

Chapter 1: Understanding the Canadian Business System



The Concept of Business and Profit

Terms: 

=> Business: An organization that produces or sells goods or services in an effort to make a profit.

=> Revenues: The money a business earns selling its products and services.

=> Expenses: The money a business spends producing its goods and services, and generally running the business.

=> Profit: The money that remains (if any) after a business’s expenses are subtracted from its revenues.



Economic Systems around the World

Terms:

=> Economic System: The way in which a nation allocates its resources among its citizens.

=> Factors of production: The resources used to produce goods and services: labour, capital, entrepreneurs and natural resources.

=> Labour: Also referred to as human resources, labour is the mental and physical capabilities of people. An example can be seen in a major corporation. All members of the corporation who contribute to running and maintaining the business, its liabilities and assets are forms of labour.

=> Capital: The funds used to operate an enterprise. A major source of capital for small businesses is personal investments, which can come from individual entrepreneurs, from partners who start businesses together or from investors who buy stock. Another form of capital can be the revenue that enters the business once it successful enters the economic market. 

=> Natural resources: Items used in the production of goods and services in their natural state, including land, water, mineral deposits and trees. Once just limited to resources that could only be produced in nature, it now relates to include all physical resources.

=> Entrepreneurs: The people who accept the opportunities and risks involved in creating and operating businesses. An example can be seen in the establishment of Facebook, by Mark Zuckerburg, who had the technical skills to understand the benefits of connecting to the Internet, and realized the potential behind network connections between its users. The entrepreneur is able to identify unmet consumer needs, such as advertising and selling a good or service. The entrepreneur is able to spot a promising opportunity and develop a good plan for capitalizing on it.

=> Information resources: information such as market forecasts, economic data, and specialized knowledge of employees that is used to a business and that helps it achieve its goals.

=> Command economy: an economic system in which government controls all or most factors of production and makes all or most production decisions.

=> Market economy: An economic system in which individuals control all or most factors of production and make all or most production decisions.

=> Mixed market economy: An economic system with elements of both market and command economies

=> Privatization: the process of converting government enterprises into privately owned companies.

=> Deregulation: reduction in the number of laws affecting business activity.

Communism:

- two basic forms of command economies are communism and socialism

- originally proposed by Karl Marx, communism is a system in which the government owns and operates all sources of production.

- Marx envisioned a society in which individuals would ultimately contribute according to their abilities and receive economic benefits according to their needs.

- he also expected government ownership of production factors to be only temporary

- once society has matured, government would “wither away” and the workers would gain  direct ownership

Socialism: 

- less extensive command economic system than communism

- socialism owns and operates only selected major industries

- smaller businesses such as clothing stores and restaurants may be privately owned

- workers in socialist countries are usually allowed to choose their occupations

- despite this, a large population generally works for the government

Capitalism:

- a kind of market economy offering private ownership of the factors of production and of profits from business activity

- it is referred to as a political basis of market processes, which sanctions the private ownership of the factors of production

- encourages entrepreneurship by offering profits as an incentive



Interactions between Business and Government

How the government influences business:

Government as customer:

- government purchases thousands of different products and services from business firms

- the government is also the largest purchaser of advertising

- many businesses depend on government purchases, if not for their survival, at least for a certain level of prosperity.

Government as competitor:

- the government competes with other business as Crown corporations, which are accountable to a minister of Parliament for their conduct

- Crown corporations exist at both the federal and provincial level, and account for a significant and wide variety of economic activity in Canada

Government as regulator:

- government regulates business through many administrative boards, tribunals or commission. 

- at the federal level, examples include the Canadian Radio-Television and Telecommunications Commission (CRTC), which issues and renews broadcast licenses, the Canadian Transport Commission (CTC) which makes decisions about route and rate applications for commercial air and railway companies, and the Canadian Wheat Board, which regulates the price of wheat.

- at the provincial level, provincial boards and commissions regulate business through their decisions.

- other several important reason for government regulation on businesses include:

=> protecting competition

=> protecting consumers

=> achieving social goals

=> protecting the environment

Government as taxation agent:

- revenue taxes are taxes whose purpose is to fund government services and programs

- progressive taxes are levied on a higher rates on higher income tax payers, and at lower rate on lower income tax payers

- regressive taxes are levied at the same rate, regardless of person’s income (fixed rate)

- restrictive taxes levied to control certain activities that legislators believe should be controlled (examples include alcohol, tobacco and gasoline)

Government as provider of incentives:

- government offers incentive programs in order to stimulate the economy (Hyundai Motors received $6.4 million to build a production facility, and an additional $682,000 in order to train workers)

- government also offers services through government organizations (Stats Canada, which provides data on Canadian economy)

Government as provider of essential services:

- the federal government provides highways, the postal service, the Royal Mint, military forces and statistical data which helps businesses in decision making.



The Canadian Market Economy

 Demand and Supply in a Market Economy:
Terms: 

=> Demand: the willingness and ability of buyers to purchase a product or service

=> Supply: the willingness and ability of producers to offer a good or service for sale

=> Law of Demand: buyers will purchase(demand) more of a product as its price drops and less of a product as its price increases.

=> Law of Supply: producers will offer (supply) more of a product for sale as its price rises and less as its price drops.

=> Demand and Supply schedule: assessement of the relationships between different levels of demand and supply at different price levels.

=> Demand curve: a graph showing how many units will be demanded at different prices

=> Supply curve: a graph showing how many units will be supplied at different prices.

=> Equilbrium price: the price where demand is equal to supply.

=> Surplus: when quantity supplied exceeds quantity demanded.

=> Shortage: when quantity demanded exceeds quantity supplied.



Private Enterprise and Competition of a Market Economy

Private Enterprise:

- an economic system characterized by private property rights, freedom of choice, profits and competition.

- private property is the ownership of resources used to create wealth in the hands of individuals

- freedom of choice is the option of selling labour to any desired employer. Producer are allowed to decide what products to produce, and whom to hire.

- the lure of profits leads some people to abandon the security of working for someone else and to assume the risks of entrepreneurship.

Competition: 

- basically motivates businesses to operate efficiently

- forces businesses to make their products better or cheaper




Degrees of Competition

Perfect competition: 

- the products of each firm are identical ( farms producing milk)

- both buyers and sellers know the prices that others are paying and receiving

- it is easy to enter or leave the market

- prices are set by supply and demand

Monopolistic competition:

- fewer sellers than perfect competition, but still many buyers (many small clothing stores compete successfully with large apparel retailers)

- sellers try to differentiate their products from their competitors

-  the businesses may be large or small, but it is easy to enter or leave the market

Oligopoly:

- a small number of very large firms

- difficult to enter or exit the industry

- each firm has a lot of influence over the price

Monopoly:

- market has only one producer

- the firm has complete control over the price

- natural monopolies can most efficiently supply the most products or services in the industry



Chapter 2: Understanding the Environments of Business




Economic Environment

Terms:

=> external environment: everything outside an organization that might affect it. 

=> economic environment: conditions of the economic organization in which the organization operates.




Economic Growth

Terms: 

=> business cycle: pattern of short term ups and downs (expansions and contractions) in an economy.

=> recession: period during which aggregate output, measured by real GDP, declines.

=> aggregate output: total quantity of goods and services produced by an economic system during a given period.

=> standard of living: total quantity and quality of goods and services that a country’s citizens can purchase with the currency in their economic system.

=> purchasing power parity (PPP):  is the principle that exchange rates are set so that the prices of similar products in different countries are about the same.

=> productivity: measure of economic growth that compares how much a system produces with the resources needed to produce it.

=> national debt: the total amount of money that the government owes its creditors.

=> budget deficit: the result of the government spending more in one year than it takes in during that year.

Gross Domestic Product (GDP):

- total value of all goods and services produced within a given period by a national economy through domestic factors of production. 

- If GDP goes up, the country experiences economic growth. 

- The value of products and services produced by foreign firms in Canada is also included in GDP.

-GDP is the more preferred method of calculating national income and output.

- real growth rate of GDP ( the growth rate of GDP adjusted for inflation and changes in the value of the country’s accuracy) is what counts.

- since growth depends on output increasing at a faster rate than population, if the growth rate of GDP exceeds the rate of population growth, then the standard of life is improving.

- GDP per capita means GDP per person and is determined by dividing total GDP by total population of a country, and is considered to be a better measure of economic well-being than GDP.

- real GDP means that the GDP has been calculated to account for changes in currency values and price changes. 

- nominal GDP means that GDP is measured in current dollars or with all components measured at current prices

Gross National Product (GNP): 

- total value of all goods and services produced by a national economy within a given period, regardless of where the factors of productions are located. 

- therefore, value of the goods and services produced in a Canadian firm located in the U.S is included in the GNP, but not the GDP.

Genuine Process Indicator (GPI): 

- a measure of assessing economic activity, established by the organization, Redefining Progress, which treats activities which can harm the environment or quality of life as costs and gives them negative values.

- New GPI measures show that while GDP has been going up since the 1970’s, GPI has been decreasing.

Balance of trade:

- is the economic value of all the products that a country exports minus the economic value of its imported products. 

- a positive balance of trade results when a country exports (sells to other countries) more than it imports (buys from other countries). 

- a negative balance of trade results when a country imports (buys from other countries) more than it imports (sells to other countries). This is referred to as a trade deficit.

- a trade deficit negatively affects economic growth because the money that flows out of a country can’t be used to invest in productive enterprises, either at home or overseas.




Economic Stability

Terms:

=> stability: condition in which the amount of money available in an economic system and the quantity of goods and services produced in it are growing at about the same rate.

=> consumer price index (CPI): measure of the prices of typical products purchased by consumers living in urban areas.

=> deflation: a period of generally falling prices, may fall due to increased industrial productivity and that cost savings can be passed on to consumers (good), or that consumers have high levels of debt, and therefore are unwilling to buy very much (bad).

Inflation:

- the occurrence of widespread price increases throughout an economic system.

- the threat to stability can be seen in gradual steps

- first increased availability of money causes more desires to spend, yet the quantity of goods available for purchase remains the same

- as consumers compete with one another to buy available products, prices of these products begin to rise

- before long, high prices will erase the increase in the amount of money injected into the economy

- purchasing power declines as a result

Unemployment:

- is the level of joblessness among people actively seeking work

- various types of unemployment:

=> frictional unemployment (people out of work while temporarily seeking a new job)

=> cyclical unemployment (people out of work due to the seasonal nature of their jobs)

=> structural unemployment (people are unemployed because they lack the skills needed to perform available jobs)

- while unemployment is low, there is a shortage of labour available for businesses.

- as these businesses compete with one another for the available supply of labour, they raise the wages that they are willing to pay.

- because high labour costs eats into profit margins, businesses raise the price of their products

- thus, although consumers have more money to inject into the economy, this increase is soon erased by higher prices

- wage rates get too high, business will respond by hiring fewer workers and unemployment will go up.

- however demand may decline because unemployed workers don’t purchase it 

- because of reduced sales, companies may further cut back on hiring and unemployment will go even higher.

- if the government tries to correct this situation by injecting more money into the economic system, by cutting taxes or spending more money

- prices in general may go up because of increased consumer demand, but then inflation sets in, and purchasing power declines.




Managing the Canadian Economy

Terms:

=> fiscal policies: policies by means of which governments collect and spend revenues

=> stabilization policy: government policy embracing both fiscal and monetary policies, whose goal is to smooth out fluctuations in output and unemployment and to stabilize prices.

Monetary policies:

- policies by means of which governments collect and spend revenues.

- the government can influence the ability and willingness of banks throughout the country to lend money

- can also influence the supply of money by prompting interest rates to go up or down.

- the power of the Bank of Canada to make changes in the supply of money is the centrepiece of the Canadian government’s monetary policy.

- higher interest rates make money more expensive to borrow and thereby reduce spending by both those who produce goods and services and by those who buy those goods and supply.

- when banks restrict money supply, the practise is referred to as a tight monetary policy.

- lower interest rates make money less expensive to borrow and then increase spending by both those who produce goods and services and by the consumers who buy those goods and services.

- when the banks loosen money supply (thus stimulating the economy), the practise is referred to as an easy monetary policy.




The Business Environment

Industry Environment:

=> rivalry among existing competitors:
- amount of rivalry between companies varies between industries

- rivalry can be seen in activities like intense price competitions, elaborate advertising campaigns and an increased emphasis on customer service.

- an example can be seen in the increased rivalries between several Canadian accounting firms, which initially began as low-key competition

- responses established by these firms include increased attempts to attain more market power, cutting costs, making pricing deals with clients and trying to find ways to differentiate themselves from their competitors.

=> threat of potential entrants:
- when new competitors enter an industry, they may cause big changes.

- an example can be seen in Microsoft’s introduction of Encyclopaedia Encarta, which caused the sales of hard-cover encyclopaedias such as Britannica to drop sharply.

- if it is easy for new competitors to enter a market, competition will likely be intense and the industry will not be very attractive.

=> suppliers:

- the amount of bargaining power suppliers have in relation to buyers helps determine how competitive an industry is. 

- when  there are only a few suppliers in an industry, they tend to have great bargaining power.

- the power of suppliers is influenced by the number of substitute products that are preferable (example: products that perform the same or similar functions)

- when there are few substitute products, suppliers obviously have more power.

=> buyers:

- when there are only a few buyers and many suppliers, the buyers have a great deal of bargaining power.

- an example can be seen in Wal-Mart, which can be seen as a buyer that has a high level of bargaining power in order to pressure its sellers to lower their prices.

=> substitutes:

- when there are more substitute goods, the industry becomes more competitive.

Emerging Challenges and Opportunities in the Business Environment 

Terms: 

=> core competency: skills and resources with which an organization competes best and creates the most value for owners

=> outsourcing: the strategy of paying suppliers and distribute to perform certain business processes or to provide needed materials or services.



Redrawing Corporate Boundaries

Terms:

=> acquisition: one firm buys another firm and absorbs it into its operations.

=> merger: the union of two companies to form a single new business.

=> horizontal merger: a merger of two firms that have been previously been direct competitors in the same industry.

=> vertical merger: a merger of two firms that had previously had a buyer-seller relationship.

=> conglomerate merger: a merger of two firms in completely unrelated businesses.

=> friendly takeover: an acquisition in which the management of the acquired company welcomes the firm’s buyout by another company.

=> hostile takeover: an acquisition in which the management of the acquired company fights the firm’s buyout by another company.

=> divestiture: occurs when a company sells part of its existing business operations to another company.

=> spinoff: strategy of setting up one or more corporate units as new independent corporations.

=> strategic alliance: an enterprise in which two or more persons or companies temporarily join forces to undertake a particular project.

=> subsidiary corporation: a corporation that is owned by another corporation

=> parent corporation: a corporation that owns a subsidiary.

Chapter 3: Understanding Entrepreneurship, Small Business and New Venture Creation


The Links among Small Businesses, New Venture Creation and Entrepreneurship

Terms:

=> small business: an owner managed business with less than 100 employees. Small business are usually independently owned and influenced by unpredictable market forces.

=> new venture/firm: a recently formed commercial organization that provides goods and/or services for sale.

Entrepreneurship: 

- the process of identifying an opportunity in the marketplace and accessing the resources needed to capitalize on it.

- entrepreneurs are people who recognize and seize opportunities

- a required characteristic of an entrepreneur is the ability to use personal attributes such as creativity to adjust to unpredictable market environments.

- entrepreneurship occurs in a wide variety of contexts: in firms that are new or old, large or small, firms with rapid or slow growth, in non-profit organizations and in the public sector.

- intrapreneurs are people who exhibit entrepreneurial characteristics and create something new within an existing large firm or organization.

- key difference between intrapreneurs and entrepreneurs is that intraprenuers do not need to worry about obtaining resources, as they are already provided by their employers.

- characteristics of an entrepreneur: commitment, determination, perseverance, drive to achieve, opportunity orientation, initiative and responsibility, persistent problem solving, internal focus of control, tolerance for ambiguity, calculated risk taking, integrity and reliability, tolerance for failure, high energy level, creativity and innovativeness, vision, self confidence and optimism, independence, team building, resourcefulness, flexibility, positive response to challenges, dynamism, perceptiveness, positive attitude, ability to get along with people, responsiveness to suggestions and criticism, profit orientation, motivation to excel, courage, capacity to inspire, intelligence, health, energy and emotional stability values, adaptability 


The Role of Small and New Businesses in the Canadian Economy

Terms:

=> private sector: the part of the economy that is made up of companies and organizations that are not owned or controlled by the government.




The Entrepreneurial Process:

Idea Generation: 

- the typical generation of ideas involves abandoning traditional assumptions about how ideas work and how they ought to be, and trying to see what others do not.

- most new ventures do not emerge from a deliberate search for viable business ideas.

- the majority originated from events related to work and everyday life.

- in fact, work experience is the most common source of source of ideas, accounting for 45-85% of those generated.

- as an employee, the prospective entrepreneur is familiar with the product or service, and the customers, suppliers and competitors

- they are aware of marketplace needs, can relate those needs to personal capabilities and can determine whether they are capable of producing those products or services that can fill the void.

- another source of venture ideas are a personal interest (16%) or hobby and a chance happening that comes out unexpectedly (11%). 

Screening: 

- entrepreneurs often generate many ideas and screening them is a key part of the entrepreneurial process.

=> The idea creates or adds value for the customer

- a product or service that creates a value is one that solves a significant problem or meets a significant need in new or different ways.

=> The idea provides a competitive advantage that can be sustained

- a competitive advantage exists when potential customers see the product or service as better than that of competitors

- sustaining a competitive advantage involves maintaining it in the face of competitor’s actions or changes in the industry.

=> The idea is marketable and financially viable
- it is important to determine whether sales will lead to profit

- sales forecasts are an estimate of how much a product or service will be purchased by prospective customers for a specific period of time, typically one year.

- if the venture is expected to make a profit quickly, its exit cost will be lower, making the idea more attractive.

Developing the Opportunity:

- as the “dead-end” venture ideas are weeded out, a clear notion of the business concept and an entry strategy for pursuing it needs to be developed.

- as the process proceeds, the business concept often changes from what was originally envisioned.

- some new ventures develop entirely new markets, products and sources of competitive advantage.

- once the needs of the marketplace and the economies of the business are better understood

- a franchise is an arrangement in which a buyer (franchisee) purchases the right to sell the product or service of the seller (franchiser). Most fast food chains such as Burger King, Taco Bell or Subways are good examples of franchises.

- a business plan is a document that describes the entrepreneur’s proposed business venture, explains why it is an opportunity, and outlines its marketing plan, its operational and financial details, and its manager skills and abilities.

Accessing resources:

- typically entrepreneurs acquire the various resources needed to make the venture a reality by doing more with less.

- entrepreneurs make do with as few resources as possible and use other people’s resources wherever and whenever they can.

- bootstrapping can also refer to the acquisition of other types of resources such as people, space, equipment or materials that are loaned or provided free by customers or suppliers.

Financial resources: 

- there are two types of financing (debt and equity)

- debt financing refers to money that is borrowed.

- the borrower is obliged to repay the full amount of the loan in addition to interest charges on the debt.

- equity financing refers to money that the entrepreneur invests in a business in return for an ownership interest.

- Equity is more appropriate for starting a new venture.

- Most ventures prefer debt financing because they are reluctant to give up any financing to outsiders

- Collateral are assets owned by the business or by the individual that the borrower uses  to secure a loan or other credit

Two Sources of Debt Financing:

=> Financial Institutions:
- Commercial banks are the main source of debt financing for established small businesses

- it is usually difficult for a new business to borrow from a bank

=> Suppliers:

- trade credit refers to when suppliers provide goods or services to the entrepreneur and bill them later

Common Sources of Equity Financing:

=> Personal savings:

- new venture founders draw heavily on their own finances to start the business

=> Love money:

- includes investments from friends, relatives and business associates

=> Private investors:
- also known as angels, they are well-off individuals who wish to expand their wealth by investing their money in new ventures

=> Venture capitalists:
- investments come from professionally managed pools of investor money

Other resources: 

- businesses may be owned by one person, but entrepreneurship is not a solo process.

- there are various stakeholders who provide resources to the venture including partners, employees, customers, suppliers, professionals, consultants, government agencies, lenders, shareholders and venture capitalists.

- sometimes ownership is shared with one or more of these stakeholders in order to acquire the use of their resources.

- when ownership is shared, there are decisions to be made about who to share it with, how much each shareholder will own, at what cost, and under what conditions.

- the form of legal organizations chosen affects whether ownership can be shared and whether resources can be accessed.

- deciding whether to share ownership by forming a venture team involves considering whether having a team is desirable or necessary, and whether the aim is to build a company with high growth potential.

- whether a team is necessary depends on: the size and scope of the venture (how many people does the venture require? Is it a one-person operation or does it need contributions from others? Can people be hired to fill the key-roles as they are required?) and personal competency (What are the talents, know-how, skills, track record, contacts and resources that the entrepreneur brings to the venture? How do these match up with what the venture needs to succeed? If gaps are identified, the entrepreneurs needs to decide what competencies are needed to complement his or hers and when they are needed.)

- the nature of the team depends upon the match-up between the lead entrepreneur and the opportunity, and how fast and aggressively he or she plans to proceed. 

- the ideal team consists of people with complementary skills covering the key success area for the business areas (for example, marketing, finance, production, etc).

- small founding teams tend to work better than big ones, and two-man groups are quite common.



Assessing the Fit Elements in the Entrepreneurial Process

The Entrepreneur- Opportunity Fit:

- the entrepreneur needs to decide whether the opportunity is something he or she can do and wants to do.

- a realistic self assessment is important.

- prospective ventures that are of limited personal interest and requires skills and abilities that do not fit well with those of the entrepreneur should be eliminated.

- once the entrepreneur has chosen the opportunity he or she wants to pursue, the success of the venture depends heavily upon the individual or individuals involved.

- no matter how good the product or service concept is, as the opportunity changes shape, it may demand skills a single entrepreneurs lacks.

- this may prompt a decision to acquire the needed skills either by forming a team or by getting further training.

The Opportunity- Resource Fit:

- assessing the opportunity-resource fit involves determining whether the resources needed to capitalize on the opportunity can be acquired.

- as the opportunity changes shape, so will the resource requirements.

- when challenges and risks arise, the aim is to determine whether they can be resolved, and to deal with them as quickly as possible

The Entrepreneur- Resource Fit:

- once the resource requirements of the venture have been determined, the entrepreneur needs to assess whether he or she has the capacity to meet those requirements




Starting up a Small Business

Buying an Existing Business:

- most experts recommend buying an existing business because the odds of success are better

- an existing business has already proven its ability to attract customers

- it has also established relationships with lenders, suppliers, and other stakeholders.

- moreover, an existing track record gives potential buyers a much clearer picture of what to expect than any estimate of a new business’s prospect.

- but an entrepreneur who buys someone else ‘s businesses may not be able to avoid certain problems. 

-

Taking over a Family Business:

- taking over family business poses both challenges and opportunities.

- on the positive side, a family business can provide otherwise unobtainable financial and management resources because of the personal sacrifices of family members.

- family businesses often have a strong reputation or goodwill that can result in important community and business relationships.

- as well, employee loyalty is often high, and an interested, unified family management and shareholders group may emerge.

- on the other hand, major problems can also arise in family businesses. 

- there may be disagreements over which family members assume control.

- if the parent sells his or her interest in the business, the price to be paid may be issue.

- the expectation of other family members may also be problematic.

- some family members may feel that they have a right to a job, promotion or impressive title simply because they are part of the family.

- choosing an appropriate successor and ensuring that he or she receives adequate training is a major problem for family businesses, as well as disagreements among family members about the future of the business.

Buying a Franchise:

-  a franchising agreement stipulates the duties and responsibilities of the franchisee and the franchiser.

- an example can be seen in the and type of amount and the amount paid by the franchisee to the franchiser.



Success and Failure in Small Businesses

Reasons for Success: 

=> Hard work, drive and dedication: Small business owners must be committed to succeeding and be willing to put in the time and effort to make it happen. Long hours and few vacations generally characterize the first few years of new business ownership.

=> Market demand for the product and service: Careful analysis of market conditions can help small business people assess the probable reception of their product. If the area around a college has only one pizza parlour, a new pizzeria is more likely to succeed than if there were already 10 in operation.

=> Managerial competence: Successful small business people have a solid understanding of how to manage a business. They may acquire competence through training (taking courses), experience, or by using the expertise of others. Few however succeed alone or straight out of university and/or college. Most spend time in successful companies or partner with others to bring expertise to a new business.

=> Luck: Luck also plays a role in the success of some firms.

Reasons for Failure:

=> Managerial Incompetence or Inexperience: Some entrepreneurs put their faith in common sense, overestimate their own managerial skills and believe that hard work alone ensures success. If managers don’t know how to make basic business decisions or don’t understand basic management principles, they aren’t likely to succeed in the long run.

=> Neglect: Some entrepreneurs try to launch ventures in their spare time and others devote only a limited amount of time to new businesses. However starting a new business demands a large amount of time commitment.

=> Weak Control System: Effective control systems keep a business on track and alert managers to potential trouble. If your control systems don’t signal impending problems, you may be in serious trouble before you spot more obvious difficulties. 

=> Insufficient control: Some entrepreneurs are overly optimistic about how soon they’ll start earning profits. In most cases, it takes months or even years. 

Chapter 4: Understanding Legal forms of Business Orientation

Sole Proprietorship

=> a business owned and operated by one person

Advantages of a Sole Proprietorship:

- freedom is considered to be the most important benefit of a sole proprietorship. Sole proprietors answer to no one but themselves since they don’t share ownership.

- it is also easy to form.

- tax benefits are another attractive feature since the business and the proprietor are legally one and the same.

Disadvantages of a Sole Proprietorship:

- unlimited liability is personal liability for all debts of the businesses.

- personally liable (responsible) for all debts incurred by the business

- if the business fails to generates enough cash, bills must be paid out of the owner’s pockets. 

- another disadvantage is lack of continuity since the business legally dissolves if the owner dies.

- it is also dependent on the resources of one person whose managerial and financial limitations may constrain the business.

- it is also harder to borrow money to start up or expand, as bankers fear that they might not be able to recover the money.

Partnership:

=> a form of organization established when two or more persons agree to combine their financial, management and technical abilities for the purpose of operating a business for profit.

=> general partnership: a type of partnership in which all partners are jointly liable for the obligations of the business.

=> limited partnership: a type of partnership with at least one general partner (who has unlimited liability) and one or more limited partners. The limited partners cannot participate in the day-to-day management of the business or they risk the loss of their limited liability status.

=> general partners: partners who are actively involved in managing the firm and have unlimited liability.

=> limited partners: partners who don’t participate actively in the business and whose liability is limited to the amount they invested in the partnership.

Advantages of a Partnership:

- the ability to grow by adding talent and money

- somewhat easier to borrow funds than sole proprietorship

-  inviting new partners is accomplished by having them invest money

- simple to organize, but are dependent on an agreement of some sort (oral, written or even unspoken)

Disadvantages of a Partnership:

- unlimited liability since by law, each partner may be held personally liable for all debts incurred in the name of the partnerships.

- if any partner incurs a debt, even if other partners know nothing about it, they are all liable if the offending partner held responsible pays up.

-related drawback is difficulty of transferring ownership.

- no guidance in resolving conflicts





Corporations

=> business that is a separate legal entity that is liable for its own debts and whose owner’s liability is limited to their investment.

=> shareholders: persons who owns share in a corporation.

=> board of directors: a group of individuals elected by a firm’s shareholders and charged with overseeing, and taking legal action responsibility for the corporation’s actions.

=> inside directors: members of a corporation’s board of directors who are also full-time employees of the corporations.

=> outside directors: members of a corporation’s board of directors who are not employees of the contributions. 

=> chief executive officer: the person responsible for the firm’s overall performance.

Types of Corporations:
=> public corporation: a business whose shares are widely held and available for sale to the general public.

=> private corporation: a business whose shares are held by a small group of individuals and is not usually available for the general public.

=> initial public offering (IPO): sale of shares in a company for the first time to the general investing public.

=> income trust: the income trust structure involves corporations distributing all or most of their earnings to investors and thereby reduces the corporation’s income tax liability.

=> shares: a share of ownership in a corporation.

Advantages of a Corporation:

- limited liability, since the liability of the investors is limited to how much they have invested in the company

- continuity, since the corporation has a legal life independent of its founders, it can exist, in a sense, forever.

- increased chances of making money, by selling shares, and expanding the number of investors, and the amount of available funds.

Disadvantages of a Corporation:

- cost is always high in order to set up a corporation

- also require legal help in meeting government regulations, due to far heavier regulations



Chapter 5: Understanding International Business

Terms:

=> globalization: the integration of markets globally

=> imports: products that are made or grown abroad and sold in Canada

=> exports: products made or grown in Canada that are sold abroad.

=> per capita income: the average income per person of a country

The Major World Marketplace:

- the contemporary world economy revolves around three major market-places: North America, Europe and Asia-Pacific.

- high income countries are countries with per capita income greater than US $10,065. The list includes Canada, the U.S, most countries in Europe, Australia, Japan, South Korea, Kuwait, the United Arab Emirates, Israel, Singapore, Hong Kong and Taiwan.

- upper-middle income countries are those with per capita between US $3255 and US $10, 065, include the Czech Slovakia, Greece, Hungary, Poland, Turkey, most countries comprising the former Soviet Bloc, Mexico, Argentina and South Africa

- low middle income countries are those with per capita between U.S $825 and U.S $3255. Among the countries in this group are Colombia, Guatemala, Samoa, and Thailand. Some of these countries such as China and India possess high populations and are seen as potentially attractive markets for international business.

- low income countries (called developing countries) are those with annual per-capita income of less than US $825. Due to low literary rates, weak infrastructures, unstable governments and related problems, these countries are less attractive to international businesses. For example, the nation of Somalia is plagued by drought, civil war and starvation, and plays virtually no role in the world economy.




Forms of Comparative Advantage 

Terms:

=> absolute advantage: a nation’s ability to produce something more cheaply or better than any other country.

=> comparative advantage: a nation’s ability to produce some products better or more cheaply than it can others.

=> international competitiveness: the ability of a country to generate more wealth than its competitors in world market.

National Competitive Advantage: 

- a country will be inclined to engage in international trade when factor conditions demand conditions related to and supporting industries and strategies/structures/rivalries are favourable. It is derived from four conditions.

- factor conditions are the factors of production identified in Chapter 1.

- demand conditions reflect a large domestic consumer base that promotes strong demand for innovative products.

- related and supporting industries include strong local or regional suppliers and/or customers.

- strategies, structures and rivalries refer to firms and industries that stress cost reduction, product quality, higher productivity and innovative new products.




Import-Export Balances

=> exchange rates: the rate at which the currency of one nation can be exchanged for that of another.

=> euro: a common currency shared among most of the members of the European Union.

Exchange rates and competition:

- companies that conduct international operations must watch exchange rate fluctuations closely because these changes affect overseas demand for their product and can be a major factor in international competition

- in general, when the value of a country’s currency rate rises (becomes stronger), companies based there find it harder to export products to foreign markets and easier for foreign markets to enter local markets. 

- it also makes it more cost-efficient for domestic companies to move production operations to lower cost sites in foreign countries.

- the value of the country’s currency declines (becomes weaker), the opposite reaction occurs. 

- as the value of a country’s currency falls, its balance of trade should improve because domestic companies should experience a boost in exports.

- there should also be a corresponding decrease in the incentives for foreign companies to ship products into the domestic market.



International Business Management

Gauging International Demand:

- Two questions a company should consider when considering international expansion:

=> Is there a demand for my products abroad?

=> If so, must I adapt those products for international consumption?

- products that are successful in one country may be useless in another. (example: snowmobiles are useless in Central America, due to climatic lack of snow)

- foreign demand for a product may be greater, the same as, or weaker than domestic demand.

- market research and/or prior market entry of competitors may indicate whether there’s an international demand for a firm’s products.

Adapting to Customer Needs:

- if there is international demand for its product, a firm must consider whether and how to adapt that product to meet the special demands of foreign customers. (example: dubbing movies into foreign languages)




Levels of Involvement in International Business

Terms: 

=> exporters: a firm that makes products in one country and then distributes and sells them in others.

=> importers: a firm that buys products in foreign markets and then imports them for resale in its home country.

=> international firm: international firm conducts a significant portion of its business abroad and maintains manufacturing facilities overseas.

=> multinational firm: controls assets, factories, mines, sales offices and affiliates in two or more foreign countries.




International Organization Structures

Terms: 

=> independent agents: a foreign individual or organization who agrees to represent an exporter’s interests in foreign markets.

=> licensing arrangement: an arrangement by an owner of a process or product to allow another business to produce, distribute or market it for a fee or royalty.

=> branch office: a location that an exporting firm establishes in a foreign country in order to sell its products more effectively.

=> strategic alliance: an enterprise in which two or more persons or companies temporarily

=> foreign direct investment(FDI): buying or establishing tangible assets in another country.




Barriers to International Trade

Social and Cultural Differences:

- language barriers are an obvious cause, resulting in inappropriate naming of products.

- physical stature in different nations can also make a difference, especially in terms of clothing.

- differences in the average age of the local population can also have ramifications for product development and marketing.

- countries with growing populations tend to have a lot of young people, thus causing an increased desire for electronics and clothing, while countries with stable or declining populations have more older people, thus causing increased demands for general pharmaceuticals.

-subtle value differences can also have an important impact on international business. A grocery trip to Canadians is seen as buying food. 

- however to Europeans it is seen as an opportunity to relax and meet friends.

Economic Differences: 

- economic differences are more pronounced.

- in dealing with economies like those, firms must be aware of when and to what extent the government is involved in a given industry.

Legal and Political Differences:

Terms:

=> quotas: a restriction by one nation on the total number of products of a certain type that can be imparted from another nation.

=> embargo: a government order forbidding exportation and/or importation of a particular product.

=> tariff: a tax levied on imported products.

=> subsidy: a government payment to help domestic business compete with foreign firms

=> protectionism: protecting domestic business at the expense of free market competition.

=> local content laws: laws requiring that products sold in a particular country be at least partly made in that country.

=> business practice laws: laws or regulations governing business practices in given countries.

=> cartel: any association of producers whose purpose is to control the supply and price of a given product.

=> dumping: selling a product for less abroad than in the producing nation; illegal in Canada.



Chapter 6: Managing the Business Enterprise



Setting Goals and Formulating Strategy

Terms:

=> goals: objectives that a business hopes and plans to achieve.

The Purpose of Goal Setting:

- an organization functions systematically because it sets goals and plans accordingly. 

- an organization functions as such because it commits its resources on all levels to achieving its goals. 

- Four main purposes can be identified in organizational goal setting.

=> Goal setting provides direction, guidance, and motivation for all managers. If managers know precisely where the company is headed, there is less potential for error in the different units of the company. 

=> Goal setting helps firms allocate resources. Areas that are expected to grow will get first priority. The company allocates more resources to new projects with large sales potential than it allocates to mature products with established but stagnant sales potential. 

=> Goal setting helps to define corporate culture. An example can be seen in General Electric, which strives to push its divisions to number one or two in its industry. As a result, it encourages and maintains a competitive, often stressful environment that rewards success and has little tolerance for failure. General Electric however maintains a top spot in each of its respective industries, because of these work ethics.

=> Goal setting helps managers assess performance. If a company sets a goal to increase sales by 10% in a given year, managers in units who attain and/or surpass that goal can be reward. However the managers of units who fail to reach that goal will also be compensated accordingly. 

Kinds of Goals:

=> mission statement: an organization’s statement of how it will achieve its purpose in the environment in which it conducts its business.

=> long-term goals: goals set for extended periods of time, typically five years or more into the future.

=> intermediate goals: goals set for a period of one to five years.

=> short-term goals: goals set for the very near future, typically less than one year.

Formulating Strategy:

=> strategy formulation: creation of a broad program for defining and meeting an organization’s goals.

=> strategic goals: long term goals derived directly from a mission statement.

Setting Strategic Goals:

=> SWOT analysis: identification and analysis of organizational strengths and weakness and environmental opportunities and threats as part of a strategy formulation.

The S and W refer to the capitalization of Strengths and overcoming Weaknesses. These are internal to the company. The O and T refer to taking advantages of environmental Opportunity and Threats, and are more external factors.  

Analysing the Organization and its Environment:

=> environmental analysis: the process of scanning the environment for threats and opportunities.

=> organizational analysis: the process of analysing a firm’s strengths and weaknesses.

A Hierarchy of Plans:

=> strategic plans: plans that reflect decisions about resources allocations, company priorities, and steps needed to meet strategic goals.

=> tactical plans: generally, short-range plans concerned with implementing specific aspects of a company’s strategic plans.

=> operational plans: plans setting short-term targets for daily, weekly or monthly performance.

Corporate-Level Strategies:

-identifies the various businesses that a company will be in, and how these businesses will relate to each other.

=> concentration strategy: involves focussing the company on one product or product line.

- companies have several growth strategies, all of whom focus on internal activities that will result in growth.

=> market penetration: boosting sales of present products by more aggressive selling in the firm’s current markets.

=> product development: developing improved products for current markets.

=> geographic expansion: expanding operations in new geographic areas or countries.

- there are tow basic integration strategies, both of which focus on external activities.

=> horizontal integration: acquiring control of competitors in the same or similar markets with the same or similar products.

=> vertical integration: owning or controlling the inputs to the firm’s processes and/or channels through which the products or services are distributed.

=> diversification: expanding into related or unrelated products or market segments.

=> related diversification: means adding new but relating products or services to an existing business.

=> conglomerate diversification: means diversifying into products or markets that are not related to the firm’s present businesses.

=> retrenchment: the reduction of activity or operations.

=> divestments: another investment reduction strategy involving seeing or liquidating one or more of a firm’s businesses.

=> investment reduction: reducing the company’s investment in one or more of its lines of business.

Business-Level (Competitive) Strategies:

=> cost leadership: becoming the low cost leader in an industry.

=> differentiation strategy: a firm seeks to be unique in its industry along some dimension that is valued by buyers.

=> focus strategy: selecting a market segment and serving the customers in that market niche better than competitors.

Functional Strategies:

- a functional strategy is the basic course of action that each department follows so that the business accomplishes its overall goals.

- an example can be seen in McDonalds, who implemented its cost-leadership strategy by pursuing a functional strategy of satellite-based warehousing that drove distribution costs down to a minimum.




The Management Process

Terms: 

=> management: the process of planning, organizing, leading and controlling a business’s financial, physical, human and information resources in order to achieve its goals.

Planning:

=> planning: the portion of a manager’s job concerned with determining what the business needs to do and the best way to achieve it.

- there are five steps in the planning process.

- step 1: goals are established for the organization.

- step 2: managers identify whether a gap exists between the company’s desire and actual position.

- step 3: managers develop plans to achieve the desired objectives.

- step 4: the plans that have been decided on are implemented. 

- step 5: the effectiveness of the plan is assessed.

Organizing:

=> organizing: the portion of a manager’s job concerned with mobilizing the necessary resources to complete a particular task.

Leading: 

=> leading: also referred to as directing, the portion of a manager’s job concerned with guiding and motivating employees to meet the firm’s objectives.

Controlling:

=> controlling: the portion of a manager’s job concerned with monitoring the firm’s performance, and if necessary acting to bring it in line with the firm’s goals.




Type of Managers

Levels of Management:

=> top managers: managers responsible for a firm’s overall performance and effectiveness and for developing long-range plans for the company. Common titles include president, vice-president, treasurer, chief executive officer (CEO) and chief financial officer (CFO). 

=> middle managers: managers responsible for implementing the decisions made by top managers. Common titles include plant managers, operations managers and division managers.

=> first-line managers: managers responsible for supervising the work of employees.

Common titles for supervisors, office managers and group leaders.

Areas of Management:

=> marketing managers: market managers are responsible for getting a product or service to buyers. Marketing includes the development, pricing, promotion and distribution of a product or service.

=> financial managers: financial managers are responsible for planning and overseeing its financial resources. Management of a firm’s finances, including its investments and accounting functions, is extremely important to its survival. 

=> operation managers: operations managers are responsible for production control, inventory control and quality control, among other duties. A firm’s operations are the systems by which it creates goods and services. 

=> human resource managers: human resource managers are responsible for providing assistance to other managers when they are hiring employees, training them, evaluating their performances, and determining their compensation level.

=> information managers: information managers are responsible for designing and implementing various systems to gather, process and disseminate information.

- other specialised managers include research and development managers (found working for chemical companies) and public relations managers, although the list can be endless.




Basic Management Skills

Technical Skills: 

=> technical skills: skills associated with performing specialized tasks within a firm. 

- developed through education and experience.

- considered to be of great importance to first-line managers, although the importance diminishes further up the corporate ladder.

Human Relations Skills:

=> human relations skills: skills in understanding and getting along with people.

- considered to be of high importance to middle managers, who must often act as bridges between top managers and first-line managers.

Conceptual Skills:

=> conceptual skills: abilities to think in the abstract, diagnose and analyze different situations and see beyond the present situation.

- help managers recognize new market opportunities or threats, and analyze the probable outcomes of their decisions. 

- top managers require conceptual skills the most, as they are the ones who are in charge of the main decision-making in the company.

Decision-making Skills:

=> decision making skills: skills in defining problems and selecting the best course of action.

- three basic steps in decision making:

- step 1: define the problem, gather facts, and identify alternative solutions.

- step 2: evaluate each alternative and select the best one.

- step 3: implement the chosen alternative, periodically following up and evaluating the effectiveness of that choice. 

Time Management Skills:

=> time management skills: skills associating with the productive use of time.

- there are four leading causes of wasting time:

- paperwork: too much time deciding what to do with letters and reports.

- telephones: interruptions by telephones.

- meetings: managers spent at least four hours per day on meetings.

- email: more and more managers rely too heavily on email and other forms of electronic communication.



Chapter 7: Organizing the Business Enterprise



What is Organizational Structure?
Terms:

=> organizational structure: the specification of the jobs to be done within a business and within a business and how these jobs relate to one another.




The Chain of Command

Terms:

=> organization chart: a physical depiction of the company’s structure showing employee titles and their relationship to one another.

=> chain of command: reporting relationships within a business; the flow of decision making power in a firm.

Specialization: 

- determining who will do what

=> job specialization: the process of identifying the specific jobs that need to be done and designating the people who will perform them.

- a large task, such as manufacturing and selling cars is split into small tasks (developing the car frame, creating tires, building engines, advertising the product, etc), with each task assigned to a different individual.

- has certain advantages such as high efficiency in job performance, easy to replace anyone who leaves the organization, and easier to learn the task.

- however if job specialization is carried too far and jobs become too narrowly defined, people get bored and derive less satisfaction from their jobs, as well as losing sight of how their contributions contribute into the overall organization.

Departmentalization:

=> departmentalization: the process of grouping jobs into logical units

=> profit centre: a separate company unit responsible for its own costs and profits.

- departmentalized companies benefit from the division of activities.

- control and coordination are narrowed and made easier; and top managers can see more easily how various units are performing.

- it also allows the firm to treat a department as a profit centre

- by assessing profits from sales in a particular area, Sears can decided whether to expand or curtail promotions in that area.

- managers do not group jobs randomly, but logically via some common thread or purpose (consumer, functional, geographic and/or process)



Establishing the Decision-Making Hierarchy

Assigning Tasks:

=> assigning tasks: determining who can make decisions and specifying how they should be made.

=> responsibility: is the duty to perform an assigned task.

=> authority: the power to make the decisions necessary to complete the task.

=> distributing authority: determining whether the organization is to be centralized or decentralized.

Performing Task:

=> performing task: implementing decisions that have been made.

=> delegation: assignment of a task, a responsibility or authority by a manager to a subordinate.

=> accountability: liability of subordinates for accomplishing tasks assigned by managers.

How to Delegate:

=> there are four things to keep in mind when delegating: 

- tip #1: decide on the nature of the work to be done

- tip #2: match the job with the skills of the subordinates.

- tip #3: make sure the person chosen understands the objectives he or she is supposed to achieve

- tip #4: make sure subordinates have the time and training necessary to do the task.

Problems in Small Business Delegation:

=> experts pinpoint that managers (particularly those in small business) have trouble delegating effectively due to:

- the feeling that employees can never do anything as well as they can 

- the fear that something will go wrong if someone else takes over a job

- the lack of time for long ranging planning because they are bogged down in day-to-day operations

- the sense of being in the dark about industry trends and competitive products because of the time they devote to day-to-day operations.

Problems in Large Company Delegation:

=> some managers also face similar problems in delegation due to:

- the fear that subordinates don’t really know how to do the job

- the fear that a subordinate might “show the manager up” in front of others by doing a superb job

- the desire to keep as much control as possible over how things are done

- a simple lack of ability as to how to effectively delegate to others 




Distributing Authority

Terms:

=> centralized organization: top managers retain most decision-making rights for themselves.

=> decentralized organization: lower and middle-level managers are allowed to make significant decisions.

Tall and Flat Organizations:

=> flat organization structure: an organization with relatively few layers of management (example: for a law firm, chief partner > partners > associates)

=> tall organization structure: an organization with many layers of management. (example: for the Canadian forces, general > colonels > majors > captains and lieutenants > warrant officers > sergeants > corporals > privates)

Span of Control:

=> span of control: the number of people managed by one manager

- if lower level managers are given more authority in terms of making decisions, then the supervisors will have less work to handle, thus allowing a large span of control since those managers can also oversee and coordinate the work of more subordinates.

=> downsizing: the planned reduction in the scope of an organization



Basic Organizational Structures

Functional Structure and its Advantages and Disadvantages:

=> functional structure: various units are included in a group based on functions that need to be performed for the organization to reach its goals.

=> Advantages:
- focuses attention on key activities that must be performed 

- expertise develops within each function

- employees have clearly defined career paths

- the structure is simple and easy to understand

- eliminates duplication of activities

=> Disadvantages: 

- conflicts may arise among functional areas

- no single function responsible for overall organizational performance

- employees in each functional area have narrow view of organization

- decision making slowed because functional areas must get approval from top management for variety of reasons

- coordinating highly specialized functions may be difficult

Divisional Structure and its Advantages and Disadvantages:

=> divisional structure: divides the organization into divisions, each of which operates as a semi-autonomous unit.

=> Advantages:
- accommodates change and expression

- increases accountability

- develops expertise in various divisions

- encourages training for top management

=> Disadvantages: 

- activities may be duplicated across divisions

- lack of communication among divisions may occur

- adding diverse divisions may blur focus of organization

- company politics may affect allocation of resources



Organizational Design for the 21st Century

Terms:

=> team organization: relies almost exclusively on project-type teams, with little to no underlying functional hierarchy. 

=> virtual organization: closely related to the team organization, it consists of a handful of permanent employees, very small staff and modest administration, and has little or not formal structure.

=> learning organization: works to integrate continuous improvement with continuous employee learning and development.




The Informal Organization

Terms:

=> informal organization: a network of personal interactions and relationships among employees unrelated to the firm’s formal authority structure.

=> organizational grapevine: an informal communications network that carries gossip and other information throughout an organization.



Chapter 8: Managing Human Resources

The Foundations of Human Resource Management 

Terms:

=> human resource management: set of organizational activities directed at attracting, developing and maintaining an effective workforce.



Human Resource Planning 

Terms: 

=> job analysis: a detailed study of the specific duties in a particular job and the human qualities required for that job.

=> job description: the objectives, responsibilities and key tasks of a job; the condition under which it will be done; its relationship to other positions; and the skills needed to perform it.

=> job specification: the specific skills, education, and experiences needed to perform a job.



Forecasting HR Demand and Supply:

Terms:

=> forecasting internal supply: the number and type of employees who will be in the firm at some future date.

=> forecasting external supply: the number and type of people who will be available for hiring from the labour market at large. 

=> replacement charts: a human resources technique that lists each important managerial position, who occupies it, how long he or she will probably stay in it before moving on, and why (by name) is now qualified or soon will be qualified to move into it.

=> employee information system (skills inventories): computerized systems that contains information on each employee’s education, work experience and career aspirations.

Matching HR Supply and Demand:

- after comparing future demand and internal supply, managers can make plans to manage predicted shortfalls or overstaffing. 

- if a shortfall is predicted, new employees can be hired, present employees can retrained and transferred into understaffed areas, individuals planning for retirement can be convinced to stay on, or labour-saving or productivity enhancing systems can be installed.

- if the organization needs to hire, the external labour-supply forecast helps managers plan how to recruit according to whether the type of person needed is readily available or scarce in the labour market.

- the use of temporary workers also helps managers in staffing by giving them extra flexibility. 

- if overstaffing is expected to be a problem, the main options are transferring them the extra employees, not replacing individuals who quit, encouraging early retirement, and laying people off.




Recruiting Human Resources:

Recruiting

=> recruiting: the phase in the staffing of a company in which the firm seeks to develop a pool of interested, qualified applicants for a question.

- some recruits are found internally, others are found outside the organization.

Internal Recruiting:

=> internal recruiting: considering present employees as candidates for job openings.

- promotion from within can help build morale and keep high-quality employees from leaving.

- in unionized firms, the procedure for notifying employees of internal job-change opportunities are usually spelled out in the union contract.

- for higher-level positions, a skills inventory system may be used to identify internal candidates or managers may be asked to recommend individuals who should be considered.

External Recruiting:

=> external recruiting: attracting people outside the organization to apply for jobs.

- external recruiting methods include advertising, campus interviews, employment agencies or executive search firms, union hiring halls, referrals by present employees, and hiring “walk-ins”  or “gate-hires” (people who show up without being solicited).

Internship:

=> internship: a short term paid position where students focus on a specific product.

- if the individual works out well, the company often hires the student full-time after they graduate.




Selecting Human Resources

Terms:

=> validation: the process of determining the predictive value of the information.

=> application form: an efficient method of gathering information about the applicant’s previous work history, educational background, and other job-related demographic data.

Human Resource Selection:

- application forms are the first step. If the information on the application form is qualified, the applicant can continue. However, if the information is unqualified, they don’t pass and are unable to continue.

- screening interview are the second step. They are often accompanied by ability/aptitude tests, and require a good impression to pass.

- reference checks are the third step. Confirmed reference checks are required to pass this stage.

- an interview with the manager is the final step. This is often accompanied by or leads to a medical/drug/polygraph tests. A good impression is required in order to score the job offer.




Developing Human Resources

Orientation:

=> orientation: the initial acquainting of new employees with the company’s policies and program, personnel with whom they will interact, and the nature of the job.

- poor orientation can result in disenchantment, dissatisfaction, anxiety, turnover and other employee problem. 

- can play a key role in job satisfaction, performance and retention.

- an effective orientation program will help newcomers feel like part of a team, introduce them quickly to co-workers, supervisors and other new employees, and ease the transition from outsider to insider.

- it also includes a general overview of and introduction to the business itself.




Training and Development

Terms:

=> work-based programs: a technique that ties training and development activities directly to task performance.

=> on-the-job training: those development programs in which employees gain new skills while performing them at work.

=> systematic job rotation and transfers: a technique in which an employee is systematically rotate or transferred from one job to another.

=> instructional-based programs: training workers through the use of classroom-based programs such as the lecture approach.

=> off-the-job training: those development programs in which employees learn new skills at a location away from the normal work site.




Evaluating Employee Performance

Terms:

=> performance appraisal: a formal program for evaluating how well an employee is performing the job; helps managers to determine how effective they are in recruiting and selecting employees.




The Performance Appraisal Process

Conducting the Performance Appraisal:

- the individual’s supervisor is the person most likely to conduct a performance appraisal.

- supervisors usually have both the most knowledge of the job requirements and the most opportunity to observe employees performing their jobs.

- in addition, the supervisor is usually responsible for the performance of his or her subordinate.

Sources of Information:

- one source of information in the performance appraisal process is the subordinates of the individual being appraised.

- another source is self-evaluation

- managers must recognize that each source of information is subject to various weakness and shortcomings.

Providing Performance Feedback:

- after the performance appraisal, the next major activity is providing feedback, coaching and counselling.

- most managers avoid giving negative feedback because they know that an employee receiving that information will be hurt, disappointed, angry, discouraged and/ or argumentative.

- however, if they do not receive such feedback, they will not know how to improve.



Providing Compensation and Benefits

Terms: 

=> compensation: what a firm offers its employees in return for their labour.

=> wages: dollars paid based on the number of hours worked.

=> salary: dollars paid at regular interval in return for doing a job, regardless of the amount of time or output involved.

=> pay survey: a survey of compensation paid to employees by other employers in a particular geographic area, an industry or an occupational group.

=> job evaluation: a method for determining the relative value or worth of a job to the organization so that individuals who perform it can be appropriately compensated.



Performance-based Compensation

Terms:

=> merit pay: pay awarded to employees according to the relative value of their contributions.

=> merit pay plans: compensation plans that formally base at least some meaningful portion of compensation on merit.

=> skill-based pay: pay awarded to employees not for any specific level of performance, but for the acquisition of job-related skills.

=> knowledge based pay: pay awarded to employees for learning.

=> piece-rate incentive plan: a compensation system in which an organization pays an employee a certain amount of money for every unit produced.

=> individual incentive plans: a compensation system in which an employer give an individual a salary increase or some other financial reward for outstanding performance immediately or shortly after the performance occurred.

=> sales commission: paying salespeople based on the number of units they sell or the dollar value of sales they generate for the company.



 Team and Group Incentive Systems

Terms:

=> gain sharing program: an incentive program in which employees receive a bonus if the firm’s costs are reduced because of greater worker efficiency and/or productivity.

=> profit sharing program: an incentive program in which employees receive a bonus depending on the firm’s profits.

=> benefits: what a firm offers its workers other than wages and salaries in return for their labour.

=> protection plan: a plan that protects employees when their income is threatened or reduced by illness, disability, death, unemployment or retirement.

=> employment insurance: a protection plan that provides a basic subsistence payment to employees who are between jobs.

=> worker’s compensation: mandated insurance that coves individuals who suffer a job-related illness or accident.

=> wellness program: a program that concentrates on preventing illness in employment rather than simply paying their expenses when they become sick.



Legal Issues in Human Resources

Terms:

=> Canadian Human Rights Act: ensures that any individuals who wishes to obtain a job has an equal opportunity to apply for it.

=> bona fide occupational requirement: when an employer may choose one applicant over another based on overriding characteristics of the job.

=> Employment Equity Act: Federal legislation that designates four groups as employment disadvantaged - women, visible minorities, Aboriginal people and people with disabilities.




Sexual Harassment

Terms: 

=> sexual harassment: requests for sexual favours, unwelcome sexual advances, or verbal or physical conduct of a sexual nature that creates an intimidating or hostile environment for a given employee.

=> quid pro quo harassment: form of sexual harassment in which sexual harassment are requested in return for job-related benefits.

=> hostile work environments: form of sexual harassment deriving from off-colour jokes, lewd comments and so forth.

Dealing Effectively with Sexual Harassment, Managers should:

- develop clear and enforceable policies dealing with sexual harassment

- inform all employees about the existence of these policies

- train employees to recognize and refrain from sexual harassment

- take complaints about sexual harassment seriously

- establish a procedure for dealing with harassments complaints

- take action against those who are involved in sexual harassment



Chapter 9: Motivating and Leading Employees



Psychological Contracts in Organizations

Employer/Employee Relationships:

=> psychological contract: the set of expectations held by an employee concerning what he or she will contribute to an organization (contributions) and what the organization will provide the employee with (inducements) in return.

- in a sense, a psychological contract resembles a legal contract.

- if either party perceives an imbalance in the contract, that party has the right to seek a change. 

- an example can be seen in the employee asking for a pay raise, promotion or a bigger office, if he or she has fulfilled or surpassed her part of the contract. If her demands are not met, he or she has the option of putting forth less effort or looking for another job.

- this shows that employees want to be valued by their employers, and must be given the right inducements in order to maintain their contributions to the organization.

=> human relations: interactions between employers and employees and their attitude towards one another.



The Importance of Job Satisfaction and Morale

Terms:

=> job satisfaction: the pleasure and feeling of accomplishment employees derive from performing their jobs well.

=> morale: the generally positive or negative mental attitude of employees toward their work and workplace. It is determined by a variety of factors, including job satisfaction, pay, benefits, co-workers and promotion opportunities.

Why Businesses need Satisfied Employees:

=> Satisfied Employees:
- when workers are enthusiastic and happy with their jobs, the organization benefits in many ways.

- due to their commitment to their work and organization, satisfied workers are more likely to work hard and try to make useful contributions to the organization.

- they will also have fewer grievances, and are less likely to engage in native behaviours such as making complaints, deliberately slowing work pace, etc.

- they are also more likely to come to work every day on time, and remain with the organization.

=> Unsatisfied Employees:

- unsatisfied workers are far more likely to be absent due to minor illnesses, personal reason or a general disinclination to go to work.

=> turnover: the percentage of an organization’s workforce that leaves and must be replaced.

- some turnovers are natural and healthy, weeding out low-performing workers in order to maintain order

- however high levels of turnover can have negative consequences such as numerous vacancies, disruption in production, decreased productivity and high refraining costs.




Motivation in the Workplace
Terms:

=> motivation: the set of forces that causes people to behave in certain ways.

Classical Theory and Scientific Management:

=> classical theory of motivation: attempts to say that workers are motivated almost solely by money. However this theory is incorrect.

=> scientific management: breaking down jobs into easily repeated components and devising more efficient tools and machines for performing them.

- according to Frederick Taylor in his book “ The Principles of Scientific Management”, “ if workers were motivated by money, then paying them more will prompt them to produce more. Meanwhile the firm that analysed jobs and found better ways to perform them would be able to produce goods more cheaply, make higher profits ad thus pay - and motivate - workers better than its competitors.”

Behaviour Theory: The Hawthorne Studies:

=> Hawthorne effect: the tendency for worker’s productivity to increase when they feel they are receiving special attention from management.

The Human Resource Model: Beliefs about People at Work: 

=> Theory X: a management approach based on the belief that people must be forced to be productive because they are naturally lazy, irresponsible and uncooperative.

=> Theory X attempts to prove that:
- people are lazy

- people lack ambition

- people are self-centred

- people resist change 

- people are gullible and not very bright

=> Theory Y: a management approach based on the belief that people want to be productive because they are naturally energetic, responsible and co-operative.

=> Theory Y attempts to prove that:

- people are energetic 

- people are ambitious and seek responsibility

- people can be selfless

- people want to contribute to business growth and change

- people are intelligent

Maslow’s Hierarchy of Needs Model:

=> hierarchy of human needs model: theory of motivation describing five levels of human needs and arguing that basic needs must be fulfilled before people work to satisfy higher-level needs. In ascending order:

=> physiological needs: necessary for survival; include food, water, shelter and sleep. Business address these by providing both comfortable working environments and sufficient salaries to buy food, water and shelter.

=> security needs: needs for stability and protection from the unknown. Many employers offer pension plans and job security.

=> social needs: include the needs for friendship and companionship. Making friends at work can help to satisfy social needs, as well as creating a feeling of belonging.

=> esteem needs: include the need for status and recognition as well as need for self-respect. Respected job titles and large offices are among the things that businesses can provide to address these needs.

=> self actualization needs: needs for self-fulfilment. They include the needs to grow and develop one’s capabilities and to achieve new and meaningful goals. Challenging job assignments can help satisfy these needs.

- according to Maslow, once one set of needs has been satisfied, it ceases to motivate behaviour.

- an example can be seen when one feels secure in their job, they begin to consider low level needs such as pension plans as being inferior to higher level needs such as making friends.

Two-Factor Theory:

=> two factor theory: a theory of human relations developed by Frederick Herzberg that identifies factors that must be present for employees to be satisfied with their jobs and factors, that if increased, lead employees to work harder.

- it concludes that job satisfaction and dissatisfaction depends on two factors: hygiene factors such as working conditions, and motivation factors, such as recognition for a job well done.

- for example, workers will only be dissatisfied if they believe that they have poor working conditions. If these working conditions are improved, does not necessarily prove that they will necessarily be satisfied. They will simply be not dissatisfied. Hygiene factors are seen as needs for satisfactions, in this sense.

- however, if they receive no recognition, they will be neither satisfied not dissatisfied. However if they do receive recognition, they will simply be satisfied.



Strategies for Enhancing Job Satisfaction and Morale

Reinforcement/Behaviour Modification Theory:

=> reinforcement: controlling and modifying employee behaviour through the use of systematic rewards and punishments for specific behaviour.

- many companies first try to define the specific behaviours they want their employees to exhibit (working hard, being courteous to customers, stressing quality) and the specific behaviours they want to eliminate (wasting time, being rude to customers, ignoring quality)

- they then try to shape employee behaviour by linking reinforcement with desired behaviours and punishment with undesired behaviours.

Management by Objectives (MBO):

=> management by objectives (MBO): a system of collaborative goal setting that extends from the top of an organization to the bottom.

Participative Management:

=> participative management: a method of increasing employee’s job satisfaction by giving them a voice in how they do their jobs and how the company is managed.

=> empowerment: motivating and energizing employees to create high-quality products and to provide “bend-over-backwards” service to customers so that the company is more competitive.




Job Enrichment and Job Redesign

Terms: 

=> job enrichment: a method of increasing employee’s job satisfaction by extending or adding motivating factors such as responsibility or growth.

Job Redesign Programs:

=> job redesign programs: a method of increasing employee’s job satisfaction by improving the worker-job fit through combining tasks, creating natural work groups, and/or establishing client relationships. 

=> combining tasks: involves enlarging jobs and increasing their variety to make employees feel their work is more meaningful.

=> forming natural work groups: are formed to help employees see the place and importance of their jobs in the total structure of the firm.

=>  establishing client relationships: means allowing employees to interact with customers.




Modified Work Schedules

Terms: 

=> Flextime: a method of increasing employee’s job satisfaction by allowing them some choice in the hours they work.

=> compressed workweek: employees work fewer days per week, but more hours on the days they do work.

=> telecommuting: allowing employees to do all or some of their work away from the office.

=> worksharing (job sharing): a method of increasing employee job satisfaction by allowing two people to share in one job.



Managerial Styles and Leadership

Terms: 

=> leadership: the process of motivating others to work to meet specific objectives.

Managerial Styles:

=> managerial styles: patterns of behaviour that a manager exhibits in dealing with subordinates.

=> autocratic style: a managerial style in which managers generally issue orders and expects them to be followed without question. Used primarily in the military, and valued in business due to rapid decision making and effective time management.

=> democratic style: a managerial style in which the managers generally request input from subordinates before making decisions but retain final decision making power.

=> free-rein style: a managerial style in which managers typically serve as advisors to subordinates who are allowed to make decisions. Volunteer organizations prefer this style due to more input from workers, thus increasing levels of creativity.


