing

strategies related to promotion, pricing distribution
and packaging.

It is very important for companies as it will enable to them identify tastes and preferences of consumers
with the help of which they will be able to design their products to ensure success.

It is considered to be quite an expensive activity as it involves both time and financial costs. Considering
this fact we might ﬁnd a maijor variation in the market research budget of different companies.

Methods of market research:

Market research is classified into two types: p
1. Primaryffield research. ) _\W Q
2. Secondary/desk research. N \
. ¢
O
Primary research: o Q
In this co. will use its own resources to collect first hand information directly from cow rs\Thls could

be collected through questionnaires or by personal interviews. \?
It enables co. to collect more reliable information, however it is going to be @ sive and more
time consuming as compared to the secondary market research. Q

Explain why a business might choose to conduct primary mfke?@}earch (June, 2011,
p1, Q1)
1. If co. is planning to launch an innovative product. For | é |nformat|on will not be readily

availzble, so for this co. will have to conduct primary marke

2. [Iftis co’s policy to conduct primary market research. '
3. If reliable secondary data is not available then in thj #ven co. will have to conduct primary

' market research. | realis® nat
4. if co. wants to use its research as a public rela hnlque and make its customers

their views are very important.
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L pdvantages S din-advantages of primary researah:
Advantages Dis-Adyantages

\ \ ’
\\:\\:\;\\m\‘ ;'\‘Imnvhahlé intormation directly from [ 1. It s more axpensive, tharafore might just b
N aullable for large acale firme
\‘\:. \\\:‘nd::vsum that the information colleoted |2 Data collsotion will ratuire longer lime 4%
:} ntnm alko get a ¢ compared (o the sacondary markat rasenrih
;GN\;I“K\ ﬁ" a compelltive advantage as |3 It might be diffioult 1o collect data dus to the
aompetitore will not have this information, lack of Interasl of vonatmers,

gources of primary data:

pterviews:

nReIVIEWS are one-on-one or small group question and answer se8sl0N6 Interviews will provide 2 ot of
aformation from @ small number of people and are uselul when you want to gat an arpart of
nowledgeable opinion on a subject.

S uNGys:

Surveys are a form of questioning that 8 more rigld than
people. Surveys will provide a limited amount of Information from &
hen you want to learn what a larger population thinks.

nvolve larger groups of

Intarviews and that |
and are useful

large group of paople

'Observations:

'Observations involve taking organized notes aboul occurrences In the world, Observations provide you
insight about specific people, events, or locales and are useful whon you want to learn more about an
‘event without the biased viewpoint of an interview.

Analysis:
| Analysis involves collecting data and organizing It In some fashion based on criteria you develop. They
are useful when you want to find some trend or pattern. A type of analysis would be to record
commercials on three major television networks and analyze gender roles,

Questionnaires:
an write different questions. Benefit of this will be that

Business can prepare a questionnaire on which it ¢
a variety of information can be collected on a page however its limitation will be that it is going to bv)ne

way communication. (\ o\

AN
.\0 (O\

O

for its market research. Secondary data is defined a information

been used In past by some co. for its market re ./This type of
ive and less time consuming as compare c&imary market

Secondary/Desk research:

In this co. will use secondary data
which is already available or it has
research is considered to be less expens

research., Q Q
@

Reasons for conducting secondary/desk research: \’@
If co. is planning to launch a traditional product. e.g. soft drink. (\ O(@
o

If it cannot afford to conduct primary market research. )
If it does not have enough time to conduct primary researc% \‘A&\'

If reliable secondary data is available: -
Ifitis co's policy to conduct secondary market research, b bo
O ©@

od

AW~
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Sources of secondary data:

Internet.

News papers.

Electronic media.

Gowt. statistics. E.g. economic survey,

Buy research of private research agencies.
Past promotional data.
Published accounts,

. Past year's sales records of the co,

Advantages & disadvantages of secondary research:
Advantages Disadvanﬁgeg\l

1. Information is readily available. 1" Information collected might be out of date, |

2. ltis less expensive and less time consuming as

2 High risk factor.
compared to the primary research.

3 Information might not be
Business can collect variety of information from requirement of the co.
different sources.

ONOOAWN=

relevant o the

Business can find out what competitors are
doing.

Types of market research:
There are two types of primary research:

1 Quantitative research:

Quantitative research quantifies the da
quantitative research, data can be coll
1. Survey method.

2. Observation method.

ta and generalizes the results from t

he sample to the population, In
ected by two methods:

2 Qualitative research:

* itrefers to why consumers will or will not buy a particular product.

* Itdiscovers the motivational factors behind consumers buying habits.

* This research can be done through personal interviews and in-depth discussions among groups. i.e.

focused groups, and consumer panels. p
i

CAO

What is a sample? QRS
(N

A group of consumers sharing some common characteristics, which co. decides to consugbf' '@mamet

research. It is used for primary market research. ¢ ,\'\

. \\ \/

Advantages of sampling: \30,2;1,

1. Itis economical and cheaper, Q Q

2. Faster to execute. ©

3. Practical in most situation. @ S

4. Can give comprehensive information. {\ O(

5. Saves in time and money. $ O’

- | LR

Sampling methods: b S

1 Random sampling: OO0 lottery

»  According to this co. selects respondents for it %\ésearch from a data base. E.g. the 10

method, e.g. picking numbers out of a hat or ba $\$

_——;“—4
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The major objective as well ag advantage of this method is that the entire survey population has an

equal chance of becoming a part of the sample.
The disadvantage is that by chance the selected people may have similar preferences and so the

sample may not be a true representation.
Quota sampling:

In samples selected by quotas, selection is made according to a set proportion of people from

particular areas, based on consumer consumption.
Eg. if research was to be conducted in Pakistan, and a sample of 200 people was to be selected,
then 10% might be selected from Baluchistan, 15% from KPK, 50% from Punjab and 25% from

Sindh.
Helps to ensure that each target market segment is given representation in the sample.

Helps to overcome drawback of random sampling.

Stratified sampling:
In this method, the population is divided into sub-group’s samples.
The sub-group consists of only those people that are interested in the product.

Thergfore, the samples would be a truer representation.
e.g. if a new magazine is to be printed that would have articles related to teens, then the sub-group

would be teenagers.

Cluster sampling:
This sampling is used when a full sampling frame list is not available or when the product is mainly

likely to appeal to specified groups of consumers. )
E.g. town or regional newspapers, then cluster sampling will take a sample from just this group — not

the whole population.
Random methods can then be used to select the sample from this group.

Multi-staged sampling:
This method involves the selection of a sample from another larger sample.
E.g. continent Asia may be decided, then its south-east region, from which Pakistan is selected, then

a province, then city and finally a district is decided upon. Similarly a street within a city would be
selected and then a particular household on that street.

N

Snow balling: A
Firstly a group of people is selected as the first sample. Then they are asked for o 'Qméa or
reference who is then added into the sample and so the size increases, the snowball e@c A Q-

Businesses in highly secretive markets use this. .
E.g. firms engaged in producing highly specialized and expensive one-off produ oK@ very limited
range of customers may need to rely upon snowballing.

4




120 s
I & Witte Puttications >

3.3 The Marketing Mix
Marketing mix:

The definition that many marketers learn as they start out in the industry is:

“Putting the right product in the right place, at the right price, at the right time™.
Marketing mix is a key part of any firm's marketing plan. It refers to those elements of 2 markeing
strategy, which are designed to meet the needs of the consumers.
So to meet consumer needs businesses must produce:

1. The right Product

2. At the right Price,

3. Make it available at the right Place, &

4. Let consumers know about it through Promotion.

The elements of marketing mix:

é
A planned mix of the controllable elements of a product's marketing commonly termed as 4Ps. (:‘ Q
1. Product. O
2. Price. OO

3. Placement. O \Q

4. Promotion. VIR
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Not all the 4Ps in marketing mix have the same degree of significance in each case. It is vital that these
elements should fit together into coherent and integrated plan. A company should have a coordinated
marketing mix. It means that every element of the mix should be in one direction to achieve the marketing

and overall objectives of the firms.

These four main elements of the marketing mix

which can increase sales and profits,

4Cs of marketing:

can be varied to meet consumer needs more effectively

Created in 1993 by Robert Lauterborn, the Four C's is an updated classification system of th%"{\g{ﬁ‘@
f staller

Hid model shifts the focus from the p

businesses that are marketing to @ niche audience.

How the 4Cs relate to the 4P8

MR LTRSS

roducer to the consumer and is a better blueprint to follow '

OO
\O\\(’,\f\\
)l
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ces product: L
Consumer ropla P \d needs and then It must produce a product , iy,

' e ar
Business will have to study consumer wal e,
customer that it has developed solutions for their needs and war

Price is replaced by cost: , ‘
Price is the o'rtly one factor In acquiring customers. Cost reflects the cost of using the product, WhICH) (4,

y . " . |
include inconveniences (changing from one computer software to another) and customer ethics (g, "
choosing between organic and non-organic eggs).

Place is replaced by convenlence: '
Place is replaced by the convenience function, Convenience (whether geographlcal'or through seg
engines) influences the perceived value of a product. The ease in which a consurmer can huy a Praduct jg

crucial in deciding what business acquires customers,

Promotion is replaced by communication:

Communication enables businesses to focus on customers more than simply promotion. It can incluyde
advertising, public relations, personal selling, viral advertising and any other form of‘ communication
between business and consumers, Business needs to be innovative and creative to improye
communication with its consumers. Modern means could be page on any social website e.9. Face hoo
etc.

The Four C's model is better tuned to the needs of smaller businesses that do not yet have a strong
brand name equity. As such, it is crucial that these businesses develop a two way relationship with their
target audience.
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-i 3.4 Marketing Planning
344  Market Planning

" Marketing planning: B
- 'l - LY s P /
7 A marketing plan is a business document that outlines marketing sUales/ (yrng Werin) ) it oy "R S

. , 77 »
~ lerm) of a business. A markeling plan focuses on a specific penod o tine "//l'vd|-/r’_n€=(’ t”‘:/ '1’:@;{'-
; generally includes analysis of current market situation (opportunities and ensy ) s LEa1&s & 3

' ~ 8l statements
! sales forecasts, strategies and forecasted financia | o o
gz??iif'busmess plan a marketing plan is not a stalic document. It wourl nees slige ) €10 & %

| business grows, and as new and changing marketing trends deyelof.

- Z
7

~ What a marketing plan does? o, /o

4

* A marketing plan sets out: ’ , o w N

' 1. What a business is planning to achieve. (Marketing objectives). o o

. 2. How much marketin‘; budget it plans to spend on achieving these marketing omedg/bo' )

| 3. How a business intends to achieve its objectives (Marketing strateqgy). N

4. Its short term actions/tactics (Marketing mix). O “l
4

J
Importance/benefits of marketing planning: Q "

!
¢ ; -4
1. Amarketing plan will help business to ensure success of its mafketh%@}fons,

2. Itenables management to move ahead to future in a systematic w, \ 0y ' o
3. Marketing planning helps to coordinate activities that can lead ’ p@ymg marketing objectives over

time. N
4. With the help of marketing planning business will be abfq}tooaﬂocate resources in a hetter way

reducing danger of wastage of resources. ‘
5. A marketing plan will provide a framework to continu
to pay more attention to market enlargement rather gn
arketing planning will help to evaluate e, capitalize on strength, and minimize
Weaknesses and threats to finally open up new oppagunities.
Marketing planning will also enable business to minimise the risk of failure.

(a\(v its operations, It will make business
g{r eting maintenance.

[
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8. A marketing plan will promote a comprehensive view of business organisation and it will act as
process of communication and coordination between marketing department and other departments_

Features/characteristics of marketing plan:

1. The success of marketing plan will largely depend to the extent upon human behavior and responge
If they will be committed then chances of success will be high or vice versa. '

2. The process of preparing marketing plan is quite complicated in nature.

3. Marketing decisions have long term effects on efficiency, profitability and market position of 3
business organisation.

4. Marketing planning is a rational activity. It will require thinking, imagination and foresight. Market
analysis, market projection, consumer behavior analysis and marketing guided conclusions. They wj
have to be based on data and measurements drawn from internet and external environmental factorg

5. Marketing planning is a formal and systematic approach towards planning of all marketing activitieg
product positioning, price setting, distribution channels etc. ’

6. Marketing planning is a forward looking and dynamic process designed to promote market orienteq or
consumer oriented business actions.

Essential components of a marketing plan:
There are certain essential components of a marketing plan that keeps the sales pipeline full. These are:
1 Market research:

Business would first need to conduct market research. In this it will collect, organise and write down

information about customers that are currently buying its products. In this process might need to consider
market patterns, target market, market segments, buying pattern of consumers etc.

2 Target market:

A well designed marketing plan must also define target market description, i.e. most likely buyers of
company's products.

3 Positioning:
Marketing plan must also identify perception of company’s brand in market. For example, if we are a
restaurant business selling burgers. We should be able to identify that how does our product relates to

the market? What do our target customers need what options/facilities they currently have, what do they
need above and beyond current use?

4 Competitive analysis: (‘?\O
We should also conduct competitive or competitor analysis. In this we would need to kno tth@OU’
competitors are. How our products are different from our competitors? We should also M\%gﬁpricing
strategies of our competitors and what market segment they are aiming to reach? N ysis of
strengths and weaknesses of competitors will enable business to be in a bett o%ir;on to meet
competition effectively. Business should be able to develop its “unique selling prozsﬁorq; at will make
it differentiate from its competitors. Q Qrb
©

5 Mission statement: \T@C?
Business should also write mission statement related to its marketim@r rdhl it might write:

e "Target market”: The market it is planning to §ell its product ) {\Q,-

e “Contribution: What it plans to sell in market. < |

e ‘“Distinction: What make its unique/differegt it competitors?

. @o (Q;b )

° Warket §tfat99|93'- i keting and a\ﬁlal strategies that it would use t0 a:'r‘;‘??‘fﬁtlis
Business must write down/design its mar g Nt will find and attract its target Sustom

objectives. In this process business must ask itself *

e
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o core of what the marketing strategy should explain. Apart from this it should also look at the entire

srketplace and then break down specific tactics including such as events, direct mail, email, social

. content strategy, direct marketing teams, webinars, seminars, partnerships, and other activities

medlav ) h
hat will help it to gain more customers,

Budget:

gusiness must determine its marketing budget. In this it should decide that
What can it do ir'x-hous’e.' yvhat it would need to outsource. It should develop monthly
on marketing activities.

what strategies it can afford?
budget it plans to

spend

Marketing goals:

Business should also define its marketing goals; such goals shall be in quan
pusiness should be able to turn its goals into numbers. For example, marketin
new clients or to sell 20 products per week or to increase revenue by 40%
could include sales, profits or customer’s satisfaction.

tifiable mode. It means that
g goals might be to gain 40
this year. Marketing goals

9 Monitor you results:

The last step of market planning will be to monitor results achieved
marketing plan. In this business will test and analyse. It will identify stra
process it could:

« Conduct consumer surveys.

. Track sales, visitors to company's website, percentage increase in sales.

« It might research the market, its competitors to determine unique positioning.
[ ]

[ ]

due to the implementation pf
tegies that are working. In this

It could identify that how it could position to promote and sell its products more effectively.
It could also be able to determine whether or not its efforts are generating desired result or its

campaign needs redesigning.

Disadvantages of marketing planning:

There could be certain disadvantages of marketing planning. These could be:

1, Market planning could be time consuming and could delay product launch.

2. Marketing environment or conditions keep on changing frequently, considering this it would be difficult
for business to make certain assumption while designing its marketing plan.

3. The marketing plan of business could ignore certain situations such as business take over etc.

4, It could lead to faulty marketing decisions if data is not properly analysed.

g. It could result in unrealistic financial projections/forecasts if information is not interpreted corg{ﬁ ~

. It could also identify weaknesses in overall business plan that could require its redesignj which
i H i - A Y
could be a complicated and time consuming process. \f‘ (3
c ’\:

&N
NS A
‘Oq/'\
Q’b

)
Q@
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Elasticity of

3.4.2 Elasticity

Income elasticity of demand (YED):

U messurad that change in quantity demanded due to change in income of consumers. Income of
Sons.mers s one of the major determinants of quantity demanded.

o = ~=lme b

- 537 o< c2iculzsted with the help of the following formula:

NSO e2stcy of demand (YED) = % change in quantity demanded (QD)
% change in consumer’s income (Y)

Example: 7,
Zoonomy s booming and due to that consumer's income increased by 25% this increase in cm\@l}/m@
m=om= r=at izt gemand for goods increased by 15%. O R

QO
Calculation: % '\Q
Income elasticity of demand (YED) = 15

25 D ‘bq/

Income elasticity of demand (YED) = 0.6 Q CDQ
How to use result? O ©

N
1. If answer is positive (+) then product is said to be a normak&ggqtq as consumer's income Wil
increase they will increase spending on such product. \K _
2. if answer is negative (-) then product is said to an inferi r‘ﬁ%%q& as when consumer’s income Wwill
increase this will increase their purchasing power and ﬁy shift to better quality products and
demand for this product will decrease. 4

Q%
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why it matters? geria

P M%W’?’Oﬂ'a%‘ ergands. peopie wil enysy 2 nsng income 10 most cases, the o2 nd for
gooss 200 SETVICES 18 leely 1o riresne a6 wel becat

, ks W‘ﬁ-‘:’f' ome wil f5e the Semand for ncome eiastc goods/serices will increase e
peope m‘ nBve More money 1o spend Income elastc goods Incuging JUXUnes for example. axin
swrgve TOVES, eV2uarts mesls aod cars.

s NCOME M6ES Lo Micome Nelastc goods/serices tends 10 Intreass only margina

sizpies ke \oothoaste and "sin” fems ke tokaccs tend to 3 into this C1egorY.

. Fraly 2 goodisenice wen negative income eastichy 15 roown 25 30 Infenot good (a5 expiained
aoove) 0 many parts of the word bicydes are an inferor oo, A5 INUME 11525, demand for Dicydes

decreases 26 PEOpE St 1o motor bikes or c2rs.

AS\)

promotional or advertising elasticity of demand (AED): ‘
v mezsure that change in guantity demandes due to changs in promational/adventising spending of
nsness. It hels 10 determines promaotionsl spending on 3 product

% 1 in Oty Demanded

Y, A in promotion spending

seormctiongl povetsing eastcty of cemand (FED) =

f’"’"“"* e e £ e e . —
i Value Description
0 perfectly inelastic
Under 1 Inelastic
1 Unitary
Over 1 Elastic
Infinity perfectly elabtic
Why it is calculated?
To determine promotional spending on 2 product.
How to use result? &
Promotional/advertising elastic demand: ‘oTAs
1. If LED (answer) is greater than 1 then product is 22id to have advertising/promotional elasti¢gemand.
It means that the demand for the product is highly responsive to changes in advertisin hditure.
vertising expenditure will generate greater increa dqmend for
demand. For

This means that an increase in 29 ern 3
ore likely to have advertising/promotional
,\I

the product. luxury goods are Im
erample, restaurants, family holiday packages "“’ ) . .
If AED (answer) is less than 1 then product & gaid to pqve promobgnal/adve astic demand.
In other words product is 1€88 regponsive to advertising expenditure. g{ in advertising
erpenditure of, say 25%, has led 10 2 growth in demand for the product of fe€g than 15%. The lower

less effective advertising expenditure has - géﬂbésting demand. Basic

N

the value of the AED, the , e
necessities such as cooking ofl, salt, and pulses aré more llkely\tg ising inelastic demand.

. X<’
Factors influencing promotional/advertising elas%ty Qf'aemand (AED):
! Type of product i.e. whether the product is existing or n 1
Brand name. If brand name is renowned then demand ﬁ d to increase by a greater proportion
O percentage. <
Number of competitors and substitutes in the m &
price leadership strategy then increase in

Strategies of competitors. If competitors are “Us|
advertising might not be able to generate more sales.

=y

© N

‘ .
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g frequently then demand might |

mcrea%

dvertisin

Read
ed inappropriate media then it Might |
Not by |

f business ijs not @
ortion.
5 Mode of adverti if business select
ired incré
important. it must select that time for advertisem
ent at Whih |
Ity

able to achievé des
6. Time of advertisement i« glso very Imp , :
e will be watching media at which business is advertising
d like tastes, professions, income etc '

target audienc
7. Other factors influencing deman

uses of AED:
Helps in evaluating success of adverting campaign.
Helps the firms in deciding advertising expenditure or budget
Helps in choosing more effective media for promotion ‘
Helps in withdrawing ineffective promotional campaigﬁs
Helps in strategic management to respond to competito.r's promoti
otional policies

Helps in building brands.

Unit-3

4 Frequency of adv

with a lesser perce
sements. F
ase in sale.

Application/

DDA WN

Limitations of the AED value:
Value of AE i i
of AED does not help in analyzing effect of advertising a si
single product.
pecially

1.
Difficult to analyze the effectiv
eness of promotional strategies at a particul
icular period of ti
me, es

2.
TVY:S;: g:goc:maaigns are over a long period of tim
e of campaigns may b y
y be to create brands, rather than only infl
uencing size of de
mand.

3.
4. AED does not take i
into account effect of other factors influ
encing demand

another product (Product-B)

XED =
%change in QD (Product-A)

= -
Yochange in price (Product-B)

:-low to use result?
. If answer is iti
positive then prod i
products are said to be substitutes. For exampl
) ple, Coke and Pepsi
psi, petrol

) ;nd cng etc.
. If answer is negati
demand. For gative then products are sai
. For example, Pe . said to be co
3 :j”edrﬁpendent goods havet;OICF;ggz a:d demand for petrorlncpakl?sm oerné?ry produets. They wil have jor
and for the second good is Uncﬂ;ﬁzeﬂasnclty of zero, as the Sﬁgeag? g
: one good increases/ne
CAY
-@ <Q\

x>0
Q
'\OO,'\’\
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3.4.3 Product Development
Process of new product development (NPD)
Idea generation
Market research
Product research development and design
Prototype development
V7,
l o
Test marketing \:\ 0"3
OO
l &N
\ N
Product modification y qu/
QYO
©
Large scale production ,\\'0(@
\\“ o
|
Product launch S
o’

Co ’
© r;stramts on new product developmel@z%@
usiness might be facing shortage of finance to fundinew product development.

e — T
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W \ ' i (e t might
v Cost of new product development 11
Maikel conditions might not he suitable

Herhotn,

research & development cost
product. For example, market igh
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be 1o high, for exampie,
for the Iaunch of a new

he QOIng through economic recession.

f  Required fechnology

6
7. Market might he very

sources of ideas for now _;_)roduct development:

Government policles might no

{ he suitable for the launch of new product. For example, to contry
' ' ' ing interest rate. |

inflation central pank might he adopting 8 policy of increasing in

for the development

Law and order situation might not be sgltable for market growth,

competitive and it might be saturating.

of new technology might not be available in country.

T !T’;!BEEEL&Q,“!QP—', | Ex@mal sources Yy
I Research & development (R&D) department | 1. Many companies now use web technolog,”
can research market to identify a market gap (social media etc) 10 enable customers giye
and business can develop new product to fill in fesdback and ideas to company that how the,
that market gap and earn profit. can improve or what new products they should |
2 Business can encourage group working and offer to hecome more sucqes;ful. ‘ 1
such group of employees can come up with an | 2. Businesses use intermediaries/middle man ty
idea of new product development, One recent distribute their products. Wholesalers, retailers
research showed that aimost 456% of the ideas and distributors work very closely with the
come from the employees, market and they know consumer requirements,
They can give valuable suggestions like new
concept, technigue or materials which can be |
used by business to develop new products.
3, Competitors can be another important source
for the ideas to develop new products.
Buginess can analyse their competitors
strategies to develop ideas for new product
development. |
3.4.4 Forecasting
Forecasting:

The process of predicting sales for the coming time is known as sales forecasting. It is very important for
a business due to various reasons, For example, it helps to set sales and profit target for the coming time

etc,

)

Levels of sales forecasting: A AV
" Shortterm ~ Medium term Long temp~” ~~
Forecasting for a time period of | In this sales forecasting is done | In this forecastiné’s Jorte for
3months to come. It might be | for one year. It is an important | time period of 3 o(?hore.
done for tactical matters and in | part of the process of budgeting. | It is mainl /by financial
this general trend of sales is less accountan 6[/ long term
important  than  short  term reso @&
fluctuations. UQ G

X/

Importance/benefits of sales forecasting: {\ Oﬁg

1, It helps to determine the level of demand for the coming time p&d@ith the help of which busines’
shall be able to prepare sales budget and set sales target. \\\K\

2. It will help to determine production level for the coming %ﬂod as business will plan prodUC“"n
according o sales forecast,

3. It helps to determine revenue target for the coming tln@ @

4, Business will be able to determine promotional gpeddin g:gordlngly. For example, if business think®
that it will be able to get enough sales (forecas tWill spend less on promotion or if forecas

sales is low then It will spend more on promotion to-g&nerate more sales.
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) ‘M-{:e; ':e F—ourt of S3s fow forecast statement'budget For predicting cash inflows business
ks orecarrg SSIES Whch wiil be provided by the sales forecast
,L.j::e g:g;"e:t e %rijfstﬁzss@. budget as business would need to prepare forecasted
;1':\"‘3-’: v e s3ies Torecast need the amount of forecasted sales revenue which will be
. is;g;:g i:;;i‘fnci'@,e‘mmfﬁ'gmtb projects. For example. if sales forecast is for
S ase e conduciing ‘hacce © &3 mare profit and might start growth projects of vice versa
e - z—ourt of =S Mvestment aporaisal as to calculate Net cash inflows business would
e e OF S3IEs which wiil be provided by the sales forecast

’

fer L4,

béy

e

>ocess of sales forecasting:

Set objectives of forecasting
|
Collect information

AnafysisJSf information
Chaosing the bestﬂr»'nodel for forecasting
ForeCasting

Evaluation of forecasting outcomes

Limitations of sales forecasting:

- Ses forecast is just 2 prediction and cannot guarantee actual resu
—rzrge. For example consumer trend might change or a new compe
orocducs in market

£ czst datz is not available then it might be difficult to do sales forecasting. If business is using
~owng average/trend analysis then past data will be required.
¥ c=st ¢ztz is not reliable then there will be a big question mark on reliability of such forecast.

Relizoility of sales forecast will also depend on the expertise of personals involved in conducting this
crocess. [f they are not qualified or experienced then sales forecast might result in variances.

¥ consumer trends are changing frequently then such forecasts might prove wrong.

While forecasting sales business will make certain assumptions regarding external environment. If
edemzl environment changes more than expectations of business then this forecast migh{rﬁfov\e\

It as external environment might
titor might launch better range of

|\

I~

O

 wong O AN

| \®

| X O
Methods of sales forecasting: C/O \r\\-

1 Sales force composite method:

: S 2 sales forecasting method. In this sales agents forecast sales in their respec;iﬁzeas’}egions. After

;s s2les of all sales agents will be consolidated at branch/reg_ion/area level ? w&te of all these is

';:Soﬁdated to develop an overall company sales forecast. This forecasting mdthoghcduld be effective as

"€ sales agents will forecast sales themselves so they will put in mor%:;ﬁrt to“achieve these targets.
QY

:”Wef_- since the sales agents are not experts in forecasting sales i o) (Eht not be able to employ
Sophisticated forecasting techniques properly. o
R\

The .
for t?z‘—"phl technique was invented by Olaf Helmer and Nog ’\Ikey of the Rand Corporations in 1953

2 . >
Delphi method: § co.(\**\«

'%auepwpose of addressing a specific military proble& g@bjective of Delphi method is to obtain a

Wity néeaspo,]se to a problem from a group of expgrs! %Delphi study, the participants do not interact
e o nother. In sales forecasting first the gro itator selects a group of experts based on the

Ng examined. Once all participants are cosfirmed, each member of the group is sent a

L
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questionnaire with the instructions to comment on each toplchbafsaiﬁigt‘or who groups the Cor}]?;(penen% 1
or previous research. The questionnaires are returned to e nts is sent to each participant |e : ang |
prepares copies of information. A copy of the compiled comme +along o' |
th i nt further. ) ili ,
Atetgng:g ncl)tfy:;ccr?ngg‘n?ment session all questionnaires areblr_eatix:]ned_”t’(; tc:]fe;zglr'wl;a;i?; \Il"ghuo decideg i
another round is necessary or if the results are ready f°r| Py s': of gbnsensus. Nds can be
repeated as many times as necessary to achieve a genera send_ ersed panel experts togeth
The benefit of Delphi method is that it brings geographically 'SE ¢ tace o face interac% o\ 80 yyg,
variety of opinion can be collected in limited time. However, lack o 10N couly be ,

disadvantage.

3 Jury of experts:

It is the oldest method of sales forecasting. One or more experts who are experienced and haye 0
knowledge of the market factors predict the expected sales. The.execu"uves are responsiple While |
forecasting sales figures through estimates and experiences. They will conS|der_aII mternalland externg |
factors while forecasting sales. This is a type of com_m|tment approach. Thls method is Simple 4 |
experiences and judgments are pooled together in taking a sales forecast figure. If there are Many
experts, their estimates are averaged in drawing the sales forecast. _

The benefit of this method is that it is simple and quick and detailed data is not needed. However, it is not
based on factual data and it is also difficult to break down the forecasts into products, markets etc

4 Consumer surveys:

Consumer survey method is one of the most common and directs method of sales forecasting in the shot
term. This method focuses on the future purchase plans of consumers and their intentions. In this
method, a business will conduct surveys with consumers to determine the demand for their existing
products and services and anticipate the future demand accordingly.

5 Moving average method: :

A moving average is a technique to get an overall idea of the trends in a set of data, it is an average of
any subset of numbers. The moving average is extremely useful for forecasting long term trends. One
can calculate it for any period of time.

For example, if business has sales data for a twenty year period it can calculate a five year moving
average, a four year moving average, a three year moving average and so on. Stock market analysts wil

often use a 50 or 200 day moving average to help them see trends in the stock market and forecast
where the stocks are headed.

@Q
Moving Averages . OQJ/\
When using moving averages for forecasting, remember: ,QQQ
1. Moving averages can be simple or weighted.

N~
2. The number of periods you use for your average, and any weights you assign{QGécﬁ\are stricl

arbitrary. N iods
3. Moving averages smooth out irregular patterns in time series data: the lar e(ﬁqg}ﬂbe’ of per™”
used for each data point, the greater the smoothing effect. é Q g sales
4. Because of smoothing, forecasting next month's sales based on the mgstr Gent few monthﬁand
can result in large deviations because of seasonality, cyclical, and irgequa‘r atterns in the data ries
fu

5. The smoothing capabilities of a moving average method can be se '&) gcomposing a time
for more advanced forecasting methods. $ O
. X

\\
&
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The variations

unlikely to be accurate

@ A reading from the line of pestfitrs edata eg

because il does not consider vanatons inth

raw data is rarely plotted as @ straight line! .
@ In order to account for these, and obtain more _awura

forecasts it is necessary to calculate the variation.

@ This is calculated using the formula:

l Variation = Actual Data - Trend Data

Cal cul ating the variations

@ The variations of our earlier 3 period moving average
example would be:

3 Point
Sales 3 Point Moving
Year (Em) Total Average Variation
- 1993 66
1994 71— 200 66.67 433
1995 632 —— 196 65.33 =233
© 1996 62— 183 61.00 1.00
1997 58— 187 62.33 433
1998 67 —— 197 65.67 1.33
1999 722 ——— 209 69.67 2.33
2000 70— 205 68.33 1.67
2001 197 65.67 -2.67
2002 195 65.00 -1.00
2003 —_——— 208 69.33 -1.33
2004 76 —7-/ 215 71.67 4.33
2005 71

The average variations

® Having calculated the variations it is necessary to add
them together, before dividing by the number of variations.

@ This will give us the average variation
Cyclical
Variation
@ In our example the average variation would be: an
3.33/11 = 0.303Million 20
= 303,000 units i
@ This means that any reading obtained from a 1»;;
line of best fit would have 303,000 units added. It
® In theory this should yield a more accurate 3:;
forecast 1.3
o
BN
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Advantages and dis-advantages of moving average method:

Moving aver age nethod

Advant ages
Easily understood
Requires less data than
simple average
Provides
forecasts
Ignores data that is
“too” Old
More responsive than
simple average

stable

Dis-advant ages
Requires saving lots of

past data points: at

least the N periods
used in the moving
average computation

Lags behind a trend
Ignores complex

relationships in data

Marketing
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3.5 Globalisation and Internatlon

3.5.1 Globalisation

Why enter overseas markets?
push factors:
Saturation in domestic marke}s.
Economic difficulty in domest_lc ma
Near the end of the product life cyc
Excess capacity.

Risk diversification.

Personal ambition.

|e at home.

R NI SRR

Pull factors:

1. The attraction of overseas markets.
2 |ncrease sales.

3. Enjoy greater economies of scale.
4 Extend the product life cycle.

5. Exploita competitive advantage.

Factors which promoted gIobaIisation:
Tariffs have been eliminated and free trade zones have been created with _smgll or no tariff.
Transportation cost has been reduced due to containerization for ocean shipping.

Governments have adopted favorable policies related to foreign trade.
Countries have eliminated subsidies for local industries in order make them at par with foreign

companies to create competitiveness for foreign companies.
Countries have recognised intellectual property restrictions.( e.g. patents granted by China would be

recognised in the United States).

robd =

o

Benefits of Globalisation:

1. There yvill be more variety of p_roducts available for consumers and they are likely to get due reward
for their money. E.g. Pakistani Govt. allowed import of Japanese cars which are more advanced in
technology as compared to local brands. (9

%. Cc;;l)nt;petition is created which could lead to reduction in price.
i obalisation will promote specialisation and businesses can specialise i it

: e s . in prod /
. ri;\akl_ng. E.lg. Japan specialised in car manufacturing. P products they f\[i@gé%t\
. Foreign relations are likely to improve as there will be mutual ec ici i
5. Standard of living of consumers might be raised du i S e ot COL@?'%@

. et -
. :echnologlcal advanced products. © the availabilty and aﬁordﬁh\’ /’\
_ In order to meet foreign demand companies mi i is wi "
7 jlo? ozportunities e iabor panies might outsource production this W create new
. It leads to standardisation of products. Sa
. Same products can be made available }
®9any places e.9.

Coke, KFC, Pizza Hut etc.2.
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problems of Globalisation
Domestic industry is likely to suffer as foreign companies might be having a competitive advaniage

over them. e.g. lower cost, technological etc.
Ccompanies will try to exploit those segments which will result in high profit due to this gap between

rich and poor will increase.

Foreign companies might exploit local labor due to lack of implementation of laws.

Foreign companies might take their profit back to their home country instead of investing in host
country. This might not enable host country to get full advantage of globalisatoin.

Due to the closure of local companies unemployment might rise which could also lead to increased

crime rate in society.
It will be harder small scale businesses to establish.

1.

Factors in the choice of which overseas market(s) to enter:

1. Size of the market (population, income).
2. Economic factors (state of the economy).

- 3. Cultural linguistic factors (e.g. preference for countries with similar cultural background)
4 Political stability (there is usually a preference for stable areas)
5. Technological factors (these affect demand and the ease of trading)

Constraints and difficulties in entering overseas markets
. Resources.
2. Time.
3. Market uncertainty.
~ 4, Marketing costs.
. 5. Cultural differences.
- 6. Linguistic differences.
~ 7. Trade barriers.
8. Regulations and administrative procedures.

9. Political uncertainties.
- 10. Exchange rates (transactions costs & risks).

" 11, Problems of financing.

- 12. Working capital problems.
' 13, Cost of insurance.
14, Distribution networks. (\[70
X0 \Q*
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41:
4.2:

4.3:
4.4:

4.5:;

4.6:

The nature of operations
Operations planning
Enterprise resource planning
Inventory management
Capacity utilisation
Measurement and sig
Increasing capacity utilisation
Outsourcing

Lean production and quality
management

Lean production

Kaizen

Just in Time (JIT)

Quality control and assurance
Total Quality Management
Benchmarking

Project management

The need for projects and project
management

Network diagrams

Critical Path Analysis (CPA)

(ERP)

nificance of capacity
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4.1 The Nature of O

The nature of operations:

The ultimate target of the production process is to make goods and/or services that
dc_amands and needs of prospective Ccustomers. Meeting the demands of customers effici
with best quality, allowing competitive pricing is the best way to ensure success,
Operations management must be concerned with:

1 Efficiency of production:

perations

will meet the
ently, quicky

to keep its cost as low as possible. This

: can increase profit margin of business and benefits can
passed onto consumers in terms of low price.

2 Quality:

Business must be able to produce
consumers. Operations manageme
3 Flexibility:

Businesses operate in a dynamic environmen
according to changing trends in environmenta

quality products in order to achieve the desired level of satisfaction of
nt must be able to achieve this

objective,

9

_ Q)
t. For continued success it is important that they nﬁt adapt

| factors, e.g. technology,

consumer trends etc,\”\ ~2
. o0
The production process: ,\o N
The main resources and stages that are involved to make up the production prq@\ss (ire/smwn here
below: 7 (b
INPUTS: outeuts: [{ O
PRODUCTION @
PROCESS 2
Property
Saleable
Machinery Goods
TRANSFORMATION 2
Labour .
Services
Raw Materials KNOWLEDGE Valuable
GATHERING & ;
Consymables PRESENTATION Information
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process. ea/need to final product/service:

~ Following could be the process of designing and developing a new product

Mass
Production

e e e
R SR G

Concept

Design Design

Review

Prototype
Builiding

sCommercl

eRamp wp
sVolume
production
eproduction
Testing
*Global
piteibution

—

sMock-ups

stlectiical
Test

P Resources-land, labor, capital (including intellectual capital):
When we ':start any economic activity then we would need certain resources. In economics
~ known as “factors of production”. These resources are:

they are also

E
© Land;
I This is the first factor of production which includes not only

§f \ ! area of the earth surface but all resources that
E are a gift of nature as mineral deposits, seas, oceans, aire

tc. The reward paid for land is known as rent.

l Labor:
' This is the second factor of production. A busi
achieve its objectives. This is termed as ‘labor’.

ness organisation would need human resources/capital to
The reward paid to labor is known as ‘wages’. A business

organisation might need two types of workers:

1. Skilled workers. <\ QO

2. Unskilled workers. -0 \
nt is excluded. K 0(9

Note: Honorary work or work for enjoyme

. LA M (\
gapltal: b.(\AA
anmade goods which are used to produce other :
9 P goo I“gjfc'known as capital goods. E.g. plant &

m::'r‘r‘\“:fv‘. raw material, tools etc. Reward paid for ca I@ Sg wn as ‘interest’
aning of capital In economics is more precis i ni .
g P p ég Ryg cted than its meaning to a businessman or

o accoynt
: ant.
Capital nt A stock of money, shares in a com or a private hoard of consumer goods is not
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making or other useful pypp,

Intellectual capital is knowledge that can be exploited for some m?r?:yeconomic concept of capita)
The term combines the idea of the intellect or brain power With ore goods and services. s
saving of entitled benefits so that they can be invested in producllng m 's employee knowledge, busi,

It can also be explained as the value of company or organisation v with a competitive advamaess
training and any proprietary information that may provide the compa ythe collection of all informatj o
Intellectual capital is considered an asset, and can broadly be defin o asf‘t ain new customers cIonal
resources a company has at its disposal that can be used to drive profits, g  Cleate

new products, or otherwise improve the business.

Intellectual capital:

Human capital
+ Relational capital
+ Organizational capital

= Intellectual capital

Some of the subsets of intéllectual capital include human capita, information capital, brand awareness
and instructional capital. Intellectual capital is a real business asset, although measuring it is a very
subjective task. Companies spend millions annually training their employees in business specific topics
and otherwise paying for increased competence in their staff. This capital employed provides a return to
the company, one that can contribute toward many years worth of business value.

As technology and process improvements become more of a differentiating factor within modem
companies, intellectual capital is likely to become even stronger force in the marketplace.

Intellectual capital-continued: {\(,7\0
WK
Intellectual Capital ;\Q
N

Human Structural Relational
Employee Cultural, spirit of Brand, reputation
competence, know firm, copyrights, Snateéic ,
how, work related trademarks, patents, alliances
knowledge, internal databases, cugtomer’s
innovativeness management licensin ’
education processes agreemegr;ts

distributions

channel
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Effectivelieas, efficlency and productivity:

nifference belween effectiveness & efficiency:

Maly would think that efficiency and e
elice belweeh these y ffectiveness are similar terms for measure, however the

i

re 5 3

Eftectiveness-definition:
ihye eiliple definition of effectiveness is ‘doing the right thing”,

Efficiency-definition:
ilhe siinple, often used, definition of efficiency is "doing the thing right”,

—— Effectiveness Efficiency
Meanings Effectiveness is about doing the right | Efficiency is about doing things in an
task, completing activites ~ and optimal way, €.g. doing it the fastest or in

the least expensive way. It could be the

achieving goals.
wrong thing, but it was done ogtimally,

| Effort orfented No. Yes.
Process orlented No. Yes.
@pﬂjﬂﬂpllted Yes. Yes.
| Time oriented No. Yes. |

Productivity: Measuring efficiency:

~ Productivity:
~ “{)ie ralio of outputs to inputs during production, e.g. output per worker per time period”.
Or

~ 'The amount that can be produced with the resources, that are available”.
d the two should not be confused. Production is

Productivily is not the same as the level of production an
~ |lie provess of combining units of inputs (natural, manmade and human resources) to create output

(goods and services) capable of satisfying human needs and wants.
is the increase of output from each unit in the production process. There are several ways

'~ of aohieving productivity. These include the training of workers and the introduction of machinery and

'_g_ equipment into the production process.

Measures of productivity: 0(\/\@
f productivity are: v ¢
Lab QO

The most popular measures
Labor productivity

Output
No. of . loy, ’\Q
o. of emp
9
Output .. ) rbq/
Wal eraployed
?ll businesses will hormally try to increase productivity as it will ens ('bpti@% utilisation of resources.
his 6an be achleved either by employing skilled labor, raisings r,,@yel of motivation by adopting
\

ahpropriale slralegles and by using technology as well. (() \‘AQ
b(\

Possible reasons for low productivity levels: & o2

' Low level
, of salaries. >
/ l,nok of fringe benefits. Q '@\Y\\é'
Poor working conditions. »
Leaderahip slyle.

Capital productivity
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? f\;l : R objectives.
Raising gﬁ:;t\:v\g:: olfei‘r,n?:)i/ing productivity level in an organisation.
There aré

1 By improving skills of workforce:

As discussed earlier, a possiple ‘reason for low nféot
environmental factor sO organisation can overco

ittoi its productivity level. ' o |
fir:)?wb;?/;trt%gczﬁg be gme consuming and in case of off-the-job training it may affect normal working ot

‘ i [ f financing training program ang #
ess. Apart from this business will have to bear the burden o ing and &
:r;n?;glggsecb/\\g; are not clearly defined or it is not managed properly, then it might be wastage of time

and Other PESOUITaS,

ductivity can be skill of labor. As it is an intema
his by providing training to its workforce. This :':

2 By raising level of motivation of employees:

Asother dossle reason for low productivity could be poor level of motivation of employees. As discussec
SR sscton, & highly motivated workforce is considered to be the key to success of an organisation. ff
N @HIJON wants to increase its productivity then it will have to offer them a better package cof
smanaa and non-financial incentives.

“oasver, these additional incentives may increase cost of the organisation and in-efficient/lazy
smplovess might take undue advantage of this.

3 Technological improvement:

Businesses operate in a dynamic environment and technological environment changes rapidly. In order ©
remain competitive in market, organisation will have to constantly upgrade/update technology. This wil
enable it to offer more value to consumers and gain a competitive advantage over competitors.

However. such developments lead to capital expenditure. This could add financial burden on the
organisation as it will have to buy more advanced technology. Apart from this organisation will alsa have
to bear cost of training staff to operate new machinery.

4 Effective management:

Effective management can help to increase productivity. Effective management can heip © eq{su?
effective management of inventory. If raw material supplies will reach on time then orders RS

completed on time. Apart from this effective management will lead to team working which G Jiain
greater level motivation of staff. x N ~-
~\
N~
&N

Value added:
“The enhancement added to a product or service by a company before thi@uﬁ\s offered t©

customers”. 9,
Value added ::&bies businesses to compete effectively in the market. With £ SieRnces (i any) from
or, and provides potential i i i b sonss
of value. p customers with a feature or add@Lthat gives it a great Seiss
Value add can either increase the price of the i 6> var o
product. E.g. offerin e yé} of free support on @ ne¥
g\o:puter would be a value-added feature. Additionally, individua »pring value add to services that
may perform | such as bringing advanced financial modelinq‘skillsgé a position in which the hinng
nager may not have foreseen the need for such skills. S

@%220@
<& S

A g
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r A% Farmer sells Milk for £1000, that cost him £

Milk Packaging Firm sells the same milk in cartons £1000
- to a supermarket for £2000

300 £700

|
|
|
|

Supermarket sells the same milk to customers for £1500
a total of £3500 £3200

The Value that has been added at each stage is shown in red

. gxamples of value added:
Ufone’s value added ] Zong's value added _
mring following value added services to | Zong is offering following value added services to
| jts users: its users:
o Virtual private network. e Handsets.
o Call management. e Business solutions.
o Missed call notification. e Games.
« Phone book saver. o General services.
o Backup all your contacts with Ufone’s e Zong portals.
phone book saver. e Zong music.
« Create an account on our website and get e Zong sms/chat.
access to a host of personalised online e Zong sports.
services like address book, calendar & e Zong infotainments.
planner, POP3 alerts, email address as e Zong communities.
e Zong internet.

well as infotainment services that let you
subscribe to daily horoscope, quotes, jokes

and much more..... _ _

Capital versus labor intensity:

Labor intensive:
compared to capital equipment to produce its products.
Vg

Itis where a business uses more labor as
Agriculture, construction, and coal mining industries are examples of labor intensive industries. 7,
~7 QO
: N AN
. Labor intensive-benefits & limitations: !(\O 2
Z Benefits Limitations SO
e offered. Not suitable for large scale productiog.”
e

1. More employment opportunities can b
2. Less initial investment is required.
2- Can offer customised services to consumers.

. More variety can be produced as business will [4. Variation in quali
use skilled labor. production. th@
High level of ergor§)
o

Lack of economies of scal
More suitable for small s;% (J‘ginesses.
labor intensive

More chanceg {t%ge of resources.
More reha\rx;g ora bor-exploitation.
, N '

6&\@

Capital intensive:
> ‘
gﬁo@y as compared to labor to produce its

No o

t is
W . , .
here a business uses more capital equipment/

DrOducts, gs
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Capital intensive-benefits & limitat
Benefits ot bored due t —
. 7. Workers may 9 ue to re o
7 Business can achieve mass produc:ltlon(.a scale work. petition o
2 Economies of 2 due to 1219 , There will be 2 need to retrain workers .
operations. 5 t managers. 8 o
3. Increased pro uctivity. , )
4, Less relian?;e/dependency on labor. 2 Il\’nroﬁtzd\ﬂéﬂlﬁg:ggeialsg lndshort term.
5. Consistent quality can be achieved: - ay @ al bur en on company as hug,
6. Less chances of errors. |n!t|al mvestmen_twnll be required. d
7 Increased profits in long term. 5. High cost of maintenance.
8. Less wastagé of resources. 6. Technology may get obsolete after short time
7. Less flexible, as only standardised produc
: can be produced. ucts
T~

Operations decisions:

Computer Aided designing-CAD:
CAD (computer aided design) software is used by architects, engineers, drafters artists, and oth
1 1 y ers to

create precision drawings Or technical illustration. CAD softw.
(2-D) drawings of three-dimensional (3-D) models. are can be used o creale two dimensiond

OO
O
,\0
\\0 ,'\
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 Planning

—

/

S

@uming

\

N

—

Technology

4.2 Operations Planning

4.2.1 Enterprise Resource Planning (ERP)

Enterprise resource planning:
What is Enterprise resource planning? (ERP)
Enterprise resource planning (ERP) is business process management software that aliows an

organization to use a system of integrated applications to manage the business and automate many back
- office functions related to technology, services and human resources. ERP software integrates all facets
of an operation, including product planning, development, manufacturing, sales and marketing

. . A7 N
ain features of an ERP programme. AoAN

Financial management: y\:\‘/ C\:
inancial management or Accounting management is considered as one of the most i n(%\odules
that it offers &

ERP solution. The fact behind considering and testing financial management m
By testing financial management module befogg p{ém’entation you

sures proper financial reporting. , 3
n assure you have a perfect component for financial reporting and Accounti&m g:a‘)ment
Q

N
’

Customer relationship management (CRM): o
RM feature deals with your entire customer, leads, and _alto e@'mgsa.e of your business.
owadays CRM module is key and almost used by every orgamzaﬁx Smplements ERP solution for

eir business. A full fledge CRM module ensures proper manage 'lead, customer, opportunities

altogether better support to your customer and further gro g’h business
>
& 4

Human resource management: (HRM): £ ﬁ?
g

Uman Resource is another key feature and ca G:Eﬁx RP software as it deals with the most
Portant people of your business your employees: sly HRM module was least considered as it

3 only managing the basic functionalities such as payroll, employee management and basic reporting.




Y

Unit-4 Operation & Project My, o,
4

148 '
Read & Write Publications

But today HR module has evolved and move beyond the limitations. Nowadays many key' and 2de,
features such as performance assessment, time tracking, attendance management, scheduling, kp, .

inbuilt in ERP HR module. Therefore it is necessary to check on the HRM functionality of ERP Soﬂware.re

4 Manufacturing:

The manufacturing component of an ERP software package includes tools that enhance the entjre e
to-end process of designing and building a product. It streamlines product design, engineering,
configuration; improves tracking and management of product parts; automates the schedulin
production activities; accelerates manufacturing; and improves quality assurance procedures. With
software and its manufacturing capabilities, businesses are empowered to create the best
product in the most efficient and cost-effective manner.

ERp
POssible

5 Supply chain management (SCM):

Supply chain management (SCM) is the oversight of materials, information, and finances as they move i
a process from supplier to manufacturer to wholesaler to retailer to consumer. Supply chain management
involves coordinating and integrating these flows both with and among companies. It is said that the
ultimate goal of any effective supply chain management system is to reduce inventory (with the
assumption that products are available when needed). As a solution for successful supply chain
management, sophisticated software systems with web interfaces are competing with web based

application service providers who promise to provide part of all of the SCM service for companies rent
their service. : .

WHAT IS SUPPLY CHAIN MANAGEMENT?

n\tu < Reverse product flow —j
. i ;“ P
- ) Supplier Producer Customer

. \ Primary / \ Primary
product product P
B flow flow L
MMS #————————— Primary Cash flow = g})
’ Grow You! ! Career

&
Benefits & limitations of Enterprise resource planning: {”"«}/\C
w O
ERP Advantages ERP Disadvantages ]
® improve employee satisfaction ® High cost
® removing data and processes ® Duration of implementation
redundancies ® The complication of process reengineer
® assist the day-to-day activities * Difficulty with data migration
® assist the management decision making * Difficult to measure the ROl of ERP
® breakdown the barriers between immediately
department ® Indirect cost
® automate the business processes ® Risk to meet the failure
* enhance the organization competitive
advantage ;—-——)
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.3 Inventory Management

Inventory/stock Management:
“Effective inventory management is all about knowing what is on hand, where it is in use,
1 inished product results”.

and how much

es to attain and uphold an optimal inventory of

: Inventory management refers mainly to when a firm striv
dling, and other associated costs.”

\q00ds while also taking note of all orders, shipping and han
he objective of inventory management is to provide uninterrupted production, sales, and /or customer

envice levels at the minimum cost. Since for many companies inventory is the largest item in the current
lassets category, inventory problems can and do contribute to losses or even business failures. It is also

called inventory control.

Types of inventory:

1 Raw material:

Things which are used to produce other good

material. 0 /\
0
X QQ

s. E.g. for a furniture manufacturer wood will belraw

2 Work-in-progress:
Units which are incomplete at the end of @ specific period of time. These unfinished @a are Rnown as

work in progress/process. E.g. company started producing 100 units in January, a Jagtary 10 units
are incomplete, so it will be work in progress. OO0
Q')

3 Finished goods: ¢ ©

Units that have been completed to the right quality and are waiting toko dgllyered to customers. E.g.

company started producing 100 units in January, qt 31, Januaw&%@are complete, 8o it will be
A

finished goods inventory. (O 32\
S

» L Py &
actors which might determine inventory lev >

here are certain factors which will determine the !SV@ ifventory/stock which must be kept by the

PUsiness. These factors could be:
~
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1 Nature of stock:

If business is dealing in products which are either perishable e.g. food items, or which have unpreq

e . ictable
product life cycle e.g. technological products, fashion items then it is likely to keep low inventory jeyeg
2 Availability of storage space: o . |
It will also determine the level of inventory a busine'ss is going to ma_mtaln. E.g. if business hag the
availability of storage space then it might go for higher inventory level or vice versa.
3 Company policy:
It will also determine inventory level in a way that if business has policy of just in time then it will only
order supplies when it will be needed or vice versa.

4 Production method used by the co:

It will determine inventory level in a way that if business is using job production then inventory leve| i
likely to be low but in case of flow production method it is likely to be high.

5 Government policy:

It will determine inventory level in a way that in case of shortage of goods in the market Gowt. does not
allow businesses to go for higher inventory level. In such situation inventory level is likely to be low or vice
versa.

In order to discourage high inventory level govt. might also impose taxes on stock holding.

6 Sales forecasts:

It will determine inventory level in a way that if business is anticipating economic boom in future then
inventory level is likely to be high or in case of predicted economic recession it is likely to be low.

7 Lead time:

If suppliers will demand longer lead time then it means that

business will have to keep buffer stock
(reserve stock)

for more time. In this case inventory level will be high or vice versa.

8 Storage cost:

If storage cost is high e.g. for perishable item such as vegetables, fruits etc. then business is likely to go
for low inventory level as it will either result in inventory getting perished or w

il increase price of prg}uct
due to excessive overheads which might become a marketing drawback for th

e business. (
C/\O
'\O )

Problems of having High stock level: X QQ

If business is going to keep higher inventory level then it might have to face certain &Qp\m These

problems could be; \O\\ NG ‘

0
1 Stock piling: v Q(b

of
If business will keep higher inventory level then it might not be able to sell o all of them by the end
a specific period of time. It means that it will have to face problem of stoqkﬁ

-1
fl
Q8 &
2 Increased work burden of management: <

N ol It
Management's work burden will increase as it will have to md'rﬂor inventory record and supervis
means they may get less time for other strategic issues.
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Storage cost:
o pusinéss will go for higher inventory level then it means that it will have to bear storage costs, €.g.

|aries Of:)’ac:"::so:;z rsstlartft utility bills, rent of warehouse etc. This will increase storage cost which will
ssed on erms of high price. It could become a marketing drawback for business.

More taxes to be paid:

As discussed iirlier tdhat in order to discourage higher inventory level govt. might impose high taxes on
inventory. If at the en of year business is left with inventory in its warehouse then it will have to pay tax
on it.

5 Product quality might be affected:

. This will specifically apply to businesses such as restaurants that they must be using fresh supplies of raw
‘material, eg fruits, vegetaples etc. if they will use older material then this may affect product quality
 resulting in consumer dissatisfaction.

5 6 Danger of stock getting obsolete:

| As explained earlier that nature of product will determine inventory level. For technological product such
:as mobile phones, computer apcessories business must keep low inventory level as technology changes
rapidly. If business will keep higher inventory level for these products then there will always be a danger

of getting them obsolete.

e 7 More working capital will be required:

Ifbusiness will go for higher inventory level then it would mean that it will have to make more payments to
suppliers. To make such huge payments more amount of working capital will be required. In order to meet
this finance requirement business might have to borrow funds which could increase its gearing.

oblems of having low stock level:
f business will keep lower inventory level then in this case even it wi
ese could be:

Il have to face certain problems.

Stock shortage:

fower inventory level means that business will not be able to meet increased or instant consumer

demand. This may lead to bad image of business and will also affect its reliability. ‘5;
A0
/'\ /

- O A
\®<Rot

Delayed consumer orders:

S explained earlier that low inventory level could lead to §tock shortage. It means busi ’\'w be

bl to deliver consumer orders on time. Apart from bad image it could affect image u@‘hess and

PNsumer may even impose legal penalty on delayed delivery of orders. \O\ N
Suppliers might exploit: %) er/

Business will run out of supplies and in case of shortage in market, suppliefs (n(@t overcharge it for
Blant supplies. 9
. . (\ o)
Business might have to bear costs: i\ o
¥er inventory level may result in shortage of material, it n{gsfn {ﬁ\at there will be no production.
z-\ét\c. '
o

iness will have to bear fixed costs, e.g. rent, salary of SUQS
entory/Stock control chart: o
Ock control chart is a graphical illustration of a Wr’oach to stock mana i '
: ; . gement over time.
M shaped diagram is normally shown if sales were steady throughout each month. Whilest-mil:
Simplifies the situation for many businesses, the prﬁ'}é‘iples can be adapted to most situations.
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Using a Inventory/stock control chart;
Charts are used to maintain favorable stock Igvels. They are hased upon 3 assumptions;
1 All deliveries are made correctly and on time

2. There are no faulty stocks
3. Stock is used up at a constant rate

Inventory/stock control chart will show:
- the most stock a firm wants to hold,

Maximum Inventory level
The Re-order level- the level at which a new order is placed,
The minimum (Buffer) inventory level

- the least stock a firm wants,
- the number items that are ordered,
Lead time- the time between placing the order and receiving it,

ORhWN =

Inventory/stock control chart:

® Some businesses use these to help control stocks

® They show: ‘

|

" Maximum |

2 Stock Level |
> (eg 300 units) |

A a
~ Le-Order Level |
2 (eg 200 units) ‘
v 1

Minimum
Stock Leve!
1 (eg 100 units)
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k ordering methods:

N
\“/ * Minimum stock level is defined and new stock is ordered when stock |

reaches that level.

—————w

Fued reorder level | /J
3
| /  New stock is ordered after a fixed time interval.
| Fixed reorder
interval p

/ « Store room is divided in two portions (bins) new stock is ordered
when one bin gets empty

Two bin system

AN
!

Just in time stock | O(\ \

\ /, - — &'\;‘03'\'\
Myl DY

|

'« Most reliable method, demand for stocks is forgs&a&\and co. orders

this ‘economic order quantity’. \’@ LY,
- Economic order i\ Oig |
L \!\ 2 . Y,




Unit<¢

Just in time stock:

Justin time stock management originated in Japan by Toyota in 1950 '
used to increase efficiency and decrease waste by receiving goods
production process thereby reducing inventory costs. This method re

accurately forecast demand.
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tis an inventory strategy Whic
only as they are needeq |}
quires that producers are able :

Benefits Drawbacks —
1. Less working capital is required as business | 1. Stock shortage. _
will not go for stockholding. 2. Suppliers might exploit Co.
2. Lesser storage cost 3. Delayed consumer orders.
3. Less taxes to be paid due to no stock holding. | 4. Quality might be affected.
4. Reduced work burden of management. 5. Badimage. _
> No stock piling. 6. Instant consumer orders might nct g
6. Reduced danger of liquidity crisis. entertained.
7. Staff de-motivation. ‘
8. May lose the advantage of bulk buying.

Requirements for just in time inventory:

ORWN =

JIT relies on excellent relationships with suppliers.

JIT requires excellent communication and infrastructure links between suppliers and businesses.

It requires state of the art technology.
Requires well trained work force.

Co. Needs to develop a culture in which customers must be placing advanced orders to the co.
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4.4 Capacity Utilisation

What is capacity utilization:
It calculates the current production a business is able to achieve as a perc
available capacity.

entage of its maximum

~ MAXIMUM CAPACITY

'1{ Maximum capacity is the highest output level possible from a business over a particular period of time.

" CURRENT OUTPUT

The actual output that firm is producing at present is known as its current output.

Capacity utilization =  Current production X100
Maximum capacity
Example:
Business has maximum capacity of 100,000 units and currently it is producing 70,000 units. @
'a A%
.| \i
Capacity utilization = 70,000 X 100 = 70% y O\ (: \
100,000 > Q°
00 RO
Effects of under capacity: N ,\,'\

XN A0
Effects of Under 9; ) Q ©
Capacity? :

« Increased unit costs

« Reduced profit margins
- Reduced employee motivation

Y
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Disadvantages related to continuous maximum capacity

1.

Workers can get de-motivated and tried at full capacity all the time. No relaxation time,

2. Machinery can get stressed out and get damaged quickly. It would require higher maintenancef
which again workers are required. Or
3. If always working on full capacity then orders may have to be turned down saying that maxim
capacity is being used. So priorities may have to be taken into account. Um
4 Especially in service sector, if hotels and hospitals are always full then potential customerg m
be turned away and loss of existing customers %
5 So firms working at maximum capacity should think about expanding its operations or Clos;
down certain areas of operations g
Ways to increase capacity utilization:
* Ways to reduce under-utilisation of capacity include:
1. Extend the product range
2. Find new markets
3. Increase demand by promotion
4. Rent excess capacity to other businesses
5. Inthe long run, close excess capacity (e.g. sell property or
machines and make workers redundant)
* Ways to improve over-utilisation of capacity include:
1. Identify and tackle bottlenecks and shortages
2. Outsource or sub-contract production to other businesses
3. Inthe long rung, invest in increased capacity
4.4.3 Outsourcing
) 2
What is outsourcing Ly -
; ; ; il ask other hﬁﬁgs—w oduce product O
It is when instead of producing product itself business will 2sk Of X pr pr
behalf. \ P
N
© &
e
o*



157 Operation & Project Management
Read & Write Publications

_>manufacturing outsourcing

* Buamples
— Glaxo India is producing ranitidine bulk for Glaxo Wellcome.
- R‘"‘b“v outsourcing Cefachlor manufacturing for Eli Lilly.
- Lupine outsourcing D2 amino butanol for Cynamid.

— Kopran Rgsear:h Laboratories Ltd. Outsourcoing for Synpac
laboratocies for supply of Penidllin-G bulk.

= Other outsoucing manufacturing company-
Kremoint Pharma Pyt td

Mackur Lab Pvt Ltd

Parnax Lab Ltd
wmumudm

o

e

O e 5 . i i B A LSS

Benefits and drawbacks of outsourcing:
Sassanisamin

Advantages |

Dw/’-}
then it might aﬁ‘ectl

g
[ =

-

N

oroftzbity.

()

ZCTEYE 1T
k¥ might help

L mignt continug with 12

bor intensive production.
' than proactive to customer needs.

I—

Z_osress might not be having spare capacity ' 1 If delivery is delayed
s zrangement will enzble them not to lose reputation of pusiness and it might also have to |
= [ pay legal compensation to customer for late ‘
rusiness might be having lower cost of | delivery. |
oroduction. This il help business to increase ! 2. Business will not have control over production i
| soin case of poor quality it could lead to bad i
Omer business might have Detter quality | image. !
<zrdzrds. This might enzble business to | 3. Secret information might be leaked out and |
= marimum consumer satisfaction. ( next time customer might prefer to buy directly ;
business to minimize investment | from the manufacturer o whom business |
n caphzl intensiie eacinies (technology) and it outsourced production. ;
4. The organization might become reactive rather i

NRA
o 4
‘209
¢. =
"\"Oﬁ@
\x\.\@'
N
SO
o
o
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Delivery times Costs
JT Jidoka
(Just in time) (Act on abnormality)
| r
| % *
| Takt Time LEAN ; Mrcahr:;!e I
| Pulltow | MANUFACTORY | sopration |
. ! f
Heijunka Standard
(Production levaling) working
5SS (Continual improvement) Kaizen
étability (Robustness - 1:3 & 3:1)

4.5 Lean Production and Quality Management

4.5.1 Lean production:

Itis an approach to production which attempts to minimise wastage of costs, time and people.
The basic aim is to cut costs by making the

business more efficient and responsive to market trends. This
was developed by the Toyota executive Taiichi Ohno (1912-1990)

. y W ) during post second world war
reconstruction period in Japan, and popularized by James.P.Womach and Daniel T.Jones in their 1996
book ‘Lean thinking’. Also called as lean production. The aim of was to produce products as cheaply as
possible. Lean production eliminates those activities which contribute nothing towards productivity, for
example, holding of stock, repairing faulty units and unnecessary m :

ovement of people and product
around the plant.
This approach can be applied to all aspects of a business from design, through production to distriau@"no
. \
Why industries might adopt lean production? \}00@
Industries might adopt lean production due to the following reasons: O ,\Q
1. It helps to eliminate wastage of resources. V\\Q /)\
2. It helps to minimise inventory level by adopting just in time approach. v N
3. It helps to maximise flow of production activities. O rb‘],
4, Pull production from customer demand. Q
5. It enables business to meet consumer’s requirement and achieve maxi Ie@ of satisfaction.
6. It ensures that there will be no error in product, even first time when, n}{? is going to produce it.
7. It helps to empower workers which leads to improvement in quiligﬁ?anq; s and raises their level of
motivation. O
8. Itis designed for rapid changeover. ‘(l} O
9. It helps to partner with suppliers to ensure timely supply of in r\ttﬁ
10. It creates a culture of continuous improvement. (Kaizen fbb
%
<

Techniques/Aspects of lean production:Q.@Q\&'
v Justin time (JIT). 0
v Cell production.

L -
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Kaizen continuous improvement.

Quality circles.

Total quality management. (TQM).

Time based management.

simultaneous engineering.

,‘ | Just in time:

yst in time 1S an approach according to which inventory/stock will arrive on the production lin
it wil ge needed. It helps to minmise the inventory level eventually resulting in reduction in cost of
orage.
;tusiness will keep inventory levels of:
1. Raw material.
2. Work in progress.
3, And finished goods.
at miniuT Jastin "”?e requires careful planning and the used to specialised softw
roduction for each period of time. It will include ordering the correct stock.
Information is exchanged with suppliers and customers through EDI (Electronic data interchange) to help
ensure that details are correct.
supplies wil be delivered directly to the production line when they will be needed. For example, a car
manufacturing plant might receive exactly the right number and type of car wheels for a day’s production.
and the supplier would be expected to deliver them to the correct loading bay on the production line within
2 very narrow time slot. This process needs to be carried out very accurately of production could come to

a standstill.

e only when

are in order to plan

Advantages & dis-advantages of JIT:
b Advantagos | Dis-advantages
Stock piling Is eliminated as business does not | 1. Stock shortage might occur if supplies do not

go for stock holding. reach in time.

Lessor working capital required as business | 2. Not suitable for products having unpredictable
does not need to keep stock. demand.

Lesser danger of product getting obsolete. State of the art technology is required.

Reduced work burden of management, Suppliers might exploit business for instant

Low gearing, as business does not need to supplies.
horrow loans to meet its  working capltal | 5. Instant consumer demand might not be

S w

roquiroment. entertained,

Improved product quality as fresh raw materlal /n
supplios will be used. (Especially for food \/\“ e
products), AT
Slorage cost will decrease which means more \}‘/ e
profil for co. and benefit can be passed onto O O
consumers In terms of low price. _ 7 \\Q L\Z

. Collicollular production: O D
- Asoxplained In the Inlioductoty paragraph that lean production also ol’tn\hthm\-\\\Qassary movement
- of product In-production Ine. 8o cell production ls Intended 1o achieve A & objective. It refers to a
— manufacturing syalem wheteln the equipment and worhstations are mmoﬁe‘ﬂ’ wan efficient sequence that

allows a continuous and smooth movement of Inventorler and matey AL ptiuce products from start to
fisly in a single process flow, while Ineurting minimum tranaport ot Ivg Wime, or any delay.
Laoh coll s renponaible for a complele unit of work, Hm:lmu\(‘?pn %ﬁ aa a part of \Job enrichment’.

© qu}l\llltv for quality in their area.
\

NONA

- Golla doal with olher cells as If they wele ouatomers, and lnkbu

Q@\\x\
X

&
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Advantages & dis-advantages of cell production: .

~ Advantages | | Dis-advantages R

I Team working migit help o raise the level of | 1. Investment in new matesiale handing o
ordering system will be required.

molivation of staff ; »
2 Produot guality will iImptove as each worker will | 2. It may not alloy/ a firm to use its machinery z
lie (espnsible for quality. intensively as in tradyt:pnal flow production 5,
1. Waorkers will get multi-skilled which can lead to output may not be as high as ﬂow production.
Jols tatation, Business might need to train employees
work according to this technique of production

Kaizen continuous iImprovement:

It I8 based on the Japanese idea.
Kal = change

len = good
It I8 alsG known as continuous improvement. It was originally used to describe a key element of the

loyola produclion system. It is a long term approach to work that systematically seeks to achieve small.
ineremental changes In processes in order to improve efficiency and quality. If an organisation will
praclice kalzen, continuous improvement then it will be the responsibility of every worker, not just a few of

therr

Tt rn st 4
[rrv v v e n ’\(1/'\
b

At
»

The emphasis of Kalzen is on staff participation. Workers n? eet regularly to discuss matters and
e cheapest method of developing néw

give thelr suggestions for improvements. It is considered@

Ideas and lechniques which are expected to have T j(ipact on business. For example, Toyota 1S
well known as one of the leaders in using Kalzen@?O at one U.S plant, 7,000 Toyota employees
submitted over 76,000 suggestions, of which 99% were jthplemented.
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. pdvantages & limitations of Kaizen:

—Advantages Limitations '
ji can be useful in any industry, whether it is | 1, Kaizen relies on gradual changes but business
ailing or not. Its advantages are. Primarily it might be needed to implement certain changes
puts people first, which might not be implemented gradually.
it rewards effort as well as achievement, 2. Implementation of Kaizen might need a change
it is a method of active problem solving. in organisational culture. Management must pe
It also helps to ensure improvement in space willing to go for empowerment as autocratic
utilisation, product quality, use of capital and style will be misfit with this technigue.

employee retention,

It creates an atmosphere where employee's

suggestions are valued,

It helps to create awareness that even small

improvements are important.

It provides a system where such improvements
are communicated to other employees,

. It empowers employees which raises their level
of motivation.,

_ Total quality management. (TQM):

" It is a system of management that originated in the 1950's. It became more popular since the early
1080's. It is based on the principle that every member of staff must be committed to maintain high
| slandards of work in every aspect of company's operations.

" It ensures that all activities will happen in the way they will be planned to achieve maximum (s{

6f of)
| consumer satisfaction, O /\\/
Nk
* Main points of TQM: 2N
| 1. It believes that quality is the responsibility of every one working in the organisau{@( isPn'\St just the
responsibility of production department. N

It is intended to achieve maximum level of consumer’s satisfaction. \O Q/
Different departments are considered as internal customers which meanan?erg‘g department will
QR
/

process according to requirements of each other. o

It intends to eradicate the need for quality control department. x )

It also emphasizes on empowerment of staff. o\ (Q

Group working is encouraged to ensure that workers will share@gt@?and ideas within the group.
Just in time manufacturing is used. ,'\‘\\ '

Establishment of quality control circles is required. Q} D

Itis intended to ensure ‘zero defect'. b &

0. Italso believes in continuous improvement. O ®®
<

Limitations of TQM: Q%S
- Itrequires change of management culture to decentralisation which might be difficult.
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It is expensive to implement as it involves costs, such as training, team development, infrastructUr
:

improvement etc.
It is & long term process which is like
It focuses on standardizations of tasks to ensure con

discouraged.

Al

ly to show its results after years. N
sistency. Creativity and innovaﬁOn_
s

2 O

Time based management:

It intends to ensure effective utilisation of time. It also rec
reduce the levels of unproductive time in an organisa

productivity need to be eliminated.

ognises the importance of time and Seeks

tion. Activities which contribute Nothing fo

to

Benefits of time based management include:

Lead time is reduced to ensure that business will meet changing trend.s of market and consumers,
Helps to ensure that business will be able to develop new products quickly. ‘

Helps to minimise wastage of resources which could eventually lead to improvement in efﬁciency

level.
Like other techniques of lean production it also emphasize on empowerment, team working, anq

better understanding between management and employees.

SRS

:Cs

Simultaneous engineering:
In this business will organise activities in such a way that they can be done simultaneously. Basic
objective is to ensure that these activities will be done as simutaneous activities hence reducing time for

the completion of project. (to be discussed in detail in topic of critical path analysis).

Advantages & dis-advantages of simultaneous engineering:
B Advantages Dis-advantage 7
Effective planning and able leadership is

1. It helps to improve quality of E)roducts which | 1.
enables to achieve maximum level of required which may be difficult to attain.

consumer's satisfaction. 2. Reliable supplier's links are required which
2. The use of just in time approach helps to might again be difficult to get.

reduce the requirement of stockholding which | 3. Investment in capital equipment and training of

eventually leads to reduction in cost. employees will be required. This could add

3. With the help of worker involvement efficiency financial burden on business.
can be improved. 4. Active and sincere participation of emsl@_“
4. Reduction in lead time and use of cell is required. It might be difficult to get. /\

production can help to decrease cost and profit
margin of business can increase.

5. The use of Kaizen can help business to
respond to consumer trends more quickly and
its flexibility can also increase.

. O L
Quality Circles: Q @0

It is‘ an attempt to improve quality of products. Management will form a p’ employee
agsngned the responsibility of looking after matters related to quali gyfn?%rs will be select i
different departments. They will meet regularly to discuss problem @;to quality and by sharind hn,
mutual expertise they will try to resolve these problems. Apagt from {ii§ they will also analyse cune
developments in technological sector and will give recommgﬁkq management to further impro

quality standards.
>
o @

Benchmarking: q ¢
. . . H ‘ 'eclor
It is also an attempt to improve quality standards o Cﬁxﬂ%ﬂ;y’s products. In this business wnll,::noW”

other business in the same industry as an ‘ideal’. Selectlon of such an ideal company/business
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’ penchmarking. Later on information related to the quality system of benchmarked company will be

llected and business will make necessary changes in its quality control system for improvernent

dvantages & dis-advantages of lean production:

Lean production

‘____ e

Advantages Disadvantages

O Increased O Reduces EoS
motivation O Requires all staff to

D Increased quality be committed
of output O May not be able to

O Improvement in meet customer
cash flow demand

O Higher level of O Relies on a good
participation supply chain

O Increased output

e

s s

B
?ﬂ'

- T

CRITICAL PATH ANALY

Examiner's Tip

In A level enams, it e unlikely
that you will have (o draw &
complicated network. Learn
how the 1001 can be used

Levet Habbing tis {LFT)

Werdy mernber of previnus odiity

Critical Th is
ABEG
Advantages

@ Shows the “critical’ activities
@ Aids the plonning process

@ Helps 1o assess resource requirements
(stoff/ machinery/ finance efc.)
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4.6 Project Management

Critical path analysis: o

Critical path analysis I8 also known 28 Networy. analysis. It is commonly used in manufactyrr,. .
construction industries. It Is a method which shows that how 2 lengthy and complex proiect 3,; l‘{c
completed in minimum time. Activities of a complex project are broken dowm into 2 number of Seca_-":
activities and then they are arranged in order of dependency and those activities are identified tha: ':a_‘fe
performed simultaneously. &
Network diagram will help to identify critical activities (critical path). Critical path actvities are #..
activities that If they are delayed then they might delay completion of project on time. As ‘ ft
identification of critical activities management will take necessary decisions to ensure that these ;-t;_:
activities shall be completed on time and they will not be able to delay completion of project

Critical path diagram:
A critical path diagram shows:

1. The order of dependency of each activity/ in simple words the order in which an aclivity must ze
performed.

2. The time that will be taken by each activity to complete.

3. The earliest start time (EST) and latest finish time (LFT) of each activity.

Constructing a network diagram:

In a network diagram there are going to be nodes. For every activity there are going to be two nodss
previous node will represent start of activity while next node will represent finishing of activity. Finishing
node of one activity shall become the starting node of next activity.

N umber Earliest Staﬂ Tlme
of the (E.S.T) Of th.
node following activities
Latest Finishing Time O
(LF.T) for the A0
previous activities L\

-

O
A node is going to be a circle which will be divided into three sectio O '\Q
1. Node number. na N
2.

-

. ) . N
Earliest start time. It is calculated from left to right on the diagram, b i \q f the previous
activity. ? gram, by adding d@n '}/ P

Latest finish time. It is calculated from the right loft after EST's have beén¢ca détgd. We start from
finishing node and keep on subtracting task duration to fill in column of LT GS

X0

\
NG

3.




Example #2
. pcity bowil stz first ( durztion 3 dzys)

. ity Bl follow activity A ( durztion 5 days).
. fctivty Cwill follow activity A (duration 7 days).
. pcivity D follows all other activities (duration 2 days).

@

The critical path in above dia

0

0 3 days

A
23

7 days

%

gram is ACD, since if any of these activities are delayed then the proect

ghall not be completed in 12 days.

Note:

The critical path is represented by double arrows.

Benefits & drawbacks of critical path analysis:

CRITICAL PATH ANALYSS

Benefits

QMaximises efficiency
in the use of time

Qimprove efficiency
and generate cost
saving in the use of
resources

QOBeneficial to
monitoring cash flow

o
7 O\
“ A
N2
0\' Q”
N
N
N?; qf\
VD
f\Q
Drawbacks kc/
QuUsefulness  may be;\g

limited in complex and'
|
large scale operations

ONecessity of having

clear and reliable
information ‘
Qskilled management

and team philosophy is
essential
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What is dummy activity?

An activity that can be performed along with other activities
network diagram it is shown with a dotted line.

without consuming any extra tim,
e,

® A dummy activity is one that is created purely to illustrate

dependency
@ They are not labefled and take up no ime

® They are represented by a dotted arrow: -
@ So our previous diagram would be completed as foliows

———

i
/ 4 ."“s// . i
(1 b5
S / L N
o /J | Wow comghets o
£ /3 ——C [y
> 4 Lo, 2 v )

A

A /2 5\ C
D=
/70 7,9 ¢ /=10
Uy (4.9 L 5170
B /d5 V] Activities 8, C and [ lie
............ 3 - on the critical path
5 5/ 2 e~
What is Float?
Spare time between non-critical activities is known as a float.
Floats ﬁ;
Total Float Free Float A~
e It calculates spare time between non-critical e |t calculates spare time between nQ ‘ltigf'a |
activities and due to this completion of “Whole activities and due to his completi “Qgﬁ
project” shall not be delayed. Activity” shall not be delayed. ,\Q
e Total float = Est + Task duration - LFT * Free float = Est at start + T{(@M

at end. K N
\):be”

Significance of float Q )

1. It helps to identify free/spare time for which resources shall be idle. @ ,
2. As aresult of this identification business will not hire machinery 05@%8(% labour that will result I

cost reduction. o o
3. Machinery or other resources can be shifted to other proj \w’,,{( ensure optimum utilisation ¢
resources. (5.?.~ u
O P
@

4

@ et
)
~a
f )
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) :ng floats:
ca"“"""g June 2005, Paper-3, Q4
Refer to Appendix B. Draw a network diagram of this project showing all earhest
¢ @ start times and latest finish times. -

Total float calculations:

JUNE 2005, PAPER3
ToTAL FLOAT CALCULATIONS
NAME OF ACVITY | EST |TASK DURATION | LFT | ToTaL FLoar
A 0 15 5 ]
B 15 0 15 )
C 15 10 m 0
D 45 30 7 3
E 45 15 75 T
F 75 12 2 5 %
G 75 8 83 0 ' /;(\ .\Q
H 83 6 89 0 ;\;\V\Q\r
. g
E SN
Signs will be ignored. \SO?‘)]
QYO
\’@ ©
N O
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Free float oalouwlation

NS K0, AR Y
TUIAL TYOMY CAVOAN AN Pz Piont
N or acoviry | Fan A arant | Tase oumanon | BT &0 7
N 1 L ’
N I L ?3 T 70
R 1 -
R T 5 ';'5
S 15 22 ~
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5.8:
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The need for husiness finance
Sources of finance

Costs

Approaches to costing: full, contribution
Solutions to costing problems
Accounting fundamentals

Forecasting and managing cash flows
Budgets

The purposes of hudgets

Variances: adverse, favourable
Contents of published accounts

The Income statement
The statement of financial
Inventory valuation
Depreciation

Analysis of published accounts

Profitability ratio

Financial efficiency ratios
Gearing ratio

Investor ratios

Practical use of ratio analysis

Investment appraisal
The concept of investment appraisal

Basic methods: payback, accounting r
of return (ARR)

Discounted cash flow m
payback, net present va
rate of return (IRR)
Qualitative factors

position

ate

ethods: discounted
lue (NPV), internal

in investment appraisal

R
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UNTING (A LEVEL)

- D ACCO
UNIT-5 FINANCE AN —_

and FINANCI

5.1 The Need for Business Finance

Finance:

Funds required by a business to operate are called finance. Finance is very important for any
organisation as it enables it to meet its expenditures and expansion projects. Every organisation needs to
ensure effective management of its financial resources as its shortage could lead to business failure.

i

Why a business organisatoin might be needing funds?

1. A business organisation might be needing funds for following reasons:

2. A new business would need owner’s investment for initial setup e.g. purchase of equipment, material.
for cash payments etc. It may also be termed as startup capital.

3. Most of the private sector businesses set growth as their business objective, for expansion they might
be needing funds.

4. Businesses need to expand size of their product mix and for this they need to produce new products
to cater new needs of consumers. For new product development they might be needing budget for
research & development.

5. In order to meet day to day (revenue) expenditures business needs to have working capital A
reasonable amount of finance would also be needed for this purpose. Q

6. Technological environment keeps on changing rapidly, keeping this in mind co. would be é\e@\to
upgrade technology in order to stay competitive and for this purpose it might also be neetlj.rfg f@\@

Q

. N
Expenditures: \\(/ N
Costs which are incurred to produce output. \o q/'\
Expenditures Q\) Q‘b
Capital expenditures L ___Revenug eXpénditures
1. Are expected to return benefit for a longer time | 1. Will return sho nefits. )
period. 2. Areincumr @\er@re smooth operations. E.9
2. Are normally incurred to buy fixed assets. E.g. salaries, 8l
building, machinery etc. 3. Theygneed afndminal amount of money.
3. Huge amount is required for them. 4. Short urces are more likely to be used.
4. Long term sources of finance are most likely to E.g warking capital.
be used for them. 5. \ rded in income statement.
5. Are recorded in balance sheet of the company. curred on regular basis.
6. Are incurred occasionally. @ N ),/1

- 4
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fferent sources of finance are needed for caplital expenditures:

B ——.

i
" i . amount of capilta whioh can Jusl be provided by long term sources of finance. E.g.
g Requir® glelong term bank loan elc.
ita

Rore 2‘3% mé shall be more than a year 80 shotl lerm sources of finances might not be suitable.
ba
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5.2 Sources of Finance

Concept of Separate Entity:
It states that owner and business are two separate persons; it means that while preparing
accounts we assume our self as business.

Sources of Finance

Internal Sources l External Sources —l
1. Sale of Excessive Fixed Assets
2. Sale and lease back option. Short Term Long Term
3. Retained profit Loan Capital Owner/sh.capital
4. Working capital 1. Bank Overdraft 1. Mortgage Loan 1. Ordinary shares

2. Trade Credit 2. Bank Loan 2.preference shares

3. Debt Factoring 3. Debentures

4. Hire purchase 4. Venture capital

5. Leasing 5. Business angels

6. Grants

Internal Sources:
Sale of excessive fixed assets: <\@/ Q
In some situations business might be having some excessive fixed assets. If it needs funds.tl'? W%

decide to sell out these assets to generate funds for its financial needs. E.g. co. has three vage gﬂaﬂd

has ascertained that it just needs two of them. Third vehicle might be sold to generate fura tgmally.
- N

. NN

Sale and lease back option: \0\ Q/'\ |

If co. does not have any excessive fixed asset and it is not getting funds fr aﬂ: t source then it

might decide to sell its asset to a leasing co. and get it leased back. Thi wilt-provide funds to the
business; however it will have to bear additional fixed cost as it will have to@ay rent’to the leasing co-

using its asset. i\ oﬂg
\‘\ “
Retained profit: .‘ %;\ | o
Out of annual profit every organisation Is going to save some,a twhich is accumulaged in aE a gt
named as retained profit. In other words it is a saving tg megtun hsec:)r:3 future exPe-ndf'ture:ét 5'3éar5- i
0% of its profit and it is kept as retaine ] - has been doing this for p -y
yea . e then { ce of finance. However, this could JU$

it needs funds then it can use this amount as an in n@ . .
:atvr:lable for established businesses as new busine t not be having any retained profit
~

- d
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Working capital:

~ Risthe afT ougttwh(ijch needed by a business to meet its day 10 diy 6/penaNes, ) 17 (a0 1 HEH 510
credits offered to debtors. If a bysinegs needs funds then it can 160Uk ns WrAre a4 (ers

funds. However it may lead to liquidit i et Wt srvessg Wiy card
1o meet its day to day expenditures, y problems as business might not be ) e 9

Evaluation:

sources i o ' ' i
t :::gr?eaalse back g;f)tif?: r;cse IS an easy way of raising funds and it does not mvofve any cost etqe;‘f. s2les

. £ th Co. will have to make a rental payment. However this couid affect expansion
’ prOJec:s of the co. and may also lead to liquidity problems in case of withdrawal from working capral
Therefore growing companies mainly depend on external sources of finance.

External sources:
Short term sources of finance:
Bank overdraft:

A facility which is provided by a commercial bank to its current account holders (Businesses). According
to this bank allows business to withdraw more amount as compared to its available balance. Eg.
Business has a bank balance of $50,000 and it issued a cheque of $55,000 to a creditor. Bank pays this
cheque; it means overdraft amount is $5,000.

Overdraft amount shall be agreed in advance between bank and business. It is normally used by
business to improve its cash flow position. Interest rate is comparatively high as compared to bank loan.
Overdrawn amount has to be repaid as soon as possible and interest will be charged on the overdrawn
amount. '

I Trade credit:

A facility according to which business will get raw material supplies from its suppliers but payment shall
E be made after some time. E.g. 3months. This will serve the purpose of source of finance as business will
- get supplies without instant payments. This is normally without any extra payment; however business
might have to sacrifice cash discount for instant payment or trade discount for bulk buying.

Debt factoring:

As a trading practice business will have to sell goods to its customers on credit. Credit customers are then
termed as ‘debtors’. Selling constantly on credit basis could lead to cash flow problems, as cash inflows
will be reduced. In order to overcome this problem business has an option of selling its debtors to adi
loan firm, who is later termed as a ‘factor’. In order to explain this let's take an example:

AN
Mr. A sold goods to Mr. B worth $5,000 on credit and payment is due in November. In Jul N

funds so he goes to a factor (credit loan firm) and requests it to pay him in July and coll nt for
Mr. in November. Factor pays $4500 to Mr. A. Factor will later on collect full payment o Q0.from Mr.
and $500 shall be his profit. . ,
p \O\\ N
Dl

- Hire purchase: Q~
- This is medium term finance. Business might use it to acquire some ﬁngga se@ This could also be
fermed as installment buying. The use of this method might prevent busigs ,@aking huge payments to

buy fixed assets and leading to cash flow problems. (\ O\
' Q‘ X ’
Leasing: Q

: ing: Q\

on rental basis. It will continue to make a rental pay ‘Jeasing co. till it wants to use machine.
efit of this will be that business will not have to 4 capital expenditure to buy it. Repair &
) nance asset shall be the responsibility of %@g‘d&co. and business will keep getting latest

Nology from leasing co. At the end it will not be ¢ @1 ory for business to buy ownership of asset.

ln this business will acquire a fixed asset e.g. a constructiong. r&@\t acquire a machine from a leasing
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Long term sources of finance:
Owner’s capital:
Ordinary shares:

shareholders will share prog;
Co. will sell these shares to its shareholders to collect money. These ang
loss of the co. (for further details consult section-1 notes).

Preference shares:

. e Co. and they w;j
These shares are also issued by a co. on terms that they will only share1 F;'g{gs‘;f th Y Will eap,
a fixed %age of dividend every year. (for further details consult section-

Loan capital:
Mortgage loans:

This is a form of secured bank loan. In this borrower will have to pledge some of its property Wltht?he bank
as a security against loan. Borrower can get huge amount of loans and interest rate is comparatively |q,

as compared to un-secured loans. This type of loan is available for a very long period of time. Eqg.
20years.

Long term bank loan:

It is form of un-secured loan. Borrower might not be needed to pledge any property as security fpr loan.
This type of loan can provide a reasonable amount of money to borrower. Interest rate might be
Ccomparatively high as compared to secured loans.

Debentures:

It is only available for a public limited company. It is a long term loan given by the general pubilic to a
public limited company. As a proof of loan plc issues a certificate known as debenture. Debenture holders
will earn a fixed %age of interest every year on their investment and they will be recorded as a long term
liability in balance sheet of the co. they will not be concerned with the profi

There are going to be companies (venture capital firms) who might provide finance to business are
either at the initial stage or if they want funds for expansion. This could alsg be provided to b 35’3@\5
with high potential, high risk growth startup companies. Venture capital is a form of ‘risk capitalinGther
words capital that is invested in a project (a business) where there is a sybst "vségatmg
to the future creation of profits and cash flows. Risk capital is invested as sh

antial elementéf i
- igher * , : ares (equit Pthan as 2
loan and investor requires a higher “rate of return” to compensate him for hig risk. \(

- . . 4
Venture capitalists assume by investing In smaller and less mature Companies, ve ’\ltalists usually
get significant control over company decisions. Venture capital firms usually C?aeen three and
Seven years or more. The duration/term of investment is often linked to ‘th nd profile of the

r
business. ' @ ra
i i Is: S

Angel investors/business angels: \é\’@

Angel investors are wealthy, entrepreneurial individuals and

small businesses survive and grow. Banks generally require.s
not interested in financing such small amounts. In these cir
“Business Angels”. They generally invest small sums up t 0.
Objective of business angels may be more than 19 0N economic retyrns Although ang®
investors often have somewhat of a mission focus, &estill interested i profitability and security
their investment. So they may still make many of the same demands as a venture capitaljst

inesges that are interested in helping
~and most venture capital firms aré
S. businesses often have to turn to
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el investors may be interested in the economic development of a specific geographic area in which
ey are Iocateq. Angel investors may focus of earlier stage financing and smaller financing amounts than
ture capltallsts. Business angels could be personal friends and family, wealthy business contacts,
major suppliers and clients of the business.

_Government Grants:

 Federal and state governments often have financial assistance in the form of grants and/ or tax credits for
 tart-up O expanding businesses. Objective could be to speed up rate of economic growth o to increase
_ employment opportunities in the country.

_Factors to be considered while selecting source of finance:
" factor in consideration Explanation
If business needs it for less than a year then short term source of finance
might be used, but if it needs for more than a year then medium or long
term source might be used.

Loan from friends and family can be used by busine
Type of business trader or partnership and in the same way debentures are jus

public limited companies. -
If business needs a nominal amount of money then it might use internal or
external short term sources, but in case of huge amount it will have to use

external long term sources of finance.
If business is highly geared (more loans) then it w

Time factor

sses such as sole
t available for

| Amount required

e
g

. ill prefer to sell share to

| Gearing ratio , ‘ , , _
raise more capital to decrease its gearing or vice versa.

i Risk factor For high risk projects co. might use share or venture capital instead of
; using loan capital.

| Cost factor Business will obviously select a source of finance with lower/reasonable
' cost, E.g. rate of divided or interest rate. _

‘ If bank requires any collateral security and business cannot provide then in
Financing requirements this case business will have to use un-secured loan or share capital.
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5.3 Costs
5.3.1
Approaches to costing: full, contribution
Costs:

Ex i
pPenses that are incurred to product output are known as costs.
Cost centres:
cou » @ department, branch or divisi
egr;ves employee}s or departments targets to work towards. It also enables o i
periormance against planned performance and keep enagers fo montor act

Profit centres:

' Ividual employee
branch or division. It enables managers to have reater @ product or brand, a depart@gnt
their area of the business. ] control over the costs and revenues gergét@si \®
x>0
Why are they used? '\Q
1 Organisational reasons: &\(/ N
N

More detailed information can be obtained on separate areas of ; \? :

. . . tive
organisation and decision making that is relevant to individua| centtrgi busnnesa@ gé)’/ more effec

©

2 Financial reasons: '\'@ S

i N
Allows comparisons to be mgade between the most cost- ; ast cost-
efficient/profitable areas of the business and appropriate action %e ak;ggﬁrofltable and le

3 Motivational reasons: @b(\
It gives individual managers greater responsibility for ac%\tg.\@bst or profit targét within their centres.

A
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Full costing Method:

ccording to this method indirect costs are apportioned on the basis of the
t consumed by each product of the firm’s product mix. It is considered to

of calculating total cost.

percentage of the direct
be the simplest method

gxample:
manufapturer which makes two components code named ZX1and
of producing 1000 of each component contributes to total direct cost.

7X2 may have the direct costs

Zx1 Zx2
$ $

pirect material 10 12
6 8

Direct labor

Assume that total indirect costs are $300,000. We need to calculate the percentage each component

contributes to total direct cost.
ZX1 ZX2
$ $ |
Direct material 10,000 12000
($10x1000) ($12x1000)
Direct labor 6,000 8,000
— ($6x1000) ($8x1000)
Total direct cost 16,000 20,000 |
Add: Indirect cost 133,333 166,667
_ ($300,000x16/36) | ($300.000x20/36)
Total cost 149,333 186,667 ]

Characteristics of full costing method:

_ |tis a very simple and easy method of distributing indirect. Costs.
Can even be used by an individual with a little accounting knowledge

1
- 2.
. 3 Standardized base of distribution indirect cost is used for all products.
= 4. It might result in an un-justified distribution of indirect cost to some products as it is not compulsory
s greater direct cost then it must be having greater indirect cost as well.
due to incorrect distribution of indirect cost.
rformance of its products properly as costs and profits

" that if one product ha
5. Cost figures calculated might not be reliable
Firm might not be able to evaluate the pe

’ figures might not be reliable.

: . &
Absorption Costing: OO
It is a traditional method of cost determination. According to this method proper/ realisti @sisére
identified for the apportionment of indirect costs. This identification of realistic basis e 2 e,ﬁ?m"s to

D
N

ensure that the total cost figure calculated is a reliable one.
'\O /'\
N

How Costs are Apportioned: N a2
. Costs like rent could be apportioned on the basis of area occupied or tirnQo"%@?f? the building has
N
{ k }

been used.
. Personnel expenditures ¢

particular operation.
. Depreciation and insurance costs could be apportioned on th @; ook value of assets owned
XS

by each department. N
q: ) \\
Vo o
o’

2%
S

ould be apportioned on the basis of nurq{@@f gmbﬁyees employed in a
N\
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Example:

Dudely car exhausts which manufactures three types of exhaust systems, the E1, E2, E3. Facto
and direct cost details (

Per system) are shown in Table 53.3.

E1 E2 E3

_ $
Direct Material 2 2 10
Direct labor 10 12 14
Qﬁ\aug::c;ug}ed ‘ 100 150 200sqmetre
A inairect costs include rent, selling costs, overheads and administration. These are $12,00q
000,524,000 and $4,000 respectively |

Rent is apportione '

\ ned on the basj
apportioned equally betw s of area occupied b

y each system. Selling cost and overheads are

veen all systems. Administration is apportioned according to the labour inpyt of

eacg system( most administration costs in this case are labor related, eg. Wages). Dudely car exhausts
produces 1,000 of each system every year,

E1 E2 E3
: : s $ $
Direct material 6,000 8,000 10,000
Direct lfabor | 10,000 12,000 14,000
Total direct cost 16,000 20,000 24,000
Add: Indirect cost 2667 4,000 5,333
Rent | ($12,000x100/450) | ($12,000x150/450) | ($12,000%x200/450)
Selling cost 6,000 6,000 6,000
| (818000x1/3) | ($18000x1/3) | ($18000x1/3)
Overheads 8000 8000 8000
_ | (824000x1/3) | ($24000x1/3) ($24000x1/3)
Administration cost 1,111 1,333 1,656
| ($4000x10/38) |  ($4000x12/30) (84000x14/36)
Total cost o 33,778 39,333 44 889

Absorption costing-Advantages & Dis-advantages:

Advantages Disadvantages

e Comply with IAS2 Stock

¢ Confusion In basis of
valuation. Cover all relevant

apportionment. Argument of
production cost. . the basis used. 0/0
¢ Set competitive and ‘reallstlc Sp Have to adjust the over/under . O(z/\ /
* Over/Under absorption can absorbed at the year end. X QJ
identify inefficient utilisation of Cannot absorbed correctly. o ;\Q
production resources -\O N
e Emphasis all costs to be ® Profits are affected by the \ N
recover in the L/T OM. production volumes. Can be O rbq,
distorted. o
« Cost charge fairly to the Q)
product P
Marginal Cost: &.\)’

. i i h h\result in an increase in a unit of

inal cost is defined as the increase or decrease In total ¢ whig C
?i;)gut. E.qg. if co. produces 100units then total cost is $1000@n Q\ roduces 101units then total cost i
$1010. It means marginal cost is $10.
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marginal/Contribution Costing:
arginal costing is also called contribution costing and it is a very important management decision

making technique. According to this method we only consider direct costs or variable cost as fixed costs
will remain fixed for that time period even if extra activity is not undertaken.

what is Contribution?
ne amount contributed by a project or a pro ing:
T Fixed Cost proposal towards covering
Desired Profit
Or it can also be defined as the excess of sales revenue over marginal cost.
Contribution = Selling price - Marginal cost
Marginal cost = direct/variable cost + increase in fixed cost

How decision is made?

In contribution costing project giving positive or greater contribution shall
versa. However we also may have to consider some qualitative factors

decision.

be selected/ accepted or vice
as well in order to make final

Decisions made by using marginal costing technique?

To decide whether or not to launch a new product.

To know whether or not to increase the production scale.

To choose the best production method.

To accept a special order which offers lesser selling price as compared to the normal selling price of

the business.
To set the selling price of the product which at least should cover direct costs if firm is pursuing with

the objective of survival.
To decide whether to make or buy the product.
To decide whether to close or continue with a department which is either going in loss or is not able to

generate a desired level of profit for the business.

Note: All above mentioned decisions will be taken on the basis of contribution i.e. option with
positive or greater contribution shall be selected.

Notes:
ry
1. Allocated/Normal fixed cost is ignored, only increase/decrease in fixed cost is considered. ,{’7 ~
2. Only used for some special orders, can't be used as a regular costing system. \} ‘\\
3. Not intended to calculate total cost. '\O,\\;
4. Contribution in only calculated for the product/department for whom we have to make d&\s‘lq@\'
N~

'\0 N
. N N N’
Statement showing contribution calculationyb‘?»
$ $

Sales Revenue 200,0 \(‘)Q

Less: Marginal cost:

Variable . N
S'M\M . 40000 <\C ©
Oter g 35000 N
ncr:ra dlr/ect costs 150 oc(> ,\\‘xA
Se/de i N
comﬂbutioc:lrease in fixed cost ‘ j&é (115000)
@ 85000
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Non-Financial Considerations:

1 Market Conditions: , . ,

I there is economic recession then instead of profit maximisatlo'r;hb:.::ln;?vsefgégnf::igm'g?: égr::; eop}‘,,c "
of survival. In this case it might even decide to accept a project wi g NG thy
it will be able to retain its labor during this period.

2 Level of competition: t roject even with
In case of entry new competitors business might even decide to accept a proje ot 32
contribution, but in case of less competition in the market business might not consider contribution ang «

will just select that project or proposal which will return high profit.

3 Nature of customer: , :
If business is getting an order from a customer whom it believes can give huge orders in future Eq

foreign customer, then for the time being it might even accept his order with negative contribution.

4 Management of product mix:
If business is supposed to decide whether to close a department or withdraw a product then apart from

considering contribution it will also have to consider its product mix, because withdrawal of a product or
closure of a department might alienate some customers resulting in loss of market share.

Criticism on contribution costing technique:

1. It only considers financial factors, while all non-financial factors are ignored.
2. Decision taken alone on financial basis might not be considered as quality decision.
It can only used for some special orders can'’t be used as a permanent costing method.

Disadvantages of marginal costing:
The separation of costs into fixed and variable is difficult and sometimes gives misleading results.

Normal costing systems also apply overhead under normal operation volume and this shows that no

advantage is gained by marginal costing.
Under marginal costing, stocks and work in progress are understand. The exclusion of fixed costs

from inventories affect profit, and true and fair view of financial affairs of an

&

.\0 0@

N
‘«;\c’,\,'\
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Final/ﬁnancial accounts:

half yearl

hese accounts are norma_lly prepared at the end of the year, however compa

arly or quarterly basis as well. These are intended to show operating and financial pe
e busin€ss at the end of a specific time period. (normally an accounting year).

public limited companies (plc) are required to produce two sets of final ac
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5.4 Accounting Fundamentals

. 5.7 Contents of Published Accounts

counts.

nies can produce them on
rformance of

:' //__'
: Internal use

Published accounts

W detailed final accounts which are
prepal’ed by a _plc: They will include all minor
details. They will just be available for finance
department and directors.

According to companies act public

companies are required t
In order to maintain secrec
produce a summarised se
will just have sum

limited

o publish their accounts.
y of co. they are going to
t of final accounts which
marised details of main cost and

|

_ profit centres.

Contents of published accounts:
Income statement. (Profit and loss account)
Balance sheet.

Cash flow statement.

Notes to the accountants.

Accounting policies.

Auditor’s report.

Chairperson’s statement.

Director’s report.

Income statement (Profit and loss account)
ent which shows the operating performance of a business during a specific time

Itis an operating statem
This operating performance is assessed in terms of profit

period of time. (normally an accounting year).
and loss.
7
&

A0
95>
.ogfb
\1\0’\/'\

Income statement (Profit and loss account)

Sales/Turn over
Less: cost of sales (opening inventory + purchases — closing inventory)

(100,000)
Gross profit \O
. ' 00,0
| ?(.)ess. operating/overhead expenses ) QQ)Q@O ’00000)
| Lpemtlng profit/profit before interest and tax Q 150.000
N Interest < ®© (50.000)
| L :é sprgﬁt/proﬁt before tax :\&'OQQ 100.000
| : Corporation tax ($100,000 x 20% (

[’roﬂt aftertax - ® * \Q’\@ ’ L_I_ISZO 000

2855 Dividends (‘> AA(\ 50'000

59
o’
<

What s regair
Th:at is retained profit?
e pef’Centa . " , K .
Nits oo ge of net earnings not paid out as dividends, but retained by the company to be rei

re business or to pay debt. It is recorded under shareholders' equity in the ba’I)ange shee{.emveSted

o
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Importance/advantages of retalned profit:

P I emn b yend na an intstnal soutce of finance in case of need and does not invote Y rpy
(Intstmet st dividsid) Only cost Involved could be opportunity cost (cost of next best source ).

2 Inease of lowe it can be ussd 1o pay off liabilities. £ g. interest on bank loan, debsntures stc,

Yo tent b end for sxpansion of business.

A They ate fisvibie management can itsell decide that how much dividend it is going to pay andg + o
MU It et testain

B mlsts pravents Ines of ownership as owners do not require to issue more shares,

Why prepare (uses of) income statement?

| H, h"mmtimd by law that plc's must prepare income statement to show their operating performarnce ¢,

etake hulderg

W will sutnimaries all transactions related to costs and revenues,

I helpe 16 svaluate financial health of the co.

AN provides information to calculate ratios and compare current year's performance with the past
yeatr's petformance.

e ™Na

Limitations of income statement:

1 Ihcote statement shows the details of revenue and costs incurred last year. (historical).

7 It dues not predict anything about future, since it is the record of last year's transactions. However
business might use it to identify trends.

3. Business might manipulate accounts in order to reduce their tax liabilities. In this case it may not
teflect true picture of the business.

A It dues not show any infotmation about cash inflows or outflows.

5 It is a sumtnarised staterment (published account) and does not have details of different cost znd

ptofit centres.

Statement of financial position/Balance sheet:

A financial statement which shows financial position of a business at the end of a specific time period.
(notmally an accounting year). It is assessed in terms of assets, liabilities and capital.

Statement of financial positions format

Non-current assets:

Land and building X .0 ¢
Plant & Machinety X % N O
Furniture & fixtures f ,\Q
Tutal Fixed Assets o\ N
Currents Assets: A\ N
Ihventory X O‘O,bf‘y
Accounts receivables X Q QO

X

Cash at bank
Cash in hand

8. C t ities o
Bank ovetdraft ( {‘\\.
Accournts payable Q) S X)
Net current assets/working capital b 8 X
Capital Employed O 0:; X
«@

12" Debentures < W
Lony term bank loan Q‘ 0

Net Assets

X X
&
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re r Equity/ Capital & Reserves:

k- gﬂe,yshare capital

forence share capital

g X

X XXX

why prepare (uses of) Statement of financial position/balance sheet?

it is 3 legal requirement to prepare balance sheet at the end of the year.
it exhibits the financial soundness of the company as a whole.

it gives almost complete picture to any party interested any type of relation with the company.

it gives a bird’s eyes view of assets and liabilities that co. possess. ) ” )

it provides to calculate ratios and enables co. to compare its current year's financial position with the

past year.

Limitations of Statement of financial position/balance sheet:

~ Itis a record of financial position of the last year and does not predict anythin .

" |t does not show true value of assets, Historical cost is criticized for its inaccuracy since it
reflect current market valuation.

~ Some of the current assets are valued on an estimated ba
to reflect true financial position of the business.

g about future.
may not

sis, so the balance sheet is not in a position

Finance & Accounting (A Level)

it can not reflect those assets which cannot be expressed in monetary terms, such as skill,
intelligence, honesty, and loyalty of workers,
Fixed assets may be overvalued if they have been depreciated incorrectly.
. Users of published accounts:
E | Internal B i External
1 Management. 1 Owners.
2 Employees, 2 Creditors,
3 Banks,
4  Government,
5 Investors.
6 Customers,
7 Potential bidders.
|8 Suppliers. -
v/
A0
How different stakeholders might use published accounts? \-'\0 )
Internal users: O ,\QQ
Management: \\ /'\
j Might analyse costs, if high then they will try to decrease in future. A
2 Might help to evaluate result of their current business plan. If not satisfie &lbny to improve in
the coming year, D

4 Might help them to decide whether to continue job In the company or ver to other.

<

fmployeos: N é{i&
= ' Might help them to analyse current year's performance,ar ight also moti
e targel) &U otivate them. (in case of
Might use information to demand Increase In wages a onofits.
TO assons whether business is secure enough t a@w\q 8 and salarles,
0 determine whether jobs are secure or not, o
0 determine whether the business is likely to expang or be reduced In size.

% Might analyse profitability to demand increase In salary and fringe begaﬂ%
4D
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External users:

Owners:

1 Might enable them to analyse current yea
2 Might enable them to determine how muc 4 con
3 Might help them to decide whether they shou t

another co. ' in business or not.
4 Might enable them to decide that they should make further investment |

r's performance hould be paid.

it/divi they s , -
" pmf't/dw't?:xg thei)r/ investment in the co. or switch oyg, fo

Creditors:

1 Might help them to assess liquidity position of the co. ) ! or not.

2 Might help them to decide whether they should be giving cr edit to the business

3 Might enable them to assess gearing of the business. . . .

4 To decide whether business has satisfactory cash flow position so that it can be pressurized for sarly
payment.

Banks:

1 Might help them to decide whether they should give loan to company or not. ,

2 Might also help them to determine that whether business will be able to repay loan installment or not,

3 Might also enable them to calculate gearing of the company. . o '

4 Might also help them to decide that whether they should be investing in the company or not. (buying
shares or debentures).

Government:

1 To determine how much tax should be paid by the business.

2 To analyse the performance of the company.
3 To determine future tax rate which should be imposed on the sector in which co. is operating.

4 To determine whether the sector in which co. is working would be needing subsidies or not.

Investors:

1 Might help them to determine financial health of the company.
2 Might enable them to decide that whether they should be investing in the company or not.
3 Might enable them to select mode of investment. (share or debenture).

4 Might also enable them to calculate gearing and liquidity ratios. PR
\ %
-9 &
Customers: XN QO
AN

1 Might enable them to assess financial health of the co. . 0 N
2 Might help them to decide that whether they should be making advance paymeﬁ\b t&e business of

not. \O
3 They could also be interested in investing in the co, so it might also help t 6@;%% whether they
J

should be investing in co. or not.

Potential bidders: (s\\’ OQQ

1 Might enable them to decide the current worth of the co. \ L O

2 Might enable them to decide bidding price. (Including good @ \$§<\
Q

oS

-

Suppliers:
1 Might enable them to assess liquidity position of the £0" $®
2 Might enable them to determine how much credi ‘sjﬁuld be assigned to the co.

3 Might also help them to determine that how much @n time should be allowed to the co.
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Limitations of published accounts:

not be considered as quality decisions.

o

stakeholders.

window dressing:

statements, reports, etc.) to make this information

|s window dressing illegal?

Window dressing can be an illega
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3. Only asse.ts which can be assessed in terms of monetary
workforce is an asset which isn't shown directly like their commitment an
Only quantified info is presented, which is based on bank information.
Company might have used window dressing technique to m

A set of actions or manipulations with financial or other informatio
look more attractive to its us

dressing can occur at any time, it is commonly used at the end of the period.

nethical practice because it

Generally, window dressing is considered to be an u
terests of informati

advancement of management's interests instead of in

government). From the legal point of view window dressing i
| or fraudulent action if it contradicts the la

a L
1. TQ-hZ?ifatirvz t?ﬁ past recqrds-and predictions or future plans of Co. are not given.
2. @ on financial) information is absent, so decisions

sn't illegal,

Finance & Accounting (A Level)

made solely on the basis of this might

value are given and assets such as
d loyalty of the workers.

ake its accounts attractive for

n in financial documents (financial
ers. Even though window

involves deception and
on users (i.e., owners, investors,
but in some cases it can be so.
w or accounting standards.

How accounts can be window dressed?
Beneficiary Reasons Window dressing action Who is mis-lead? |
Company To obtain funding (to borrow Increase profits and liquidity | Borrowers (banks,
money) ratios. other financial
) ) ) ] institutions
Company To reduce tax payments. Decrease profits by | Government.
gncreasing expenses. )
Company To smooth financial data Record sales or purchase in | owners
(sales, expenses, accounts | an inappropriate period,
receivable etc.) Give large discounts to
debtors for payments
received before period end.
Company To hide someé problems | Increase cash account | Owners.
(liquidity, profitability, poor balance at the period end,
management decisions) increase useful life of fixed (\ QO
assets. O (/\\
O

Reasons for window dressing:

To show a stronger market p
To influence share price of th
To hide liquidity problems of the co.
To present stronger picture
To reassure lenders that busines
To hide poor management decisions.

Do LN

osition of the business.
e co. in stock market.

.\,@&g

of business in order to encourage investors tog/® the co.
s will be able to repay its debts. :
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8.5 Forecasting and Managing Cash Flows

Cash flow statoments:

2usiness will have to produce two types of cash flow statements.
1. Cash flow statement
2. Cash flow forecast statement (Budget)

A ¢
/J’.,y{

Cash flow statement:

This staternent is prepared by the financial accountants of the co. and rt will record all tranganon
took place during the year. £ g. Co. will prepare cash flow statement for year 2012 and in this it will r
all cash transaction for that time period, )

A cash flow statement is a financial accounting document, which shows (he cagh mﬂows‘and the cz¢
outflows for a business over the past 12 months, It indicates those months in which the business Suffereq
a cash flow crisis (where cash out flows were greater than cash inflows) and it will also highlight thoge
months in which the business was cash rich (i.e. more cash inflows than cash outflows).

It allows a business to prepare a cash flow forecast for the forthcoming year, by basing the estimates
cash inflows and outflows on the results from the previous year,

hick

ecrg

What additional information does the Cash Flow Statement give about the
financial position of a buginess?

It Discloses information related to any change in long term loans,
Provides information regarding new share issue,

Provides information regarding new fixed assets investment,
Provides information regarding digposal of fixed assets,

Provides information regarding dividend payment to shareholders,

ohN =

Limitations of cash flow statement:

Cash flow statement is a very important tool, but it has its own limitations whi

the time of its use. These limitations could be:

1. Itis just like income statement and balance sheet prepared by using past information. It therefore
does not provide complete information to assess the future cash flows of a business.

2. As a cash flow statement is based on a cash basis of accounting, it ignores the basic accounting
concept of accrual,

ch must be kept in mind at

3. Cash flow statement are not suitable for judging the profitability of a firm, as non-cash charges are
ignored while calculating cash flows from operating activities. @
CAC
' -\O <:)\
Difference between cash and profit: ,3}' g\g_,
- Cash Profit , €,

It is defined as the amount of cash which is | It is defined as the excess of‘@. a;\revenue over

available with the Co. to meet its cash | total cost

N
requirements Profi @'ﬁbq/

The amount of cash will only increase/decrease | In profit calculation we i u@ th cash and credit
with the amount of cash sales/expenses., revenues and expein\si@
MY <

O )

Profitable firms are not likely to face cash flow pr?ge Q’\\%).(plain whether you
agree or dis-agree with this statement:

Profit and cash are two different concepts. Highest profit
going to end up with cash flow crisis, There are mult’lﬁy&

business does not maintain cash equal to the prof h
equal due to certain reasons. &4@

N o
tquannot guarantee that business is :g:

Sﬁons for this but the main reason is tbe
the amount of cash and profit cannot
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sons why the amount of cash and profit cannot be equal/ how highly
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Cash

proﬁ“b.'g_ firm can still face cash flow problems?

Profit

““Only increases with the amount of cash sales | 1
put profit will increase with the amount of total '
revenue So business will have less cash but
high profit.

Wil decrease due to purchase of fixed assets
but profit will not be affected, so business will
less cash but high profit and it might end up
with cash flow crisis.

Depreciation will not affect cash but profit will
decrease, so business will have more cash but
jow profit.

Cash will decrease due to payment of dividend
but it will not affect profit, so business will be

having low cash but high profit.

to

o

Will increase with the amount of total revenue.
ie. cash and credit sales, so the amount of
profit will be high but co. will be having lesser
amount of cash. '
Purchase of fixed assets will not affect profit as
it is not included in income statement As 2
result of this business will have high profit but |
low cash.

Depreciation is recorded as an expenseé
therefore it will decrease the amount of profit
So company will be low profitable but still it |
would be having more cash. ‘
Payment of dividend does not affect income
statement as it is recorded in appropriation
account, but it will result in cash outflow so |
profit will be high but low cash. |
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Cash flow forecast statement/ Budget:

A statement prepared to predict future inf
&countants of the company.

Importance/reasons/benefits of cash flow forecast stdgx

It helps to forecast cash flows for a coming time period.

R

It will help to determine whether co. will be able to st
It helps to determine credit time to be allowed
position is expected to be strong then more credityl

‘R

FLOW?"
5.0

lows and outflows of cash. It is

;

Y,
d!i LNT
N

WEM

%egr@)boy the management
X
(\ O(

ment/ Budget:

O
It helps to identify that time period in which cash flow crisb%?&(‘ﬁxg expected.
It might also help to select a suitable source of finance. : X

r@ investment projects or not.

itgustomers/accounts receivables. E.g. if cash

ight be allowed or vice versa.
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. it will hel
Might be demanded by bank while getting loans as it wi P

i ay loan installments or not. , be successful.
.“?li!%if rlw)tl;pfop::\?e:t business going into ; g(rDOffg; ;hr?:awkg' SI‘;‘”S for the necessary solution. (E g i
It will help business to spot problems ear

; ion is less than i
highlight whether business is holding too much stock or whether its coliection | "t shoulq b
or that it will be short of cash at a particular time).

. roach for finance,
It will inspire confidence in lenders and banks that business may have to app

Sources of cash inflows and outflows:

Outflows
Inflows

N

DA WN =

© o~

Owner's/shareholder’s investment. ; g:rs%hgﬁfcggg’::d assets.
ﬁfgggigfsﬁ?:gf aa':{d investment. 3. Payments to suppliers/ accolun_ts patyables,
Increase in bank overdraft. 4. Expenses payment. E.g. salaries etc.
Cash sales. 5. Loan repayments.

Receipts from credit customers/accounts | 6. Dividend payment.

receivables. 7. Tax pqyment.

Government grants. 8. Advertising.

Donations.

Sale of fixed assets.

Limitations of cash flow forecast statement/budget:

1.
2.

o0hw

~N

How to improve cash flow position:

A business can .take following steps to improve its Wésition.
. It can convince its bank to provide overdraft fac it&; is will provide instant cash however, interest

1

Format of cash flow forecast statement:

£ January February March
Opening balance 1050 : 50) (50)
Cash in: ,j
cash sales 100 /200 400
cash from earlier - ./ 200 400
credit sales wl //
Cash out: '
materials 300 / 300 300
wages 200 / 200 200
rent 600/ = -
: iy % Q
Closing balance Q_\ (50) 250 0/\\’
- '\O <’)
x>0

OO

Its preparation will consume a lot of time. * 0 /'\
It can be a costly process because business will need the assistance of é@ma’?rt or financial

adviser. v
e

Itis just a forecast and does not guarantee actual results.

It only considers financial/quantitative factors and ignores non-financial/ %a@\e factors.
It uses historical data and thus is not a current or totally accurate. @a

It is not a proper “financial statement’ of where the business i Qs\it g‘oes not include company’s
assets, shares, debts, savings or future investment. .

. Y ;
It is produced by the staff of the company who may be ovq&nf@ and hence it is biased and not
N\

fully accurate. b
O
o

.

payment might increase.

k
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it can demand more ti i
time from its supplier for payment, however they may demand interest on the

overdue amount.
can reduce price of i i i
It price of its products with a view to increase sales/cash inflows, however it might reduce

profit margin and affect brand image
n sell goo i ‘
It ca goods to its customers on cash rather than on credit. This will increase amount of cash

i s. How ' i
:?gg\rl]v > oﬁt‘-zs\ger:;esg)r:;z customers might get alienated resulting in loss of market share.
assets. Instant inflows will take place however, business might face shortage

of fixed assets.
Business can reduce its stock level. To get rid of the piled up stock it can announce discount or sales.

However, thi_s could resultin loss.
|t can convince its credit customers to make early payments by offering the

However, it might result in decline in profit margin.

m cash discount.
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5.6 Budgets

Budgeting:
A budget is defined as a statement of financial position that a business hopes to achieve.

In other words budget is a plan that outlines that how a business is going to spend money.
Budget normally covers a time period of 12 months and each department will prepare its own budget

Considering this fact each departmental manager will be responsible to ensure that he is going to meet

budget target and variance is avoided.
If a business is going to prepare budgets then it will allow it to:

1.

Define or set clear objectives for employees.
Will provide a base to measure level of success or failure.

2.
3.  WIill help to improve failing areas.
4. Wil also help to improve inter-departmental coordination.
Why prepare budgets?
Or
Benefits/importance of budgeting:
1. Budgeting helps business to plan its activities. @ Q
2. It helps to coordinate different activities in order to ensure that overall costs are not goingtv&' pEase
than budgeted. o . ’0 )
3. It helps to allocate responsibilities to different departments/employees and commun@te t@e@\ that
what they are expected to achieve. _ ) 0 '\,\
4. Through budgeting process management will set targets for its employees whidhNcauld make their
jobs challenging resulting into higher level of motivation. qcr{
5. Budgeting also provides a framework for delegation. Q\) S
ing budgets: e ©
Problems/drawbacks of preparing budgets: X 5
It might a time consuming process which could affect other activiti (\ 0’g
It might be difficult to agree on targets. &.\Q)’
it will reduce flexibility and may not let managers adapt acc@g- ing anging trends. -
bk‘\ il provide a clear base to 1P

SAE SN N

Managers may resist attempts to set financial targ
management to evaluate their performance.

in order to achieve budget targets managers may taig SQP term decisions rather than taking 10"9
term decision which may exceed budget. It me @u ss will get short term benefits rather 4

ting long term benefits. ' .
lgfebtudget tagrgets are not realistic then they might ei*otlvate employees.
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Methods of budgeting:

1 Objective budget:

such budget will set out objecti ' | !
S s oo by 0% jectives that employees will be expected to achieve. For exampie, in

crease

2 Investment budget:

Itis usted to te\ialuate investment decisions. It will help to decide that wh
project or not. In order to achieve this objective business might use inves

ether it is beneficial to invest in a
tment appraisal techniques.

3 Zero based budgeting:

It is assumed tha_nt business does not have any money to spend.
they s_hould be given a budget. It is to ensure that organisational
effective manner.

Managers will have to justify that why
resources shall be utilised in the most

Value/importance/advantages of zero based budgeting:

1. It forces budget setters to examine every item each year and decide if itis g
the coming year or not.

2. It will prevent managers demanding more budget
expenditures with the rising rate of inflation and deman

oing to be necessary for

for the coming year as they might adjust
d high budget from management.

4 Fixed budget:
A single figure is used as the target. No variation is permitted and management will h
budgeted target. Cost of production must be $1,000,000.

ave to achieve

5 Flexible budgets: _
In order to overcome the limitation of fixed budget management defines a “tolerance zone” by giving
upper and lower limits either side of the budgeted figure. This will help to minimise chances of variance

and will create a little fiexibility for managers.

Types of budgets:
A business organisation is likely to prepare following budgets.
i;??
Sales/revenue budget: (‘\’ e
This type of budget is prepared to forecast revenue for the coming time period. &\:\O (5\
~
A~
Production budget: . O,\'\\”
It will forecast the output level for business. E.g. how many units business is gqi \} pcoduce in th
coming time period. ﬁ?‘:}/ ©
Purchasi QTP
urchasing budget: 7 Y
e,é?lg\ff?e budgeted period.

It will help to determine that how much material will be required by buii{
Labor budget: . :\{@.
It will help to determine that how much labor will be required 33?&\?%55 in production bud

n budget.

Capital expenditure budget: o ¥

<
It will forecast that how much investment business Qﬁ%&@'\ i
i o % make into fixed assets during the budgeted
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forecast gtatem ' '
Cash budget!cae:hdfl::l: inflows and outflow for the coming time period. It is an attempt to ensug
xpecte

It will forecast exp

effective cash management.

Master budget:

A forecasted income sta@eme‘n
of business for the coming tlme per
production costs, purchases, income étc.

management since they can plan the

LIMITATIONS OF BUDGETING

1. Itis based on estimations a
2. ltis a time consuming exercl
3. If the budgets are made in a wr
as the resource allocation, coor
Budgets are restricting in nature.

Sometime de-motivating for the workers.
Creativity is limited if targets are too high.

t and balance sh

NoO oA

What is variance?

The difference between actual and budgeted figures is known as a variance.

Types of variance?

eet is prepared to '
iod. A master budget is a set of Interco_nnected budgets of sajeg
' es as planning and control tool to e

A master '
business activities during the per!

nd predictions which might go wro
ise as it will consume

ong manner due t0
dination and monitoring Is conc

Too low targets — workers can’t achieve full potential

Finance & Account
NG (A Lgy,, -
ve))

predict operating and financial POSition

budget serv .
iod on the basis of master budget

ng as future is always uncertain.

a lot of time to determine budgets.
any reason then serious problems can occur as far

erned.

Favorable

Un-favorable/Adverse

If the difference will result in increase in profit.

If the difference will decrease the amount o profit.

Variance calculations-Example:

Skate Company
Overhead Budget Report
For the Year Ended December 31, 2013

Favorable/ (‘@ 0

Bud
- get Actual Variance e bl
. n
roduction (units) 100,000 125,000 avorable 0<
)
Indirect materi
Indi e 0000 $60.000 (§10,000) Unfavorable
irect labor ‘
S . 40.000 43000 {5.000) Unfavorable
uperviso lari ’
R . - 50 (50000 Unf
ent 20,000 000 ) nfavorable
Utilities T 0
40,000 45,000
Depreciation - ' (50000  Unfavorable
' 20,000
Total overhead : : -0-
v $355.000 ($25,000) Unfavorable

‘&N
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5.7.3 Inventory Valuation

Valuation of inventory: (A2 topic)

Stock which is kept by a business. A business organisation might be having following types of inventories:
1. Raw material. (to be used for production)
2. Work in progress/process. (in-complete goods)

3. Finished goods. (ready to be sold)

These inventories are left at the end of the accounting year and they need to be recorded in accoupting
sheet accountants are quite clear that inventories should’be

books. In order to record these in balance :
torical cost) or their net realisable value whichever of th ?«6\75
- >

lr;acorded at their purchase price (his
w.
\'}Q\’)
3 3 '\
What is net realisable value? i\o N
The amount for which an asset (usually an inventory) can be sold minus the cos@sg&bfﬁg it. It is only
. 65}

used on balance sheets when net realizable value is estimated to be below his*g@

O
Example: & ®

A garments shop purchased 100 suits @ $50 each. During the m A 'Q‘old 95 suits and closing
hem in sale as fashion is

ventory comprises of 5suits. At the end of season they decid I
d for $40. This $40 shall be

e
cgﬁ‘:ged to change. They determined that each suit can jys
Isidered as the net realizable value. In balance sheet it sha z\athed at cost or net realisable value

':::r\\/(er_of these two is low, so it will be valued at $40 eac
ation principle states that losses $hould be record

Q%

g)‘on as they are believed to occur.
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5.7.4 Depreciation

Valuation of fixed assets/Depreciation: . oo sem

» i defnad as the reducton in the vaiue of a fixed asset E g Co. th:f_g",_}‘aqw fo 200 ArTe
e y » s, ol 5 88

year ¢S expectad to have a value of $45.000. so deprecalion Wit be $5.00

- ; i ?
Explain why depreciation is recorded in accounting books z
Tme caicuiation and reporting of depreciation is based upon sa0 accouning pancoes

1 Cost principle: »

This orinciple requires that the depreciation expense reported on the mcome w a:‘C Te ==
=—ount that is reported on the balance sheet, should be based on the histoncal (cr.g;?. COSt of ¢
asset (The amounts should not be based on the cost to replace the asset or on the current markst vae
of e asset elc)

2 Matching principle:

This principle requires that the asset's cost be allocated to Depreciation Expense over the iFe of =¢

asset In effect the cost of the asset is divided up with some qf the cost being_ reporte:i on each of e
income statements issued during the life of the asset. By assigning & poruon o_f the assel’s cost o varos
income statements, the accountant is matching a portion of the asset's cost with each pericd In which te

asset is used. Hopefully this also means that the asset's cost is being matched with the revenues samsc
by using the asset.

Explain how depreciation might affect accounts of the company?
It will have a dual effect on the final accounts of the co.

1 First of all it will be subtracted as an expense in the income statement. so the value of profit sha
decrease with the amount of deprecation.

2. Secondly it will be subtracted from the value fixed asset in the balance sheet, therefore the value ¢f
fixed assets shall also decrease with the amount of depreciation.

Depreciation and cash flow:

Depreciation is a non-cash expense. It means that it is only recorded in accounting books but not ?ﬂl R
anyone, due to this reason it will not result into any inflow or outflow of cash. N
- '\0 <j\
Method of calculating depreciation: N QQ
Straight line method: o

According to this a fixed amount is subtracted every year as depreciation.

Annual depreciation = cost of assets — scraglresiduallsa!@eyalrg
Expected life of asset '

& u
Business purchased machinery on 1%t January, 2013 ¢ A a
, . %5 ; o have
life span of 5 years with a residual value of $5,000. So annual d'ep ! 000. It is expected to @

'.Qq;shall be:

Q
Annual depreciation = $50,000 - 5%0&) 4§= $9,000
What i i ¥ &\ |
atis scrapl/residual/salvage value? °

The value which a Co. e o Ke

. xpects to get by disposin t - . - in
the above mentioned example Scrap’sawagslresigua a Shtarlvgzn$g gggcomplete its useful life. E9:

" Example:
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Dis-advantages ]

g: Advantages
7. Asimple method of calculating depreciation

9. Quite useful for assets having consistent use of
for those which are not likely to be effected due
to change in technology.

3. Provides consistency to co. as every time a

fixed amount is subtracted as depreciation

Gives equal burden of depreciation expense on

the profits throughout the life of asset.

1 Not suitable for assets which are likely to be |
affected due to the introduction of new

technology.
2 scrap value is assumed co. may not be able to |

recover the same value at the completion of |
the life of asset.

_
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5.8 Analysis of Published Accounts

What is capital employed?

Total amount of capital, that has been invested in business to earn profit. It includes both owner's/share
capital and long term loan capital.

Capital employed = Owner's/share capital +long term loan capital/Non current liabilities.
' Or
Capital employed = Non-current assets + current assets-current liabilities.

Return on capital employed (ROCE):

It calculates profit, which a business is able to make as a percentage of capital employed. f;
Return on capital employed = Net profit X 100 o Q

., C A

Capital employed 5’\}‘/\@ -
Capital employed = Non-current assets + current assets — current liabilities ,\\J
Capital employed= total assets + Non-current liabilities. \\(/ /r\
N

How to comment? \30 rbq/

If ratio is increasing as compared to last year then it is said that company’s peﬁgmw e is improving. Itis
likely to increase demand of company’s shares. xv S \
o)
<

Financial efficiency ratios: \Q(&@.
Inventory turnover ratio: % 43\

It calculates that how many times during a year business pur%see;%d sold inventory.
Inventory turnover = Cost of sales 03
Average inven

P
. T |
Average inventory = Opening inventorle & Closing inventory |

&




197 A ,
Read & Vrite Publications cernartireg (A Lewel

- ynit-5
. Note:

if opening inventory is not given then closing inventory shall be considered 25 average mveniony.
How to comment?
B if inventory turnover is increasing then it is considered good for the business. It is lkely to ncrease s2es
. revenué and market share.
| accounts receivable turnover ratio:
average time taken by a business to recover #4s outstanding debts from 15 Cregit CUSIOMmETS.
|t ratio i resulting in lesser days then it means that debt recovery System of DUSINESS S IMEroving of vice
~ yersa. In such situation, business’s cash flow position is likely to improve and He danger of facng c2s0
1 is shall be minimised.

x 385

~ flow crisi
~ Accounts receivable turnover = Accounts receivables

. |t calculates

Tumover/Sales

~ Gearing Ratio:

~ |t shows the relationship between loan and equity capital. In other words. 1 will c2

' the total capital of the company has been raised as loan capizl |f answer 15, greZier TET Iu U =
| 10 eguiTy OF Share c=oi=!

' is said to be a highly geared firm. In other words. it has more lozns 2s COmP2] ec

. orvice versa.

. Gearing Ratio = Non current liabilities x 100

Capital Employed

Capital Employed = Equity Cax:aloj Non-currernt EbiTes

Capital employed = Non-current assets + curent assets —current fiabilties
- How Gearin ratio might be used by a com while selecti a source of finance?
. If company is already highly geared then it will prefer to raise 2a5+ionz! caprz! by selin
. words, it will attempt to increase its equity capital to reduce its risk factor. Orginary shar

. profits and losses of the business and secondly they will eam & fluctuating dividend. In

' be able to reduce the risk factor.

- -
~ arores [0 CONES
o= i Vo

shers

Investor’s Ratios:

1 Divided yield Ratio:
It measures the profit, which a shareholder eams as & percentage of the markst price of shae. _4/-
Dividend yield ratio = Dividend per share x 100 <\ QO
Market share price - O A
2 Dividend Cover Ratio: 0:"’\ ~O7
g calculates how many times company can pay dividend out of the current profit . & \\\’
ividend Cover Ratio = Profit after interest and tax AN
. Dividends (paid and propcsed) \OAT
Return on Equity: Q V 3'3
It measures the return on the shareholder’s investment in the B
Return on Equity = .\,e,}\ -
Net profit — tax- preference shares 4
Equity (ordinary share capital es)
4 P - . Ni\
: rice earning ratio = e ‘

“Ie 1 i % ~ ~

Per share eamings.
Maﬂa%qﬁ‘%_@;
Eamings par &hare (EPS)

T
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5 Dividend per share:
It calculates the dividend that a company on per share. (ordinary/equity shares)

Dividend per share =
Number of shares issued
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Investiment

Investment appraisal:
A set of techniques used to evaluate different investmen
pany to select best project for investment.

o
‘

t proposals on financial bases. They will enable

echniques of Investment appraisal:

_ Pay back method (PB)
~ Average rate of return (ARR)
Discounted cash flow techniques: (DCF)
"~ 3.1. Net present value method (NPV)
- 3.2. Internal rate of return (IRR)

PAYBACK METHOD (P.B):
elps to calculate the expected time period in which company might recover its initial investmeh??fos
8mple if company is investing $200,000 in a project then it might wish to know that in how mt@w tirB"‘é\Tf

\ A’

il recover this investment. & 00
fOW DECISION IS MADE? ¢ N
plect giving minimum payback time is selected for investment. \O\Q N

)
< ©0
ash inflow = Cash receipts during the year- Cash payments during thi éag
N

NS = i
Amount required x12 @)
_ Next year's net cash inflow (\Q) ’
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5 These are forecasted cash inflows and may not
6. Itignores profitability factor as the decisi

is made to calculate profit. Some time company might reject projects with higher
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guarantee actual result.
t made on the bases of payback time and no atte
% of ARR ag

Mpt

might be having longer payback time. they
7. It also ignores the time value of money which might fluctuate over the time period due to the certy
factors such as inflation. n
8. Like all other investment appraisal techniques it ignores non-financial factors for example governmg
policy, market conditions etc. Decision is just made on financial bases. n
Example:
Year Project-A Project-B Project-C
Net Cash inﬂsowl(mnﬂow) Net Cash Inﬂ’owl(outﬂow) Net Cash im;ow/(omﬂow)
0 (200,000) (200,000) (200,000)
1 50,000 50,000 (20,000)
2 50,000 60,000 60,000
3 50,000 70,000 80,000
4 50,000 80,000 100,000
5 50,000 100,000 120,000
Project A:
Payback time = 4years.
Project B:
Payback time = 3years & 3months
Months = $20,000 X 12
$80,000
Project C:
Payback time = 3years & 9.6months
Months = $80.000 X 12
$100,000

Average rate of return (A.R.R):

This technique helps to overcome the drawback of payback technique as it ignores profitability. It helps 10
calculate the average expected profit of an investment proposal as a %age of its initial investment. 5 ~

Cav
o _» - . (A \

How decision is made? x N 0y
project giving highest percentage of A.R.R is selected for investment 00 N

v "\ ;

NT L
Steps in the calculation of A.R.R: \O\Q:\

I
1 Average proﬁt_=1Q@|_QL_rE_tgaLhinﬂows - initial investment Q 7
Duration/Life of project ~/
”\"@@
2 ARR= Average profit x 100 &( @Q
Initial investment - {{\.
o
N

289
S
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~ pxamplo:

~er T ProlRgiA

Not Cash
Inflow/(outflow)

S I —
0 | (200,000)
1 | 50000
2 | 50000 _

3 650,000

4 | 50,000

6 | 50000

Total 250,000

nflows |

 pverage profit =(§280.000 - £200.000) = $10,000

b 5

= ARR = $10.000 x 100

j $200,000

= 5%

. ARR

" characteristics of A.R.R method:

~ 1. Ithelps to overcome drawback of payback tech
. 2. It enables company to select the highest pro
. achieve highest profitability.

= 3. Itissimple to calculate and easy to understand.

~ 4. It ignores the time value of money which might fluctuate over the time period due to certain factors

A such as inflation factor.
-5t also ignores non-finical factors for example government policy, market ¢

just made on financial basis.

nique as it ignores profitabllity factor.
fitable project for investment which will enable It to

onditions etc. declision I8

| Discounted cash flow techniques:
" In simple words these techniques help to calculate the time value of money which might increase or
: decrease in future due to certain factors such as inflation.

Qr
e most important methods used to value a company. A DCF is

A digcounted cash flow or DCF is one of th

carried out by estimating the total value of all future cash flows (both inflowing and out flowing), a tHon

discounting them (usually using weighted average cost of capital) to find a present value of that gash ), /’\\’
m an

ate the total amount of cash you will reog@
t of the Investment, it is usually worth doi@ O
O
:low discounted cash flows are calculated? NN
nnual net cash inflows are discounted with the discount factor to calculate th%qféﬂg@df money.
O

IThe aim of a discounted cash flow is to estim
nvestment, and if this value is higher than the cos

Net present value (NPV) : ©
x &

cal .
culates the net increase or decrease in the value of money over & e period.
r@ ment

h 2610 net NPV= Discounted cash flows - | n
present value means the project repays original invgz;m tsg‘lg the required rate of return. A
t pr

POsitive
ne ¢ Nt present value means a better return, and a negativ ent value means a worse return,
gé§£counted cash flow techniques (the

th
e return from zero net present value. It is one of th 0
f investment proposals where the flow

| rnam
ed internal rate of return) used in comparative a

: inco
7 xﬁ-‘
Lo

Me varies overtime.
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HOW DECISION IS MADE?

Project giving positive or greater value of N.P.V is selected for investment.

Example:
Year Project-A Riscount | Discounted
Net Cash lnt;owl(outﬂov\') m mh.‘ﬂQﬂﬁ
0 (200,000) _ -
1 50,000 0.91 45,500
2 50,000 | 083 41,500
3 50,000 0.75 37,500
4 50,000 0.68 34,000
5 50,000 0.62 31,000 |
Total 250,000 189,500
inflows . ' B
N.PV= $189,500 - $200,000
N.P.V= ($10500)

CHARCTERICTICS OF NPV METHOD:
1.

2.
3. Cost of capital is quite difficult to ascertain.

4. With the NPV method, the disadvantage is that the project size is not measured.

Conclusion:

Net~ present yalue methoc! is an arithmetically simple procedure that offers easy interpretation as the
capital value is expressed in monetary units. Another advantage is the possibility of adapting the discount
rates for different periods.

INTERNAL RATE OF RETURN (IRR)

It is the interest rate at which the net present value of all the cash flows (both positive and negative) from
a project or investment equal zero. Internal rate of return is used to evaluate the attractiveness of 2

project or investment.

Note: Calculations of IRR are not included in syllabus. @‘\

Qualitative/Non-financial considerations: oA

It helps to calculate the time value of money and enables company to select that project which will
lose its net value. of
Itis quite complex as compared to the other techniques of investment appraisal.

These are the factors other than the quantitative/numeric data, which is important for invesgek,@w
making. These factors cannot be so easily expressed in numerical yet have a cruci% M on
&

investment decision. \ h

These factors could be: \O AN

1. The impact of proposed investment on environment and the local commur'Q\) ,\"b

2. Degree of risk taking power of the manager. f,-\\’ .

3. Approval of the project may not be given by the government or pressu@groups may lobby again the
project, all after commencement. _ A < _

4. Ethical and environmental considerations. If investment |$ew té(‘}mology will cause mo® A
environmental pollution then this decision might be un-ethical. “«§ ;\Cf o ,

5. Human relations aspect. If business will plan to intro% @obgy then it might resuit
redundancies and labor union might go on strike. QO

6. Aims, objectives and corporate strategies of a business /Z,*b

7. Availability of funds required for investment. O g

8.

Current cash flow position of the company. Q‘@ \9
\@4
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6.1:

6.2:

6.3:

6.4:

What is strategic management?
Understanding what strategic
management is

Strategic analysis

SWOT analysis
PET or External Environment analysis

Business vision/mission statement and

objectives
Boston Matrix

Porter’s Five Forces

Core Competencies

Strategic choice

The Ansoff Matrix

Force Field Analysis

Decision trees

Strategic implementation

Business plans

Corporate culture and strategic
implementation

Developing a change culture
Managing and controlling strategic change
Contingency planning and crisis
management
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6.1 What _issstfategié management?

It is the formula of success of an organisation to continuing and sustainable growth. Organisation will
evaluate where it is now, and where it wants to be in future. It will also ensure flawless executing strategic
plans to get there.

What is Corporate strategy?

It is hierarchically highest strategic plan of the organization, which defines the global goals and ways of
achieving them within strategic management. VY

4
O{’T/ \:D

What is the difference between strategies and tactics? &&0\3
Both strategy and tactics are tools to decide how business is going to achieve its gQals, ‘St_rateglc
decisions are long term decisions while tactical decisions are short term decision. In, tfsxachleve its

goals organization will have to make both tactical and strategic decisions. \O N

vV
Q\)éb

The need/importance of strategic management:

1. It helps board members in fulfilling their responsibilities. \'@ @
2. It helps to identify that what will be the future shape of business. .\d &
3. It helps to ensure that management and employees are mn_ovatl 5(1 creative.
4. Itis a method of decentralized management that could motivate es.
5. It helps in developing a sustainable competitive advantage.% &)
6. It also helps to increase productivity. &n O mance
7. Clear standards are set in this process that could ena& qgggement to measure the perfo
of staff. {Q)
8. It also helps to strengthen brand management. @ \\\\ on)
9. It also helps to identify the best location for projfgﬁﬂ%tegy identification and implementatlon .
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10. It helps to draw up financial, m i
neiE _ . marketing, human resource and operati
objectives); and comment on the possibility for success (Strategy evaltfjatior:;naI Plans (policies. and

problems of not having a strategic management plan:
if company will go without any strategic man ement pl it is i
problems/drawbacks/risks. These ould be: - plan then it 15 likely to foce  certain

4 Business will not be knowing that where it is heading towards?

: IT"e_f Wit":: no responsibility or accountability.
3. ltwil no aving sufficient resources available and will not be knowing that wha & wi

be needing to meet its goals. g t resources it will

e information available to plan and make smart

There yvill be insufficient marketplace and competitiv
strategic and tactical decisions.
p means no responsibility and accountability and w

There will be a lack of leadershi
of people fired.
Lack of resource plan might result in a delay in completion of project, this could increase costs

eventually decreasing profit margin of the company.

ould result in a lot

Key stages of strategic management process:
Every business orgar_lisation has a different approach to the strategic management process. There are
various factors that will affect the approach taken by managers, including distinctions between manager's
preferences and managerial styles, the size of the organisation, as well as the complexity of strategies.
However, there aré basic components of strategic management that are commonly utilized in business.

There are five major steps for a company to follow when developing a strategy:

1. Assessits competitors and market.
2 Setgoals and strategies based on the company'’s competitive position.
3 regularly) to

Reassess each strategy annually or quarterly (i.e.
mine whether it has succeeded or needs replacements by a new

implemented.
4. Reassess each strategy to deter

tances. These include new technology, new competitors, a new
| financial, or political environment.

strategy to meet changed circums
economic environment, or a new socia
dustries in which the company is involved.

5. Evaluate and control the business and the in

determine how it has been

Chandler’s assertion that strategy should determine organizational structure:
d Business School wrote a seminal book that was publisg'é'ﬁ c£
V 4 {

The historian Alfred Chandler of Harvar
decision making at the highest level of Corporate Am,en

1977. It was on the history of strategic
Roebuck. The book was n ed-asy_The

including DuPont, General Motors, Standard Oil and Sears

Visible Hand”. The managerial revolution in American Business. In this work Chandler, i%imed a

maxim for the ages that has peen followed as doctrine by strategists and consultants alibfsé rfs%nce.

General Motors the energy company Standard Oil of New Jersey and the retafl’gr, ,sar Roebuck
YV

developed over time by identifying four sequential stages: \SO

L A . 2 D |
. Acquisition of resources such as employees and raw material and th@ugb@ of marketing and

, distribption channels.
3 Establishment of functional structures to increase efficiency. X Y0
- Adoption of growth and diversification strategy, diversification neﬁ markets and products to
. gVercomg limits of home market. X2’

he creation of the then revolutionary diversionalised form %arza\gé\large conglomerates.

s a corporate federation of ser@vggbgdent product or geographic groups
digate

e corporate strategy and s interdependencies.
?ytly by each of the organisation, Chandler
|

The muli division of M-fo
was implemen e‘?
rose from a g&é hift driven by new technologies and market
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communication industnes therety creating the opportun c e ace,

He described strategy as the determination of long term 90””’ and ijectllvez, th: e?dOPf’On of COurgg,
action and associated allocation of resources requared(t.o achieve go:tr;te € defined Structyre ag o
design of the organisation for the successful implementation of the ”W{h gy' vati %
Chandler's thesis argued that new organisational forms are no more than a derivative of strategy 2% th,
defined it ]

His three step approach designs an organisational structure to match a defined strategy:

Wr,')

~ Select a basic organisation design,
» Modify the design 25 needed.

~ Supplement it with coordinating mechanisms 4 communication arrangerments,

a——— se—

Pros. | Cons. ml::ﬁ
1. Chandlers key addtion to management | 1. The thesis s oversimplified. The ré.‘gﬁ,,n--
iterature was to connect strategy and structure betweer structure and  strategy et
SINCe 2 restructuring effort iz 2 result of 2 necessarily one dimensional, Mintzbery argueq

change in strategy. 2 company must first that the current organisational forrm can als

1
review its strategy then pursue 2 different regarded a5 constraining  strategic change
structure. '

Current views such zs Pettigrew's, holg that
2. The adoption of new technology or the structure and strateqy are o he regarded g
penetration of 2 new market warrants z reyiey equal 1o one another, Fumelt concluded g

in  strategy  which in  tum mems  zn structure zlso followed fashion.
organisational restructuring. The emergence or | Chznges in the rmarvet structure  haye
evolution of newy organisztionzl  struciure | implications for z firrn's strategy and structyre
occurs neither in isolztion nor Dy zccident. Chzndler stated that 2 "ftto-marvet’ tetusssn
3. Professional management is essentizl o z2n organieztion's form and its mares structure

Increase the chance of successfyl strategy reduces it internal coordination cats and
implementation efforts. Wanzgement must

N

‘ provides z better rmatch tetween the fierrs
devote constant ztention i Cevelop 2 procuct pontfolic  znd e tacticsl custonmer
Ccomesponding administrztive form. | needz. The “frto-rmarcer relationship shoule

4. With his work “Structure folows Strztegy”, be secondary to the "f-to-strategy” connection
Chandler demonstrated the relevance of | €0 3% nct o inhibit necessary stratege
business history and ensured thzt # woum hanges. Commercial management and %
become part of educztionz! programs in many relzted bonus schemes regresent the “fa-
universities.

Maret’ component in z firmn and tend 1o dsterd
the current stztus qguo.

In his czse studies, Chandler descric Z

5. His work helped him estaoiish strztegy 28 zn
important topic for organisations and zged
transformation of Mckinsey & Comgz 1y 28 2 |
specialist in organisztonal (rejstructuning into 2
strategy consuftancy firm. '

W
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ow hunlivean wirategy duteriines compelitive advatitage
gompetitive world:

ity an increasingly

Qompelitive AVVAITAUS 11 Bl W e (s wtlyn/atlvanlage o biisltiess tias tr/et #s tnrnsttirs F

[lws Diaiesie 0 achieve gieie) il eyl Ol ,.mm it atil o tetaiti tribre custtners a5 '/}r s |

o (ta competilnia Hipalienn el iave ditfsient types yt tonpetitive atlyamaye trvet its cotnpatfos ,:'»,

axalhple, lower coal af produciivg, sfheclive sllnlolr’lmmv. produtt tiffetetitiation, better after sales ser/ies

C\(8

@lobhalimation New Change Disinese sivioninsn! ahtl How busihesses tey tiot just need to compete Wi

jocal coainpanies Bt with forelgn corpialise A8 well Due (v ftee itacle, battiets have been rerner/ad and

rotectioniat policier ate (o longss Act w)lalile 10 coLliilies ga How they believe in free frads.

ﬂ\ afder 10 enalle Ihel sivival now colhpanles Ale tetjulred to tesign strategies to comnpete affactivery

with thell competitore (i thie ageliallo e poncepl of competitive acdlvantage has gain popularity. In order
ipetitive advantage in order {©

o auvive Ol aohieve eslied level of sliteess lhey have o use cofr
eonvinee oustomers that thell product e hellel A8 somparet (o competitors and they must buy it. This

competitive acdvantage ae (liacyeaed ealllel cal he achleved on the basis of lower cost, better guality

maas marketing, betlel product deslgn, beller aftel sales setvices eto.

According to Michael oiter, here are (wo main factors which can lead

advantage. hesae ale!

1. Compelitive advantage gained (hrough low cost (prices).

2. Produot ditterentiation. (producing bellel qualily products as compared to competitors). This wil sliow
busineas to charge high price eventually inoreasing profitability.

to a significant competitive

A model of competitive advantage:

A model for Competitive Advamtage

NEBOURCES

.L COST ADVANTAGE or

’ DI TING TIVE ’—i—j]' DIFFERENTIATION ADVAHTAGE

VALUE
CREATION

COMPETENCGIES ot FOCUS ADVANTAGE

~ R

[Ccarmures |

WEAKNESSES THREATS

:
|
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6.2.1 SWOT Analysis

SWOT analysis:

SWOT analysis is a useful technique for businesses. It helps them to L{nqefstand their strengthg ang
weaknesses, and also helps to identify both the Opportunities and Threats it is likely to face.

From an organisation’s point of view SWOT will show the following:

SWOT is commonly used as part of strategic planning and looks at:

1. Internal strengths

2. Internal weaknesses

3. Opportunities in the external environment
4. Threats in the external environment

Importance of SWOT Analysis:

SWOT can help management in a business discover:

1.  What the business does better than the competition

2.  What competitors do better than the business

3. Whether the business is making the most of the opportunities available
4. How a business should respond to changes in its external environment

The result of the analysis is a matrix of positive and negative factors for management to address

 Positive factors ' Negative factors
Internalfactors  Strengths ‘ Weaknesses
 Externalfactors @ Opportunities Threats

The key point to remember about SWOT is that:

Strengths and weaknesses
1. Are internal to the business

2. Relate to the present situation

Opportunities and threats ’

1. Are external to the business ﬁ/‘,\ ,}
2. Relate to changes in the environment which will impact the business C/\U |
| . O |
Using SWOT analysis (\Q
There is no point producing a SWOT analysis unless it is actioned! SWOT analysis sho&@ﬂmore than
a list - it is an analytical technique to support strategic decisions \\ ,
Strategy should be devised around strengths and opportunities \O O,
The key words are match and convert: O
QYO
N\ \
Match .; [ Convert ] |
T :f"*"‘ T ) ] ;
Strengths | | Weaknesses | )
\ _J \ ) ]
with ‘ into ;
m——
LOppor"tunities il Strengths } 1
_— )
“ _/ L _
A )

&
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A key ch{allenge for any business is to convert weaknesses into strengths. For
. Sadanutits | e - . example:
Possible Response F

- B ~ Weakness
4 Outdated technology ~— 7741, Acquire/Take
) quire/Take over competi i :
- o technology petitor - with  leading

z — 2 Invest in training & more effective recruitment

3. Overdependence on a sin e/ 3. Diversify the produc ' ;

) prodyct R gle marketgy P t portfolio by entering new
4. Poor quality 4 Invest in quality assurance

tial for outsourcing or off shoring

5. High fl;(e‘:d.COStS ””” ~ 5. Examine poten

2. Skills gap

sents an opportunity for business.

perceived threat, the same change pre

pon't forget that for every

efits of SWOT Analysis:

. There are certain advantages of SWOT Analysis. The main advantage of conducting a SWOT Analysis is
that it has little or no cost involved. Anyone who understands a business can conduct its SWOT Analysis.
. Business can also use SWOT Analysis when it does not have enough time to address a complex
situation. It means that business can take steps to improve without the expensé of external consultant or
. business advisor.
. Another advantage of a SWOT Analysis is that it c
. pusiness. Using SWOT Analysis a business can:
Understand itself in a better way.

It can identify and address its weaknesses.

It can plan effective to respond to threats in a more effective manner.
It can design @ strategy to capitalize on opportunities.

It can take advantage of its strengths in @ more effective manner.

It can develop business goals and strategies for achieving them.

. Ben

oncentrates on the most important factors affecting a

ysis of a cosmetic company-: (November 2008, P-2)

~ Specimen of SWOT anal
Strengths: N Weaknesses:
« Loyal customer base . « High costs, particularly wages and
« Excellent customer care materials
* Highly motivated. committed workforce « No management experience of rapid
that willingly takes on responsibilities growth ‘
* ‘Family’ atmosphere « High prices compared to competitors &/' ~
« High quality products « High cost of quality control. ><\,/\\~
« Ethical approach to customers, \D,
employees and the environment \Q
¢ Only use natural ingredients >
» No testing on animals.
Opportunities: Threats:
« New markets in other countries « Competitors usé cheaper materials and
« Lower production costs at facilities in cheap labour
developing countries. « Competition less ethical and able 10
charge lower prices
« Multinational competitors benefit
from economies of scale and mass
marketing. |
Uimitations of SWOT A is: b ;&\
nalysis: o o
gyéep in mind that it is only one stage of the

en ; .

annir;bp“rz'ness is conducting SWOT Analysis the, 't@u

Nalysis t cess. For complex issues, business wifgm heed to conduct more in depth research and
0 make decisions.

Pl
Cl
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There could be certain limitations of SWQOT Analysis:
1. Itonly identifies issues but does not prioritize them. N
2. Italso does not provide solutions or offer alternative decisions.

3. Business can generate too many ideas but it cannot help to choose the best one.
4. It can produce a lot of information, but not all will be useful for business.

PoLITICAL ECONOMNC
ANALYSK ANALYSIS

TECHNOLOGICAL
ANALYSIS ANALYSIS

6.2.2 PEST or External Environment Analysis

PEST Analysis:

For the success of planning or strategy it is essential that while designing them business must M'sn!—
internal and externzl environment, PEST is an external environmental analysis which will =r~sw=fz*“
business has considered Pomca! economic, social and technological environment while de

plan or strategy. Business would need to conduct this analysis along with SWOT ana \

=

implemented zlongside ,//’)T o eeparately, the PEST analysis allows business to | odh “-:-’3
and identify potentizl oistacies well in advance so that business can do planning to\ Ehe'n before
they will affect it.

N
\SO;

Political factors:

that government is gaing to intervene in economy. It could include, | tax policies, consumef
protection laws, environmental regulations, and tariff and trade restri

In this business will anzlyse political factors and government policies. %:at@i sctors refer to the degree
In this business must consider;

" , - t
6. How stable political environment ig in the country. If g)tlce@nvnronment is stable then it migh
encourage to increased business investment in count

7. It must also analyse that will government policy w nce laws that could be related to taxation

and might affect business. % §

Business must also analyse government's poliey g
design its marketing campaign. (advertising etc).

D

"marketing ethics. This will help business 0




it &
m Read & Willo |
on - Shatogis
Hte Publications "ratogic Manngemen (s Levay)

JUSINAI] WO g
o B uld also nheed to analyse government's policy on the econ
omy,

govermnment policy related to ec m
aovernne onomy Is favorable then It could lead to more foryeigirrloirnvezaxetl o
stment or

Economic environment:

R alst\ 4 very important external environment factor that business would need
pusiness Might analyse factors such as, interest rates, inflation and credit availabilittol
pasic economic fGCtO{*s that influence business, it is also important to consider the t¥ick|

such @s how rate of inflation might affect your employees. For example salaries etc M%rd Pty
puSINGSS will bg loqkmg at elements such as current business cycle. Businesses need to ecos pqgnflcauy
sate Qf a trgdmg in the short and long term this is especially true when planning for i tns' Sione
marketing business needs to look at: Histhational

consider. In this
n addition to the

. What is the current interest rate? It will help them to determine the rate of inflation and cost of
porrowing. For exagwnple, if interest rate is low then it would mean that there will be increased demand
for gopds and services and cost of borrowing money will be low. This could encourage businesses to
enter into foreign markets.

> Business would also need to analyse rate of unemployment. This will enable them to determine labor

supply and wage rate. Apart from this it would also need to consider per capita income in economy. It

will enable them to determine product mix for the new market and pricing strategy they should use.

Business would also need to analyse long term prospects for the economy. For example it might

need to analyse gross domestic product (GDP) to determine rate of economic growth in country. If

GDP is increasing then it would mean that economy is growing and this would generally be a positive

sign for business and encourage it to enter into this market.

>

Social environment:
Social environment relates to cultural, religion and demographic aspects of society. It is an analysis of
macro environment of the business. Social factors include career attributes, age distribution, population

and its growth rate, health consciousness and safety awareness in market/country.
The social and cultural influences on business vary from country to country. It is very important that

business must consider such factors. These factors could be:

1. What is the dominant religion in country. This will enable business to finalise product mix and
promotional campaign.

What are the features of foreign products and services in the market/country.

How long are the population living? Are the older generation really wealthy.

How much time consumers find for leisure.

The roles of men and women in society.

- A\
Technological environment: o r\g
Itis also a very important external environmental factor that a business will have to coﬁ‘ ' r/a'l\"talyse. The
increased use of technology is a very important base of measuring growth and sucb@ Qfl/ siness. It will
have important effects on business operations. No matter the size of @n Ss, "organisation is
teChnology has both tangible and intangible benefits that will help it make mbgey anad produce products
c"Zi‘t'mers demand. Technological infrastructure affects the culture, effwnc%\fand relationship of a
ess.

nanalyzing technological environment business might have to consid (\ oi
. %R

ofé\' economically.

dm
f%t%xb‘?oducts and services.

Will technology allow products and services to be manufac@sr
S
}30 vative products and services. For

" W::: technology allow business to improve quality standa
' technology offer consumers and businesses m

e : i
4 Xample, internet banking, new generation mobiles et (%)

ow t . AN " . . . .
On“neitignology will change distribution of pro o@ r.(example, internet buying, booking tickets

_
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5. How technology can help business to communicate effectively in internal and BxXlerpg

communication.

6.2.3 Business Vision/Mission Statement and Objectives

What is a mission statement?

A statement in which a business will write down all fundamental objectives of its formation. It wj he
displayed at prominent places in the organisation. It will keep on reminding employees ahqu the
eXpectations of their employer. Creating a mission statement is one of the first actions an organisatio,
should take. The mission statement can be the foundation stone of an overall strategy and thep
followed through into the development of more specific functional strategies. By defining a mission an
organisation is making a clear statement of its purpose. "A good mission statement captures an
organisation’s unique and enduring reason for being, and energises stakeholders to pursue common
goals. It also enables a focused allocation of organisational resources because it compels a firm y,

address some tough questions: What is our business? Wh

accomplish?” (Bart, 1998)
Example Mission Statements

Coca Cola -Everything we do is inspired by our enduring mission:

To Refresh the World... in body, mind, and spirit.
To Inspire Moments of Optimism... through our brands and our actions.

- To Create Value and Make a Difference everywhere we engage.”

Advantages & disadvantages of mission statement:

y do we exist? What are we trying {q

i

[ -

Advantages disadvantages

' 1. It provides direction to employees that what A disadvantage of mission statement is that
they are expected to achieve. Without chances of its design and implementation being
directions businesses might be operating wrong are very high. A mission statement could
without purpose and this can be dangerous. have confusing objectives. Care must be taken

2. It will also help to resolve conflicts as members to avoid such confusion.
of management can easily make quick If mission statement is not properly developed
reference to mission statement in case of then it can contradict with other objective and
conflict and argument. can eventually lead to conflicts.

3. It will also act as a communication tool. Like other planning activities e.g. budgeting
Management or owners of business can use designing a mission statement will be a time
mission statement to communicate to their consuming exercise and apart from- this gl}wf
desire to other members of the company. resources will also be wasted if nae
It will also provide a frame work for decision objectives of mission statements\Ca DHOt
making as mission statement can be used as a achieved. o "'\ht e
framewiork that effective managers can easily Objectives set in mission state yaignt "
use as a guide in discharging their everyday unrealistic in reality. Thing Emota th:;%ic
management functions. forward in reality as they, niRaper. ! o

weakness of mission stafermgh}is that in e
cases objectives tu@b t unrealistic a::j
over optimistic by thetime things start to unfold.
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THE PRODUCT MIX

\/\/\/%

6.2.4 Boston Matrix

What is product mix/portfolio:
Different products that a company is selling in mar

portfolio.
!' Product Mix
L Je

ket are collectively known as its product mix or product

Width - number of

different product {Z O
lines - o)

Length - total

number of items g '\0 N
within the lines a5 offored )\q/,\,
— All of the product ;b

[ Depth - number of |}
versions of each =
product in the line

lines and items thata
particular seller offers
for sale--
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Product mix of Unilever:

Unilever products

\
E3

nfast |

|

What is product line?

A range of product that is offered under an individual product is known as its product line. For example,

Unilever is selling a brand of shampoo named Sunsilk. It is available in a range which suits different hair
types. This will be known as product line of Sunsilk.

Product Mix at Unilever |
Product Mix
Home & Personal Care Food
Personal Laundry/ . , |
1‘ Wesh Cleaning Skin Care Hair Care Oral Care Deodorants Food @
. \ ’C
Dove Wheel Faird  gunsik  Pepsodent  AXE Knorr A
Product Lovely s,
Ll::geth Lux Whexlhii::wer Pond's Dove Close Up Rexona Taaza
Surf Excel Vaseline
Dove -
Vim Face Care

v

Product
Mix
Width
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Sead & Vidhe Suticaiors
Boston Matrix:
¢ s guie Gficut for comparmes such 2s Unilever Procior & Ga—oe
product mix. The Boston consulting growp s product oortioln matmx (BLG =&t & JesgrEs © e wit
jong 18 STategc pianning 1o heip businesses CoNSI0e gTOWS DDDOTIUTITES Dy TEvewng TEr IoT
qoriolio 10 decide whether 10 nvest fo disconinue OF J2veioD DODUCE 1T 8 350 owT 25 Gowtisas

Nestie 0 TamaE Ter hue

e
% ?
B
Fy E N

1. Product has 2 high market share in a high growth market

2. They are very successful products which crezte 2 large amount of revenus orhe DusmSssS

3. They still require a large amount of money 0 be spent on their promotion. in Oroer 10 K0 zhaac
the rival products in the market place.

4. They are at the growth stage of the product life cycie.

Cash cows
1. They have a very high market share | a stable market (i.e. market growin is iow)

2. They are at the ‘maturity” and ‘saturation’ stage of their product Iife cycie.

3. They produce a very large revenue for the business
4. This money is often used to promote the “problem child’ and to develop new products.

¥

Problem child/Question marks/Wild cats

1. Such products have a low market share in a high growth industry/market 7

2. These products have often been launched quite recently and have not had the nacessanp ¥me hy
establish themselves in the market. \'}’v’ 30 :

3. They will require a significant amount of money to be spent on their promotion O ™

4. in order to achieve a healthy market share. ¢ N>

5. They are at the ‘introduction’ stage of their product life cycle \\ n N

Dogs \O. N

1. Such products have a very low market share in a low growth market Q \\\ i

2. They produce very little r4evenue for the business and are at the ‘de@e‘ st.ége of the product ife
cycle ,‘\’ SO\

3. The business has to decide whether to try and extend the life cycle and boost sales revenue, of
whether to delete the product from the product portfolio

N

Using the BCG Box to determine strategy ‘O \@

Once a company has classified its SBU's, it must decide bo,q?)\\with them. In the diagram above, the

company has one large cash cow (the size of the circle ﬁropvftional to the SBU's sales), a large‘dog.

g“d two, smaller stars and question marks. 7200
Onventional strategic thinking suggests there are %&Tﬁle strategies for each SBU:
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Here the company can invest o increase market share (for exarnple urning a °q j

2

Here the company invests just enough to keep the SBU in its present position

3

pro

4

The company can divest the SBU
(0.9, Investing in the more promisi

Importance of Boston matrix:
1,
2
3,

4,

Limitations of Boston matrix:
1.

2.
3.

Here the company reduces the amount of investment in order to rna/lmisg the short-term cash fious 5.
It6 from the SBU. This may have the effect of turning Stars into Cash Cows,
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Bulld Share:
Hold:

Harvost:

Divost:

by phasing it out or selling it - in order to use the rescurces slsehers
ng "question marks").

Itis an important tool to analyse product portfolio of husiness and make decigion related to it,
It is particularly b

eneficial for businesses who are trying to manage their product portfolio as they
must ensure a bala

nce between the number of products in each category of the matrix,
The use of Boston m

atrix can help management to identify appropriate time for launching new
products onto the market.

The information provided by the Boston Matrix can indicate the likely cash flow position of each
product within the context of its market.

Boston Matrix only uses market share and market growth to assess the strength and weaknesses of
a product portfolio.

Current market share information tells us very little about t
Critics suggest that the analysis provided is too sim

There is an assumption that higher rates of profit are directly related to high rate of market share. This
may not always be the case. When Boeing launch a new |

et, it may gain a high market share quickly
but it still has to cover very high development costs.

Porter's
Five Forces
Analysis

l AMONG EXISTING
COMPETITION
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5 Porter's Five Forces

¢'s five forces analysis:

) analysis too!l which used five industry forces to determine the intensity of mn’mt‘oh nan f\f-—S:’"l
tsé‘;‘s s profitability level This model was created by M Porter in 1979 0 understand how fve ey
::wsme forces can affect an industry.

These five forces are:

Theoot of entry

N et s s A st g

Bargaining power N Industy Sargaining

-
of suppliers nvairy poweer of Dduyars

Theeat of
substitutes

These forces determine structure of an industry and the level of competiton in that inQusty The sronger
competitive forces in the industry will be the less profitable it will be. And industy with low Sarmers ©
entry, having few buyers and suppliers but many substitute products and competitors will te corsicersd
as very competitive and thus. not so attractive due to its low profitability.

Attractive Industry-High profits : Unattractive industry-low profits

1. There will be high barriers to entry. | 1. There will e low bamers © anty.
2. The bargaining power of suppliers will be weak. ] 2. The bargaining power of supciiers wil o
3. The bargaining power of buyers will also be [ strong.

wesk_ _ . | 3. The buying power of buyers wiil 3ise e Segaped

4. There will be few substitutes available due to | 4. There will be many sulsttutss avaliatie cue ©
__less competition. ? high level of competition.

Threats of new entrants: AN

< ~
It will help to determine that how easy (or nat) it is to enter an industry. If an ingusay s :r:ﬁ/t;:ie a—.;
there are few barriers to entry then mare competitors will be likely to enter to intensify competton. In =is
_Slmation businesses will have to compete for market share. and profits will e likely %o il [T wouic e
important for existing businesses to create high barriers to entry to deter new competitors. Threats of rew
entrants might be high when:

There is low amount of capital required to enter market.
Existing businesses and retaliating that much.

Existing businesses don’t have patent right, trade marks etc.
There are no government regulations.

There is lack of brand loyalty.

Businesses can easily achieve economies of scale.

N hWN

Bar gaining power of suppliers: /)0 A

tis also a very important fome according to Porter. If bargair{i;x)g paower of supgiiers is strong e it weil
enable them to sell at high price or they may even sell low quality products. This wiil cefimiteiy affect
as their profit margin will decrease due to high cost of inventory.
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Suppliers may have strong purchasing power when:

1. There is high demand but low supply.

2. There are few substitutes (raw material) available.
3. Suppliers have scarce resources.

Threats of substitutes:

This force could be really threatening when buyers can easily find substitutes with attractive prices ang

better quality. For example, to switch from coffee to tea does not cost anything, unlike switching from car
to bicycle.

Rivalry among existing competitors:

It is the major determinant on how competitive and profitable an industry is. In case of competitive
industry, firms have to compete a

ggressively for a market share, which results in low profits. Rivalry
among firms could be intense when:

1. There will be many competitors in market.
2. Barriers to exit industry are high.

3. Growth of industry is slow or negative.

4. There is low customer loyalty.

At the end we can say that Porter's five forces is a great tool to analyse industry's structure and use the
results to formulate strategy of a business, Howeve

r. it has limitations and requires further analysis to be
done, such as SWOT, PEST analysis.

r
LODE
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6.2.6 Core Competencies o N\
'\0 N

Core competency is an organization's defining strength which provides the f AN

ound f the business
will grow, seize upon new opportunities and deliver value to customers. Core %ﬁt@g of a company
not easily replicated by other organisations, whether existing competitors or n e&s into its market.

xé O
Origin and history:

\ K
The concept of core competency grown out of article titled, “The mepetence of the corporation.
written by C.K Prahalad and Gary Hamel and published in Ha%qud

ess Review. In that article, tgﬁ
authors asserted in their opening paragraph that business exec the 1980's "were Judged onth

ability to restructure, declutter (to organize and prioritize) and de|ayer their corporations.” But moving

forward in the 1990's they would "judged on their abilit _y to identify, cultivate and' exploit the core
competencies that make growth possible.” @ $

S
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halad and Hamel observed that successful enterprises viewed "themselveg as ‘a portfolio of
Z;;:etencies versus a portfolio of businesses,” and these competencies empower individual business to

adapt quickly to changing opportunities.

6.2.6 Core Competencies and Strategy

The term core competency was coined by the leading management. experts, QK Pra‘halad and Gary
Hamel in an article in the famous Harvard Business Review. By providing a basis for firms to compete
and achieve sustainable competitive advantage, Prahalad and Hamel pioneered the concept and laid the
foundation for companies to follow in practice.

Some core competencies that firms might have include technical superiority, its customer relationship
management, and processes that are vastly efficient. In other words, each firm has a specific area in
which it does well relative to its competitors, this area of excellence can be reused by the firm in other
markets and products, and finally, the area of strength adds value to the consumer. The implications for
real world practice are that core competencies must be nurtured and the business model built around

Some Examples

If we take the examples from real world companies and evaluate their core competencies, we find that
many firms have benefited from the application of this theory and that they have succeeded in attaining
competitive advantage and sustainable strategic advantage. For instance, the core competencies of Walt
Disney Corporation lie in its ability to animate and design its shows, the art of storytelling that has been
perfected by the company, and the operation of its theme parks that is done in an efficient and productive
manner. Hence, Walt Disney Corporation would be well advised to configure its strategy around these
core competencies and build a business model that complements these competencies.

The loss of core competencies:

Businesses also aim to cut or control costs. Such cost cutting moves from businesses might sometimes
destroy the ability to build core competencies. For example, decentralisation make it more difficult to build
core competencies because autonomous groups rely on outsourcing of critical tasks, and this outsourcing
prevents the firm from developing core competencies in those tasks since it no longer consolidates the
know how that it spread throughout the organisation.

Failure to recognize core competencies may lead to decisions that could result in their loss. For example,

in the 1970's man U.S manufacturers divested themselves of their television manufacturing businesses,

reasoning that the industry was mature and that high quality, low cost <\ /\Q
Models were available from Far East manufacturers. In the process they lost their core com{@eqc-:je‘m
video, and this loss resulted in a handicap in the newer digital television industry. é, OQ

N

Closing Thoughts \\0,\/'\

The important aspect to be noted is that core competencies provide the comp:ﬁ@ v:g;h a framework
wherein they can identify their core strengths and strategize accordingly. Of Qng , Krf? entification and
evaluation of core competencies must be done as accurately and relia y @S ossible smce't_he
divestment of non-core areas must not lead to the firm missing key ar Gof ope}gtlon and competitive
advantage. Finally, care must be taken when building the organi iong_lQedmcg around the.co:e
Competencies to avoid the situation where many or too few of the @\e\ 6?:|es are identified leading to

redundancies or scarcity. R
IS
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6.3 Strategic Choice
6.3.1 The Ansoff Matrix

Ansoff's Matrix ﬁ

Igor Ansoff, in his book “Corporate Strategy" stated that the main factor that a business needs is to
identify a competitive advantage. In order to this business would need to analyse whether it needs to
continue with its existing products or whether it needs to develop new products.

Igor Ansoff developed these ideas into a matrix. This matrix is used heavily as a marketing tool. It also
has implications for long term strategies of a business.

Ansoff Matrix: @Q
Established New CA
Products Products '\O & |
N
Lowsst Msdiu:ﬂ O ,\Q |
® Pisk Fisk &N |
=¥ \0
- \) Q/ |
Market Product @ |
Penetration | Expansion o)
Market N
Expansion | Diversification
®
3
i .
Medium Highest
Risk Risk
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The four main categories _
Ansoff's matrix provides four different growth strategies:

1 Market penetration:

i ; ' i i rket share of its existing products in its
i business will try to achieve growth by increasing ma .

" 'ts':i'sgzlacurrent market segments. This is the lowest risk strategy as‘pro.dqct‘wul already have brangi

-ex'age in existing market. However, market penetration will have certain limitations as once market will

la“;;proach saturation stage then business would need to implement another strategy if business would

wish to continue to grow.

2 Market development/expansion:

In this business will decide to launch its existing product a new market. The de\_/elopment of a new market
for the existing product may be a good strategy if company's core competencies are‘relatt'ad more to the
specific product than to its experience with a specific market segment. This is @ medium risk strategy as

in new market business might have develop brand image of its product. For example, Gourmet launched
its bakery in Karachi.

3 Product development/expansion:

In this business will develop a new product and will launch it in its existing market. This strategy may be
appropriate if company’s strengths are related to its specific customers rather than to the specific product

itself. This is also going to be a medium risk strategy as business will have its brand image in existing
market segments. For example, Beacon House launched Concordia colleges.

4 Diversification:

In this business will grow by launching a new product in @ new market. This is going to be high risk

strategy as business will not have any brand goodwill in that market. However, diversification may be a
reasonable choice if the high risk is compensated by the chance of a high rate of return (profit). Other
advantage that business might gain due to its diversification strategy is that it could get a foothold in an

attractive industry and it could also reduce overall business portfolio risk. For example, Gourmet bought
Silk Bank and diversified its operations into financial market.

Advantages & dis-advantages of Ansoff Matrix:

Advantages Dis-advantages &7

1. It provides knowledge to marketing managers | 1.
about different strategies that they can use for
growth.

2. It helps them to set out aims and objective. For | 2.
example, whether they would like to adopt low,
medium or high risk strategy for business

It only identifies the degree of risk_igvolved:

Risk will still exist and business wi ot'he-able
to avoid it. QQ E)'

Business would still need to use ér Mmethods
alongside. For example, iy (ggn appraisal
-

in order to ensure that considered
growth. quantitative/financia S‘)Jd/ensure quality
3. ltis presented in form a matrix which is easily decisions.
presentable to different stakeholders. 3. Ansoff matrix fajls t@show that market
4. It will also help business to consider alternative development .’qﬂ (diversification  strategies
strategies by considering potential problems. require a ¢ @’ge every day running of the
busines %N

© &
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Force Field Analysis

Restraining Forceg

Driving Forces

6.3.2 Force Field Analysis

Force field analysis:
Force Field Analysis was developed by Kurt Lewin (1951) and is widely used to inform decision making,
particularly in planning and implementing change management programmes in organisations. It is a
powerful method of gaining a comprehensive overview of the different forces acting on a potential
organisational change issue, and for assessing their source and strength.

Purpose of force field analysis:

Force Field Analysis is a general tool for systematically analyzing the factors found in complex prob
It frames problems in terms of factors or pressures that support the status quo (restraining for alL
those pressures that support change in the desired direction (driving forces). A factor can. C?
resources, attitudes, traditions, regulations, values, needs, desires, etc. As a tool for man '19e
Force Field Analysis helps identify those factors that must be addressed and monitored if n,g\&\)s to be

successful.

\\
Procedure of force field analysis: \Soqu/
1 Define the problem: Q

y 2 Defining the change objective:
hat is the desired situation that would be worth working to ?@Pﬂ\as specific as possible

4 '3 Identify the driving forces: | O (6
tive

What are the factors or pressures that support ch \ﬁ\ relat
e desired direction? What are the s
strengths of these forces? Place these driving forces on&\\e chart on the Force Field Analysis diagra™ ?
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led arrows with the length of the arrow reflecting the relative strength of each force.
elle

What are the
relationships among the driving forces?

inter-

4 Identify the restraining forces:

what are the factors or pressures that resist the proposed change and maintain the status quo?

resent these forces on the diagram as you did those for the driving forces. What are the inter-
ggtionships among the restraining forces?

5 Developing the Comprehensive Change Strategy:

The diagram created in steps three and four reflect what could be . _
equilibrium. Although this is a relatively stable state, movement can be achieved altering the factors
currently contributing to this equilibrium. Change can occur as a result of any combination of the
following: - strengthening any of the driving forces - adding new driving forces (possibly by transforming a
former restraining force) - removing or reducing any of the restraining forces Step 5 should also include

some consideration of some of the possible unintended consequences when equilibrium forces are
altered (e.g. increase resistance, new alliances, fear, etc.).

called a state of quasi-stationary

Force field analysis model:

Forces for Change Forces Against Change

| Customers want \ Loss of staff
new products. / overtime | 3

2 Improved production Staff fearful
speed. > \Tf new technology.
Upgrade g
3 | Reduced training time. \/ factory with new prd Impacton |
manufacturing environment.
V equipment.

Lower
maintenance cosls.

S
O

2SS
Ph

e

Cost. | 3

Disruption. | 1

i

Total: 10 Total: 11

D \)
Lo
Using your analysis: AO @

UNce you've done your Force Field Analysis, you can use it in two ways:

To decide whether or not to move forward with the decision or change.
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2. To think about how you can strengthen the forces that suppor's the ange rd welers Te .
3.1 we had o mpement e P rele above. e BHSS T S 3 i,
Changes that management could make to ntial pian For examoie Wﬁﬂ:‘c ,

N ;;amsmﬁFCM'*1)to minmize the fear of technoiogy (‘ST uncomforatie Wi rew ecrra,,
5. Show staff that change is necessary for business survival (rew foroe 113 SUSBOTS T8 Targe o
8 Show staff that new machines would introduce vanety and MiSrSSt D TS ICCS [NeW Torce oy
_ Supports the change. +1), |

& Rarse wages to refiect new productivity (*Cos?'+1. “Loss of overtme’ —21

Install slightly different machines with Siters that eiminates poflution (Imeact on environment” —

These changes would swing the balance form 1110 (against the pign). 0 138 (N BwCr & Te giar

Advantages

* Brings into the open factors which will work for and against the desing of 28292
* Identfied by 2 needs analysis.

* Helps to recognize circumstances which can and cannot be changed

L J

Provides a means to analyze ways to minimize or eiiminate bamers © godl F=nment

The Limitations of Force Field Analysis

e Process is subjective and requires coliaboratve thiniking 2nc agresment
e Conceming forces for and against the solulion 10 2 partcular prodiem.
e Mzy oversimpify the relationships betwesn facihors hat impact 2 protiem.
e All 2spacts of 2 problem may not be icentfed.
6.3.3 Decision Trees
: : ® ’ Oc,. -
e
-
-~ ® - - » R
- N
/
C & s
L ®
PR
Decision tree: N

) S pie
basic Wﬁmmgsmmem,%,mnmmwﬂ
Tne dwmmamw_m&@wmm- ns
OULCOMES = = will graphically describe the decis ¥ee.race R uses branching mefiod ¥ el
A decson Waammm%awmmmm
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combinations and events are taken into consideration while drawing a decision tree diagram.
it bilities are assigned to the events, and values are determined f0( each outcome. o
i‘d’a. ion tree diagram can be drawn by hand or created with a graphic program or specialised software.
Things to remember:
4. The decision tree is laid out from left to nght.
2. Every decision tree diagram will start with the decision node.[ ] This is also known as a decision
node. It means at this point a decision is to be made.
3. Probabilities are represented by O Itis also known as a probability/chance node.
4. Expected monetary value is calculated with the help of the following formula:
Expected value = actual value x probability
5. The actual values are always given at the end of each option/probability.
Example:
Abdul Rahim owns a piece of land and he wants to sell it to raise some money for business expansion.
He has been suggested two options:
Option # 1:
He could sell the land now for a guaranteed price of $300.000. with an associated selling cost of $5.000.
Option # 2:
He could wait for a year for the market price to hopefully rise. In this case selling cost will be $10.000
Following could be the probabilities.
Price
High price 60% $400,000
Same price 30% same as option # 1.
Low price 10% $200,000
$300,000
Cost
($5,000) A
.\0 ,_ \"1\
OO
iah ori N
Cost high price 0.6 $400,0008\N N/
($7,000) NN
. e ML)
; same price 0.3 $3d@gﬂg@
t ~
f % @
E‘ low price 0.10 (‘sﬁé;ﬁoo
E . g
. Option # 1: O &

Expected profit = Revenue — cost
Expected profit = $300,000 - $5,000
Expected profit = $295,000.




