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CBSEClass11BusinessStudies

RevisionNotesCHAPTER

–1

NATUREANDPURPOSEOFBUSINESS

VideoWatch:https://youtu.be/fFgIa2NApGM

ECONOMICANDNONECONOMICACTIVITIES

AllHumanbeingshavedifferenttypesofneeds.So,inordertofulfillthoseneedstheyhave

toperformsomeortheotheractivity.HumanactivitiesareclassifiedintoEconomic&non-

economicactivities.

BasicMeaning Economic Non-Economic

Purpose/Notice
ThoseactivitieswhoseObjectiveis

toearnmoneyandtocreatewealth.

Thoseactivitieswhoseaim isnot

toearnmoney,buttosatisfy

social,psychologicaland

emotionalneeds.Forexample

love,sympathy,patriotism.

Examples

Peopleworkinfactories

Cookingfoodinrestaurant.

Ateacherteachinginaschool.

Ahousewifecookingfoodforher

family.Ateachertraininghis

daughterathome.

ConceptofBusiness:-Businessreferstothoseeconomicactivitiesinvolvingthepurchase

productionand/orsaleofgoodsandserviceswithamotiveofearningprofitbysatisfying

humanneedsinsociety.

CharacteristicsofBusiness:

1.Aneconomicactivity:Businessinconsideredasaneconomicactivitybecauseitis

undertakenwiththeobjectiveofearningmoney.

2.Productionorprocurementofgoodsandservices:Businessincludesalltheactivities

concernedwiththeproductionorprocurementofgoods&servicesforsales.Services

includetransportation,banking,Insuranceetc.Goodsmayconsistofconsumableitems.

3.Saleorexchangeofgoods&services-Thereshouldbesaleorexchangeofgoodsand

servicebetweentheseller&thebuyer.

4.Dealingingoods&servicesataregularbasis:Thereshouldberegularityofdealingsor
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exchangeofgoods&services.Onesingletransactionofsaleorpurchasedoesnotconstitute

business.

5.ProfitEarning:Themainpurposeofbusinessistoearnprofit.Abusinesscannotsurvive

withoutmakingprofits.

6.Uncertaintyofreturn:Everybusinessinvestsmoneywiththeobjectiveofearningprofit

buttheamountofprofitearnedmayvary.Alsothereisalwaysapossibilityoflosses.

7.Elementofrisk:Allbusinessactivitiescarrysomeelementsofriskbecausefutureis

uncertainandbusinesshasnocontroloverseveralfactorslike,strikes,fire,theft,and

changeinconsumertasteetc.

Business:ReferstoPurchase,productionand/orsaleofgoods&serviceswiththeobjectiveof

earningprofit.

Profession:Includesthoseactivitieswhichrequirespecialknowledge&skillsintheoccupation.

Employment:Referstotheoccupationinwhichpeopleworkforothersandgetremuneration

inreturn.

BasisofDestruction Business Profession Employment

Modeofestablishment

Startsafter

completingsome

legalformalitiesif

needed.

Membershipofa

professionalbody

andcertificateof

practicerequired.

Startaftergetting

appointmentletter.

Natureofwork

Provisionofgoods

andservicetothe

public.

Personalized

servicesofexpert

nature.

Workallottedby

theemployer

accordingtothe
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contract.

Qualification

Nominimum

qualificationis

necessary.

Professional

Qualificationand

trainingrequired.

Qualificationand

trainingas

prescribedbythe

employer.

Capitalinvestment

Capitalneeded

accordingtoits

sizeandcapacity.

Limitedcapitalfor

established
Nocapitalrequired.

Reward/Returns Profits Professionalfee Salaryorwages

Risk HighRisk LowRisk NoRisk

CodeofConduct Nocodeofconduct
Professionalcode

ofconduct

Thetermsand

conditionsof

servicescontract

aretobeallowed.

ObjectivesofBusiness:Theobjectiveofbusinessmeansthepurposeforwhichabusinessis

establishedandcarriedon.Properselectionofobjectivesisessentialforthesuccessofa

business.

Thebusinessmenalwayshavemultipleobjectives.Allobjectivemaybeclassifiedintotwo

broadcategories.Theseare(1)Economicobjectivesand(2)SocialObjectives
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1.EconomicObjectives

Businessisaneconomicactivityandtherefore,itspurposeistoshoweconomicresults.The

economicobjectivesofbusinessarefollows:

(i)Earningprofit:Profitmeansexcessofincomeovertheexpenditure.Theforemostand

primeobjectiveofeverybusinessmanistoearnprofit.Abusinesscannotservicewithout

earningprofit.Notonlyforsurvivalbutitisalsorequiredforgrowthandexpansionof

business.

(ii)Marketstanding/creationofcustomer:Businesscansurviveforalongerperiodonlyif

isabletocaptureabigshareinthemarket&hasmarketstanding.Itispossibleonlywhen

businessprovidesgoodsandservicestosatisfytheneeds&wantsofcustomers.Therefore,

creationandsatisfactionofcustomers(market)isanimportantobjectiveofbusiness.

(iii)Innovations:Innovationmeansmakingnewproductsoraddingnewfeaturesofold

productsformakingitmoreuseful,improvingmethodsofproduction&distribution

exploringnewmarkets,etc.Inthesedaysofcompetition,abusinesscanbesuccessfulonly

whenitcreatesnewdesigns,bettermachines,improvedtechniques,newvarietiesetc.

(iv)Optimumutilizationofresources:Itreferstothebestuseofmen,material,moneyand

machineryemployedinbusiness.Theresourcesofbusinessarescarcesothesemustbe

utilizedinthebestpossiblemannersothatthebusinesscangetmaximumbenefitfromtheir

resources.

(v)Improvingproductivity:Itisusedasameasureofefficiency.Everybusinessenterprise

mustaimatgreaterproductivity-toensurecontinuoussurvivalandgrowth.Thisobjectivecan

beachievedbyreducingwastagesandmakingefficientuseofmachinesandequipments,

humanresources,moneyetc.

2.SocialObjectives

Businessisanintegralpartofsociety.Itmakesuseofresourcesofsociety.Itearnsprofitby

sellingitsproductsorservicestomembersofsociety.Soitbecomesobligatoryonthepartof

thebusinessmantodosomethingforthesociety.Theimportantsocialobjectivesofbusinessare

asfollows:
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(i)QualitygoodsandservicesatFairPrice:Thefirstsocialobjectiveofbusinessisto

providebetterqualityproductatreasonablericeandinproperquantityoncontinuousbasisto

consumersexamples.

Example:ConsumerslookforISImarkonelectricalgoods,FPOmarkonfoodproducts.Hallmark

onJewellery.

(i)AvoidanceofAnti-SocialandUnfairtradepractices:Anti-Socialpracticesinclude

hoarding,blackmarketingandadulteration.Makingfalseclaimsinadvertisementsto

misleadandexploitpeopleisanexampleofunfairtradepractice.Businessshouldnot

indulgeinsuchpractices.

(ii)GenerationofEmployment:Nowdays,employmentisthebiggestproblemofsociety.

Businessshouldprovideemploymenttomoreandmorepeoplelivinginthecountry.

Handicappedanddisabledpeopleshouldbegivenextracare.

(iii)EmployeeWelfare:Employeesareavaluableassetandtheymakesignificant

contributionstowardsthesuccessofbusiness.Anothersocialobjectiveofbusiness,

therefore,istoensurewelfareofemployeesbyprovidinggoodworkingconditions,fair

wagesandfacilitiessuchashousing,medicalandentertainmentetc.suchwelfarefacilities

helptoimprovephysicalandmentalhealthofemployees.

(iv)Communityservice:Businessshouldcontributesomethingtothesocietywhereitis

establishedandoperatedLibrary,dispensary,educationalinstitutionsetc.arecertain

contributionswhichabusinesscanmakeandhelpinthedevelopmentofcommunity.

RoleofProfitinBusiness

Businessisestablishedforthepurposeofearningprofit.Profitplaysaveryimportantrolein

business.Theroleofprofitinbusinesscanbebroughtoutbythefollowingfacts:-

(1)ForLongSurvival:Profitalonehelpabusinesstocontinuetoexistforalongperiod.In

theabsenceofprofittheestablishmentofaparticularbusinesslosesitsjustification.

(2)Forgrowth&Expansion:Allbusinessmenwanttheirbusinesstoexpandandtogrow.

Fordevelopmentofbusinessadditionalcapitalisneeded.Retainedearningsisaverygood
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sourceofcapital.

(3)Forincreasingefficiency:Profitisthatpowerwhichmotivatesboththeparties-ownerand

workerstodotheirbest.Astheyknowthatincaseofgoodprofitstheywillgetgood

compensationfortheireffortssoitfinallyhelpsinincreasingtheefficiencyofbusiness.

(4)ForBuildingprestigeandRecognition:ForgainingprestigeintheSociety,Businesshadto

satisfyallthepartiesconcerned.Ithastosupplygoodqualityproduct/serviceat

reasonablepricetocustomers,adequateremunerationtoemployees,topaysufficient

dividendtotheshareholdersetc.andallthesearepossibleonlyifthebusinessisearning

goodprofit.

PrimaryIndustry:Theprimaryindustryincludesthoseactivitiesthroughwhichthenatural

resourcesareusedtoproviderawmaterialforotherindustriesPrimaryindustriesareof

twotypes.

ExtractiveIndustryreferstothoseindustriesunderwhichsomethingisextractedoutofthe

earth,wateroraire.g.,coal,iron,gasetc.Farming,mining,lumbering,hunting&fishing
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comeunderthiscategoryofindustry

GeneticIndustryreferstothoseindustriesunderwhichthebreedofanimalsandvegetables

areimprovedandmademoreusefule.g.,poultryfarms,dairyfarming,fishhatchery,cattle

breedingetc.

SecondaryIndustry:Underthisindustrynewproductsaremanufacturedbyusingthe

previouslyproducedthingse.g.,producingcottonisaprimaryindustryandmanufacturing

clothoutofcottonisasecondaryindustry.Itisoftwotypes.

Manufacturing:Theseindustriesconvertrawmaterialsorsemi-finishedproductsinto

finishedproductse.g.,paperfrombamboo,sugarfromsugarcane.Itisfurtherdividedinto

fourparts.

(i)Analytic:Differentthingsaremanufacturedoutofonemateriale.g.,petrol,diesel,

gasolineoutofcrudeoil.

(ii)Processing:Thoseindustrieswhereinusefulthingsaremanufacturedbymakingtheraw

materialtopassthroughdifferentproductionprocesse.g.,steelfrom ironore,sugarand

paperindustries.

(iii)Synthetic:Manyrawmaterialsaremixedtoproducemoreusefulproducte.g.,paints,

cosmetics,cement.

(iv)Assembling:Whereinthepartsmanufacturedbydifferentindustriesareassembledto

producenewandusefulproducte.g.,computers,watchescars,televisionetc.

2.Constructionindustries:Industriesthatareinvolvedintheconstructionofbuildings,dams,

bridges,roadsaswellastunnelsandcanals.

3TertiaryorServiceIndustry:Includesthoseserviceswhichhelpbusinesstomovesmoothly

e.g.transport,bank,Insurance,storageandAdvertising.

COMMERCE:

Meaning:Commercereferstoallthoseactivitieswhichareconcernedwiththetransferofgoods

andservicesfrom theproducerstotheconsumers.Itembracesallthoseactivities

whicharenecessaryformaintainingafreeflowofgoodsandservices.

Thefunctionsofcommerceareasfollows.
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1.Removingthehindranceofpersonbymarkinggoodsavailabletoconsumersfromthe

producers.throughtrade.

2.Transportationremoveshindranceofplacebymovinggoodsfromtheplaceofproductionto

themarketsforsale.

3.Storageandwarehousingactivitiesremovethehindranceoftimebyfacilitatingholdingof

stockofgoodstobesoldasandwhenrequired.

4.Insuranceremoveshindranceofriskoflossordamageofgoodsduetotheft,fire,accidentsetc.

5.Bankingremoveshindranceoffinance-byprovidingfundstoabusinessmanforacquiring

assets,purchasingrawmaterialsandmeetingotherexpenses.

6.Advertisingremoveshindranceofinformation-byinformingconsumersaboutthegoods

andservicesavailableinthemarket.

Commerceincludestwotypesofactivities:

Trade:Referstobuyingandsellingofgoodsandserviceswiththeobjectiveofearningprofit.Itis

classifiedintotwocategories:

1.InternalTrade:Takesplacewithinacountry.InternalTradeisclassifiedintotwo

categories:

(i)WholesaleTrade:Referstobuyingandsellingofgoodsinlargequantities.Awholesaler

buysgoodsinlargequantitiesfromtheproducersandsellthemtootherdealers.Heserves as a

connectinglinkbetweentheproducerandretailer.

(ii)RetailTrade:Referstobuyingofgoodsandservicesinrelativelysmallquantities&

sellingthem totheultimateconsumers.
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2.ExternalTrade:Tradebetweentwoormorecountries.Externaltradecanbeclassifiedinto

threecategories:

(i)Importtrade:Ifgoodsarepurchasedfromanothercountry,ifiscalledimporttrade.

(ii)ExportTrade:Ifgoodsaresoldtoothercountriesitiscalledexporttrade.

(iii)Enterpot:Wheregoodsareimportedforexporttoothercountriese.g.Indianfirmsmay

importsomegoodsfromAmericaandexporttheservicetoNepal.

AuxiliariestoTrade:Allthoseactivitieswhichhelpinremovingvarioushindranceswhicharisein

connectionwiththeproductionanddistributionofgoodsarecalledauxiliariesto

trade.Anoverviewoftheseactivitiesisgivenbelow.

(i)TransportationandCommunication:Theproductionofgoodstakesplaceatoneplacewhere

asthesearedemandedindifferentpartsofthecountryTheobstacleofplaceis

removedbythetransport.Alongwithtransportcommunicationisalsoanimportantservice.It

helpsinexchangeofinformationbetweenproducers,consumersandtraders.The

commoncommunicationservicesarepostalservice,telephone,fax,internetetc.

(ii)BankingandFinance:Businessneedsfundsforacquiringassets,purchasingraw

materialsandmeetingotherexpenses.Necessaryfundscanbeobtainedfromabank.

(iii)Insurance:Itprovidesacoveragainstthelossofgoods,intheprocessoftransit,storage,theft,

fireandothernaturalcalamities.

(iv)Warehousing:Thereisgenerallyatimelagbetweentheproductionandconsumptionof

goods.Thisproblem canbesolvedbystoringthegoodsinwarehousesfrom thetimeof

productiontillthetimetheyaredemandedbycustomers.

(vi)Advertising:Advertisingbringsgoodsandservicestotheknowledgeofprospective

buyers.Itisthroughadvertisingthatthecustomerscometoknowaboutthenewproductsand

theirutility.

BusinessRisk:Businessriskreferstothepossibilityofinadequateprofitsorevenlossesdue

touncertainitiesorunexpectedevents.Forexample:demandforaparticularproductmay

declineduetochangeintastespreferencesofconsumers,orincreaseincompetitionetc.

Therearetwotypesofbusinessrisks:

NatureofBusinessRisks
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1.Businessrisksariseduetouncertainties:Lackofknowledgeofwhatisgoingtohappenin

futurecreateuncertaintiesinbusiness.Itmaybeduetonaturalcalamities,changein

demandandprices,strikesetc.

2.Riskisanessentialpartofeverybusiness:Nobusinesscanavoidriskalthoughtheamount

ofriskmayvaryfrombusinesstobusiness.Riskcanbeminimizedbutcannotbeeliminated.

3.Degreeofriskdependsmainlyuponthenatureandsizeofbusiness:

Levelofriskislowerforsmallscalebusinesswhileitishigherforlargescaleorganization.

4. Profitistherewardforrisktaking:Abusinessgetsprofitasreturnforundertakingrisk.

Greatertheriskinvolvedinabusiness,higheristhechanceofprofit.

CausesofBusinessRisks

1.NaturalCauses:Humanbeingshavelittlecontrolovernaturalcalamitieslikeflood,

earthquake,famineetc.Theyresultinheavylossesoflife,property&incomeinbusiness.

2.HumanCauses:Humancausesincludesuchunexpectedeventslikedishonesty,

carelessnessornegligenceofemployees,strikes,riots,managementinefficiencyetc.

3.Economiccauses:Theyarerelatedtoachanceoflossduetochangeinmarketcondition

e.g.,fluctuationsindemandandprices,competition,changeintechnologyetc.

4.Physicalcauses:Mechanicaldefectsorfailuresmayalsoleadtolossese.g.,burstingof

boilerormachinemaycausedeathordestruction.

5.Othercauses:Theseincludeunforeseeneventslikepoliticaldisturbances,fluctuationin

exchangeratesetc

StartingaBusiness:BasicFactors

Selectingthelineofbusiness:Thefirstthingtobedecidedbytheentrepreneuristhelineandtypeof

businesstobeundertaken.

1.Scaleorsizeofbusiness:Afterdecidingthelineofbusinessthebusinessmanmustdecide

whetherhewantstosetuplargescaleorsmallscalebusiness.
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2.ChoiceofformofBusinessorganization:Thenextdecisionmustbetakenistofinalize

theformofbusinessi.e.,tosetupsoleproprietorship.,partnershiporjointstockcompany.

3.LocationofBusinessEnterprise:Theentrepreneurhastodecidetheplacewherethe

enterprisewillbelocated.Beforetakingthisdecisionhemustfindoutavailabilityofraw

materials,power,labour,banking,transportationetc.

4.FinancialRequirement:Thebusinessmanmustanalyzetheamountofcapitalhemight

requiretobuyfixedassetsandforworkingcapital(Daytodayexpenses)Properfinancial

planningmustbedonetodeterminetheamountoffundsneeded.

5.Physicalfacilities:includemachineryequipmentbuildingetc.Thisdecisiondepends

uponthesize,scaleandtypeofbusinessactivitieshewantstocarryon.

6.Plantlayout:Showingthephysicalarrangementofmachinesandequipmentneededto

manufactureaproduct.

7.CompetentandcommittedWorkforce:Theentrepreneurmustfindouttherequirement

ofskilledandunskilledworkersandmanagerialstafftoperformvariousactivities.

8.Taxplanning:Theentrepreneurmusttrytoanalyzethetypesoftaxesbecausetherearea

numberoftaxlawsinthecountrywhichaffectthefunctioningofbusiness.

9.SettingupoftheEnterprise:Afteranalyzingtheabovementionedpointscarefullythe

entrepreneurcanstartthebusinesswhichwouldmeanmobilizingvariousresourcesand

completinglegalformalities.
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