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viii   How to use this resource

How to use this resource

Principal focus
This topic focuses on the attributes of business managers and what responsibilities they have.

Introduction
Business management examines the roles and 
responsibilities of management within a changing 
business environment. Managers must be able to plan, 
organise and lead while anticipating opportunities and 
threats. Increased competition, changing technologies 
and stronger international pressures have all impacted 
the operations of businesses. The interests of different 
stakeholders and the wider community must be 
considered when managing a business. Businesses are 
judged according to the ethical behaviour of their leaders. 

The role of managers is important for business 
success. Managers must use a variety of skills to balance 
the goals of the business with the interests and concerns 
of stakeholders within the organisation’s changing 
environment. Different approaches to management can be 
used. An effective manager will use the most appropriate 

approach and will need to be flexible and adapt to the 
changing business environment. 

The management process is concerned with 
coordinating the resources of operations, marketing, 
finance and human resources in the most efficient 
manner. These key business functions are integrated and 
an effective manager will consider the entire business as 
an interconnected system when making decisions. Even 
small decisions can affect all the key business functions.

The process of being able to successfully manage a 
business through change is crucial if the organisation 
is to remain competitive and respond effectively to the 
changing influences of its environment. Models and 
theories of management have been developed to guide 
managers through change.

Outcomes
Students will:

 explain what businesses are influenced by, both 
internally and externally 

 assess the processes that are crucial to business 
functions, and how they are dependent on each other

 examine how theories and strategies of management 
are applied

 analyse internal and external stakeholders, and the 
responsibilities business has to them 

 plan and conduct of investigations into issues 
affecting modern business 

 evaluate information about real and potential 
situations affecting businesses 

 communicate, using effective formats, details of 
business information and issues 

 apply appropriate mathematical concepts to a study of 
business situations.

Content
Students will learn about the nature, approaches, process and change management aspects of business management, 
through examination of current business issues, and investigation of real and potential business situations.

By the end of this topic
Students will have learned to: 

 discuss how stakeholders’ opposing interests can be 
reconciled through different strategies

 compare and contrast management approaches

 explain how recommended management practices can 
help businesses

 identify what qualities are found in managers with high 
ethical and personal standards

 analyse methods a SME can use to coordinate critical 
functions of the business

 examine cash flow management for effectiveness

 assess how a business’s financial performance is 
supported by income statements and balance sheets

 explain how change is managed effectively within  
a SME. 

Business management
40% of indicative time

Topic 2
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Nature of management
Chapter objectives 
In this chapter, students will: 

 identify the features of effective 
management 

 analyse the specific skills for effective 
management 

 explain and evaluate what is involved in 
achieving business goals. 

Key terms 
 accountable 

 autocratic 

 controlling 

 effective management 

 efficiency 

 goals 

 hierarchical structure 

 income statement 

 innovative 

 interdependence 

 interpersonal skills 

 leading 

 mentor 

 mentoring 

 monitoring 

 multiskilling 

 objectives 

 organising 

 outputs

 participative 

 planning 

 proactive 

 productivity 

 remuneration 

 selection 

 social goals 

 strategic planning 

 training 

 vision 

5 5.1 Introduction 
Effective management is vital to the success of 
a business. An effective manager ensures that the 
business achieves its goals. Management has four 
functions: to make plans, to organise resources, 
to lead staff and to ensure success through a 
process of control. To perform these functions, 
management needs to use a range of skills, including 
communication skills and strategic thinking skills. 

Management needs to have vision as well as 
an understanding of how the different parts of the 
business fit together. These parts are the key business 
functions of operations, marketing, finance and human 
resources. In a large business, the key business 
functions will be managed separately, yet they are 
strongly interdependent. A decision made for one key 
function can affect the others. The management team 
is often separated from the owners, with experts hired 
by the owners to run the business. These managers are 
instructed to steer the business in a direction that will 
successfully achieve the goals and objectives set for 
each key business function. 

Managers need to make the best use of the 
resources available to the business to achieve  
the most efficient outcomes, make savings and 
maximise profit. Resources include raw materials, 
equipment, employees and finance. Managers are 
also accountable for their actions. They will take  
risks in their decision-making and, if successful,  
will be rewarded. 

Management also needs to acknowledge its 
responsibility to all the stakeholders in the business – 
both internal and external. This is because a business 
that does not act in a responsible manner may 
lose its reputation and brand value. How potential 
customers perceive the business is a key factor in 
achieving success. 

The four basic functions of managers are 
planning, organising, leading and controlling (see 
Source 5.1). These functions are performed in a 
continuous cycle with adjustments during each phase 
to enable the business to remain up to date and to 
perform at its highest possible level. 

Effective management 
Management that achieves 
the goals of the business by 
making the right decisions 
at the right time.

Vision The ability to 
forecast market trends and 
develop long-term goals. 
Entrepreneurs need to have 
vision. 

Interdependence Reliance 
or dependence on other 
people or functions to 
perform their tasks and 
roles.

Accountable Managers are 
responsible, or accountable, 
for completing specific 
duties. They must also 
report to their superiors 
regarding their progress 
and/or achievements in 
their areas of responsibility.

Planning Setting up 
strategic, tactical and 
operational plans and 
establishing goals and 
objectives. 

Organising Turning plans 
into reality by deciding what 
resources to use and how 
to use them. 

Leading Setting standards 
to work towards and 
motivating employees to 
work hard to reach their 
potential and to achieve the 
business’s goals. 

Controlling Monitoring and 
evaluating performance 
so that, if necessary, 
adjustments can be made 
to plans and procedures to 
achieve objectives. 

Planning
Setting up strategic, tactical and 
operational plans, establishing 

goals and allocating
resources 

Organising
Using an organisational 

structure and set of procedures 
to implement the plans 

Controlling
Monitoring and evaluating

performance and making adjustments
to plans and/or procedures to

achieve the business’s
goals

Leading
Motivating employees to work 

hard to achieve the
business’s goals 

Source 5.1 The functions of management 
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5.5 Achieving business goals
Every business strives to achieve a shared set of 
goals by which it measures its success. 

Profits
The principal reason business enterprises exist is to 
make a profit and provide a return to the owners as 
a reward for their entrepreneurship. The owners may 
be the managers in the case of small businesses 
and small and medium enterprises (SMEs) or 
shareholders in the case of public companies. 
Exceptions to the profit motive are businesses that 
are not-for-profit organisations such as charities, 
or associations such as Oxfam Australia and CARE 
Australia. 

The income statement or revenue statement is 
used to determine how profitable the business is. 
Ultimately, the owners of the business will wish to 
know that the returns offered by the business are 
better than any safer alternative investment. In order 
for a business to maximise profit, management must 
implement strategies that maximise revenue and 
minimise costs.

Market share
Market share is a marketing objective related to 
sales volume. Market share is the percentage of total 
sales a business has compared with its competitors 
in a particular market. A business that can increase 
market share will have increased sales and revenue, 
and therefore profit. A manager may decide to 
sacrifice profit in the short term to quickly gain 
market share from competitors through low prices.

Growth
Growth may be related to profitability because as 
a business grows it can increase its profitability. 
Growth can be achieved in a variety of areas:

• increasing the capacity or size of the business by 
expanding or moving to a larger office or factory

• horizontally integrating by merging with or taking 
over competitors

• vertically integrating by taking over businesses 
that are the suppliers or businesses it currently 
supplies

• diversifying by acquiring other businesses

• exporting products or investing in overseas 
operations

• increasing the value of assets in the business

• opening more outlets, offices or franchises. 

Many businesses achieve greater financial security 
and longevity through a growth strategy. 

Share price
All companies have shareholders as their owners, 
and improving the value of their shares is very 
important. The price of a share in financial markets is 
an indication of the total value of the business.

Maintaining a high share price makes a business 
less vulnerable to corporate raiding or a hostile 
takeover. This is where another business is able to 
purchase a controlling share of the business and 
effectively assume control over the business. The new 
owners may choose to take the business in a new 
direction, sell unproductive parts of the business 
or even close the business down after selling all its 
assets. A business can sustain its share price by being 
well managed, earning consistent profits, keeping 
debt levels under control and providing worthwhile 
returns to shareholders as dividend payments. 

Social goals
Businesses have a responsibility to people and society 
in general as their activities can have an impact on 
quality of life. A positive perception by customers and 
the community can significantly influence business 
success. Examples of social goals include:

• improving the quality of working life of employees 
– for example, through family-friendly working 
conditions

• supporting cultural diversity by encouraging 
greater understanding of cultural differences in 
the workplace

Activity 5.5 Analysis 
1  Assess your self-management skills. For example, ask yourself, ‘How well do I 

organise my own time? Do I plan my study time or holiday activities? Do I think about 
what I could have done today, if I had not left it too late to organise it?’

2  Create a list of what you feel are good organisational skills and prioritise them to 
establish which skills are the most important. 

3  Discuss the list with the rest of the class. 

4  Identify other students in the class who you consider to have good  
organisational skills. Through class discussion, investigate activities or  
methods that could help you to improve your organisational skills. 

Activity 5.6 Comprehension 
1  Identify three key skills of management. 

2  Describe a situation where interpersonal and problem-solving skills are required. 

3  Explain why managers require a range of skills in order to be effective. 

4  Read the advertisement shown below. Analyse the skills required of the successful applicant. 

FITNESS INDUSTRY 

Specialist Business Unit manager 
•  Challenging  

new role 

•  Rapidly growing  
company 

•  Exciting products 

Carbone Naismith is a high-energy, high-performance fitness equipment supply company 
currently growing at twice the industry average. A recent restructure has created a new 
position for a dynamic leader of our Specialist Business Unit. Reporting to the Head of 
Sales, this role will involve leading and motivating our Specialist Business Unit to achieve 
sales targets as well as strategic planning to enable the team to meet future challenges by 
adapting to a changing environment. 

Applicants must be able to demonstrate a successful record in sales management as 
well as an in-depth knowledge of the specialist sales and fitness industry environment. The 
successful candidate will demonstrate excellent people management, territory management, 
business acumen and financial skills, coupled with strong negotiation skills and the drive and 
vision to enable them to lead our team to a new level. 

The role will be based in Sydney and will involve regular travel across Australia. Carbone 
Naismith offers a competitive remuneration package. Ongoing career development is offered 
for those so inclined. 

If you would like to join our team, please submit your CV and a covering letter addressing 
the key selection criteria outlined above by 4 June to: 

Louise Coster 
Human Resources Coordinator 
PO Box 1823 Macquarie Centre 
North Ryde NSW 2113 
lcoster@carbone-naismith.com.au
Carbone Naismith 

Remuneration How much 
a job is worth – that is, the 
pay and entitlements to 
be provided to the person 
employed to do the job. 

Selection A screening 
process in staff acquisition. 
The information gathered 
about job applicants is 
reviewed and the most 
appropriate applicant is 
chosen.

Income statement A 
summary of all revenues 
generated and expenses 
incurred by a business over 
a specific period of time, 
such as a financial year. It 
is completed to work out 
the business’s profitability 
and efficiency. Also known 
as a profit and loss or 
revenue statement.

Social goals Goals relating 
to the role of a business in 
the community in which it 
operates. 

Source 5.9 Growth in a business can be achieved through 
expanding a business such as opening more franchises. 

Topic and chapter openers
Every topic opens with the principal focus and list 
of outcomes from the syllabus. There is also a short 
Introduction to the topic.

Each chapter opens with a list of objectives and key words 
for the chapter.

Glossary terms
All the key terms in each chapter (along with many more) 
are defined for you in the margin of the print book, or as 
pop-ups in the interactive version. They are also gathered in 
the Glossary at the end of the book. 

Activities
You can test your understanding and extend your knowledge 
through a range of activities, including comprehension, 
discussion, research, analysis and construction.

The update icon lets you know that updated content within this section is available in the Interactive Textbook and in a 
document downloadable from Cambridge GO.
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appropriate restitution. Court action is seen as a last 
resort by the ACCC. This federal government organisation 
has specific regulations for each industry and monitors 
prices. A new business can consult the ACCC website for 
information, publications and up-to-date news relating 
to legislation administered by the ACCC. 

Mergers and takeovers
Mergers and takeovers are another means by  
which a business can increase its size and profits.  
A business can buy out a competitor to control 
more of the market rather than trying to push the 
competitor out of the market. The ACCC, also known 
as the competition watchdog, can prevent anti-
competitive mergers and takeovers. It will determine 
whether a business may gain too much market power 
and dominate the market to the potential detriment 
of consumers through higher prices and reduced 
service. In such cases, the merger or takeover will 
not legally be permitted to proceed.

Source 10.43 New food packaging labels in Australia 

Business bite 
In September 2016, JB Hi-Fi announced a $870 million takeover of the 
Good Guys Discount Warehouses (Australia) Pty Ltd and The Muir Finance 
Company Pty Ltd, trading as the Good Guys (the Good Guys). 

The two businesses operate in the same field – retail sales of consumer electronics and 
home appliances – and will continue to run independently, but JB Hi-Fi expects to benefit 
from improved economies of scale. This move supports JB’s goal of increased market 
share in the whitegoods, kitchenware and general home appliance market. The ACCC has 
not opposed this move and given the takeover its approval. 

This takeover should boost JB’s control of the market to 29 per cent, with Harvey 
Norman at 24 per cent in 2016.

Some industries in which the ACCC is involved in 
regulation and the prevention of price-fixing are:

• water

• energy – electricity and gas

• aviation and airports

• wheat export

• fuel pricing

• postal services

• railways

• communications

• shipping and the waterfront. 

Ethical 
spotlight 10.3 ●
Can a government regulatory body ethically 
review government businesses? 

Patents 
A patent is the legal protection an individual or 
business can use to protect a new idea or invention 
for a limited time from being copied by competitors. 
It is important for new business owners to protect 

Patent By taking out a 
patent, the owner of an 
invention, innovation or 
production technique has 
exclusive rights to sell, 
market, license or make a 
profit from it. A patent lasts 
for a set period of time.
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A commercial overdraft with a pre-approved credit 
limit allows businesses to access funds as they need 
them to pay creditors while waiting to receive payment 
from customers. Overdrafts have a high variable 
interest rate owing to the convenience of this financial 
tool. 

Another option for short-term finance once a 
business has commenced operating is cash flow 
finance. This financial tool will involve a bank being 
willing to advance cash to the business based on 
invoices the business has issued. The advantage 
of this type of debt finance is that a business can 
acquire finance within 24 hours of an invoice being 
approved rather than waiting for the customer to pay 
its account. 

A business may also sell its accounts receivable 
through factoring. In this case, another business 
(sometimes a bank) may purchase the accounts owing 
at a discounted rate and then collect the debt itself. 
Alternatively, firms may organise another business 

Least
expensive

Most
expensive

Secured
mortgage Debenture Credit card

Commercial
overdraft with a
pre-approved
credit limit

Secured-term
loan (�ve years)

Source 10.38 The relative interest costs of debt finance

Ethical 
spotlight 10.2 ●
Is it ethical for the owner of a business to use 
their personal credit card to pay for business 
expenses and to purchase inputs in order 
to earn frequent flyer points and personal 
rewards? 

Invoice A bill sent to 
a customer requiring 
payment by a specified 
date. Invoices are primary 
documents in accounting 
because they are records of 
credit sales. 

Business bite
Dave Roper and Will Miller initially started their business as messenger 
couriers, providing a mail and parcel delivery service. They needed a satchel 
to carry their delivery items between city locations. Developed by Stuart Crumpler, 
the satchel itself proved such a success that they eventually formed Crumpler Pty Ltd, 
which specialised in the supply and design of bags. Crumpler Pty Ltd did not take out 
any debt finance. The business growth has been funded directly from revenue coming 
into the business – that is, from its cash flow. Crumpler has not had to bear the cost of 
interest on loans and has used expense-minimisation techniques to ensure that it does 
not have liquidity problems. The business has expanded overseas and entered into joint 
ventures with long-standing distributors of its products. It has also expanded its range of 
products to include suitcases, backpacks and camera bags. All growth has been financed 
through savings, which means that profits (equity) have been reinvested continuously 
into the business. 

to collect the debt for a fee or commission. This is a 
growth area for banks and factoring businesses. 

Companies can acquire debt finance in the form 
of commercial bills. A commercial bill is a document 
expressing the commitment of a borrowing firm to 
repay a short-term debt at a fixed date in the future. 
Often a commercial bill is a lower-risk loan for the 
lender (which is usually another company) because 
repayment is guaranteed by a bank. Commercial bills 
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CHAPTER SUMMARY 
Classical theorists used scientific, mathematical or quantitative approaches 
to analyse business processes.  
The classical theory:

• emerged with the development of the factory system of production

• has a high level of specialisation and division of labour to increase 
productivity

• uses a strict ‘pyramid’ organisational structure with a rigid chain of 
command and narrow span of control

• places an emphasis on the management functions of planning, organising 
and controlling

• encourages managers to use an autocratic leadership style

• sees employees as an input like raw materials and machinery

• uses financial rewards as a key motivator for employees. 

Behavioural theories take into account the human factor in business operations 
and recognise the ‘social’ influences on productivity in a workplace.  
The behavioural theory:

• emphasises the need for management to work with people

• realises that an effective two-way communication process is needed 
between management and workers

• sees management’s role of leadership as paramount

• focuses on motivation using a range of intrinsic and extrinsic rewards

• uses a flatter organisational structure with work teams

• encourages managers to use a participative or democratic leadership style 
with employee participation in decision-making

• emphasises teamwork and cooperation. 

Contingency theory emphasises the need for a more flexible structure, varied 
leadership style and greater monitoring of the business environment. 

The classical, behavioural and contingency theories all have strengths:

• The classical theory maximises output from factory-based production.

• Behavioural theories involve workers in decision-making and recognise the 
productive potential of a motivated and respected employee.

• The contingency theory requires a business to have extra resources to 
respond to external changes at short notice. 

END-OF-CHAPTER TASKS

Chapter revision tasks 
1  Rule up three columns on your page. Use the following column headings:

• Classical–scientific
• Behavioural
• Contingency 

 Place each of the terms from the table under the most appropriate management theory 
heading. 

division of labour communication skills job rotation 

autocratic task-oriented  complex problem-solving 

strict chain of command small span of control time and motion studies 

multiskilling motivation participative 

bureaucracy people-oriented intrinsic needs 

scientific calculations authoritarian negotiation 

2  Outline the meaning of each of the terms used in exercise 1. 

3  Add other terms that you feel apply to the three headings provided. 

Multiple-choice questions 
1  Which type of plan deals with the short-term objectives of a business? 

A  Strategic plan 
B  Operational plan 

C  Production plan 
D  Leading plan 

2  What are the features of the organisational structure used for a classical approach to 
management? 

A  A wide span of control and a rigid 
chain of command 

B  A narrow span of control and a rigid 
chain of command 

C  A wide span of control and a flexible 
chain of command 

D  A wide span of control and an 
informal chain of command 

3  Which level of management determines the strategic plans in a large business? 

A  Board of directors 
B  Shareholders 

C  Middle managers 
D  Supervisors 

4  Which of the following leadership styles is a characteristic of the classical approach to 
management? 

A  Autocratic 
B  Democratic 

C  Participative 
D  Laissez-faire 

Business bites
A range of real-world business examples to illustrate key 
concepts and help you understand how they apply.

Ethical spotlight
Opportunities to consider and discuss the ethical 
considerations of a rapidly changing business environment.

End-of-chapter sections
At the end of each chapter, you will find a chapter summary 
and a set of questions to help you consolidate your learning 
from the chapter.

Video and audio
The interactive textbook contains video and audio items to enrich the 
learning experience.

Interactive activities
Also included in the interactive textbook are automarked activities (e.g. drag 
and drop questions) to assist recall of facts and understanding of concepts.

Downloadable Word documents
All activities and end-of-chapter questions are available as downloadable 
Word documents, which can be accessed from within the interactive 
textbook or via Cambridge GO.
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Principal focus 
This topic focuses on the attributes of business and the part it plays in a changing environment. 

Introduction
Businesses form one of the most important sectors of 
the community. They provide consumers with the goods 
and services that satisfy their needs and wants, and 
enhance their standard of living. Businesses also employ 
millions of people in the labour force.

This topic will look at the different types of businesses 
in Australia and how they seek to achieve various goals. 
The environment in which a business operates is often 
subject to considerable change. Through the use of case 

studies, you will be able to examine how these changes 
impact on the functions or the performance of a business. 

Businesses also serve the interests of various 
stakeholders, whether they are individual owners, 
shareholders, customers, creditors, employees or 
society. How fairly they do this while attempting to 
achieve a balance between what is considered good 
for the business but fair for society is often subject to 
considerable debate. 

Outcomes
Students will:

	 discuss business attributes, the role business plays 
in society and the different structures a business can 
have 

	 explain what businesses are influenced by, both 
internally and externally 

	 analyse internal and external stakeholders, and the 
responsibilities business has to them 

	 plan and conduct investigations into issues affecting 
modern business 

	 evaluate information about real and potential 
situations affecting businesses. 

Nature of business
20% of indicative time

Topic 1
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Content
Students will learn about business roles, types, influences and life cycles (growth and decline) through examination of 
current business issues and investigation of real and potential business situations.

By the end of this topic
Students will have learned to: 

	 discuss how one Australian business has grown 
internationally

	 discuss how one international business has moved 
into Australia

	 explain how Australian tertiary, quaternary and 
quinary industries have grown as a result of external 
influences changing

	 identify the issues that develop for stakeholders in a 
business that has gone into liquidation

	 distinguish between business types

	 identify real businesses that have reached different 
stages in the business life cycle

	 outline potential strategies that businesses at 
different stages in the life cycle could adopt.
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Role of business
Chapter objectives 
In this chapter, students will: 

	 identify the nature of a business

	 investigate the production of goods and 
services in a business 

	 analyse how value is created and added 
to business processes

	 discuss the benefits that business 
provides for stakeholders.

Key terms
	 accountability

	 brand

	 business

	 communication

	 competitive advantage

	 dividend

	 downsize

	 driving force

	 economy

	 entrepreneur

	 ethics

	 expenses

	 finance

	 global business

	 goals

	 innovation

	 inputs

	 management

	 marketing

	 net profit

	 outputs

	 price

	 product

	 profit

	 quality

	 redundancy

	 service

	 shareholders

	 small business

	 strategy

	 takeover

	 threat

	 wage

1
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1.1 The nature of a  
business
A business is an organisation that attempts to 
satisfy the needs and wants of the community by 
providing goods and/or services. Businesses play 
an important part in satisfying our needs and wants 
as consumers and provide employment to millions of 
people in Australia each year. There are many types 
of businesses and not all businesses exist in order to 
earn a profit.

From this definition of business, we can see that 
businesses are responsible for providing us with the 
goods and services that help maintain and improve 
our standard of living. But to do this, a business 
owner must be able to combine a variety of resources 
to produce goods and/or services. These resources 
are known as inputs or raw materials. 

Inputs are the resources (such as labour, finance 
and equipment) that a firm uses to create outputs – 
for example, the inputs of cans of Coca-Cola include 
sugar, water, syrup and aluminium cans. The finished 
product is the Coca-Cola soft drink available for us to 
consume. 

Creating and adding value to 
business processes
By combining inputs such as raw materials with 
human skill and equipment, businesses add value. 
They take resources and combine them into a 
product that is of more importance to the consumer 
than the value of the individual resources. Milk, 
cream and flavouring are processed using machinery 
and a variety of human skills to create ice-cream, a 
product that has greater worth to many consumers 

than the individual inputs. This process is referred to 
as value adding.

1.2 Producing goods and 
services
Businesses play a key role in our society. They are 
the driving force behind much of what occurs in 
our day-to-day lives. They provide us with a diverse 
range of goods and services, from the fashion items 
we wear to entertainment and leisure activities. 
Businesses also provide goods and services that 
improve our quality of living. They employ millions of 
Australians each year and generously give to social 
organisations that seek to assist those members of 
the community in need. 

Business An organisation 
that attempts to satisfy the 
needs and wants of the 
community by providing 
goods and/or services. 

Service An intangible 
product that is performed 
for someone by another 
person. An example is a 
consultation provided by a 
dentist. 

Profit The difference 
between revenue earned 
and total expenses for the 
period. 

Inputs The resources (such 
as labour, finance and 
equipment) that a firm uses 
to create outputs. 

Finance The process of 
providing and managing 
the funds that are needed 
so that goods can be 
produced and services 
provided. 

Outputs The goods and/
or services produced using 
various inputs. 

Product A good, service or 
idea that can be exchanged 
in the market. It includes 
all tangible and intangible 
features, such as size, 
colour, image and warranty. 

Driving force A force that 
pushes towards the need 
for change. 

Source 1.1 Businesses can satisfy the needs of the 
customer and provide employment to millions of people.

Activity 1.1 Comprehension
Choose one of the following goods:

•	 bread

•	 soft drink

•	 doughnut

•	 ice-cream.

Using illustrations, demonstrate how a business would add value to inputs to  
produce the good you selected.
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1.3 Economic and social 
roles of business
The role of business can be examined from social 
and economic viewpoints. The economic role of a 
business is concerned with the financial impact that 
the activities of the business have on various groups 
in the business environment. Has additional wealth 
been created for the owners? Can more people be 
employed? Are businesses developing new products 
and entering new markets in order to reach more 
consumers? The social role of a business is focused 
primarily on the impact of the business on the 
community. How does the community benefit from 
the activities of the business? Do businesses provide 
essential services? Are their actions environmentally 
friendly? Does management operate the business in 
a fair and just manner? 

Issues of accountability and ethics are also 
raised in relation to the social and economic roles of 
business. 

Accountability refers to the process whereby 
managers are answerable to particular groups 
affected by the activities of the business. Ethics may 
be defined as what is seen as right or wrong based 
on the values of management, employees and the 
community. They are what society considers the most 
appropriate courses of action. Ethics determine the 
‘right’ choice to make in any given situation. 

Profit
The profitability of a business is a key consideration 
for its long-term survival. Profit is essential if a 
business is to meet day-to-day expenses (such as 
production costs, wages, insurance, electricity  
and rent). 

Business owners will often have different 
expectations of what level of profit is adequate.  
A business operating in a very competitive market 
and located near many of its competitors would 
be unlikely to achieve the same level of profit as 
a business with few competitors spread across a 
particular market. Small business owners will achieve 
lower levels of profit than their larger, better-known 

Management The people 
responsible for running the 
organisation.

Accountability The process 
whereby managers are 
answerable to particular 
groups affected by the 
activities of the business. 

Ethics Standards of 
behaviour and moral 
position, which influence 
the choices and decisions 
the person makes; what is 
seen as right or wrong for 
a business based on the 
values of management, 
employees and the 
community.

Expenses All the costs 
incurred in earning revenue; 
this could include wages, 
the cost of marketing and 
the purchase of materials 
and stock. 

Wage An hourly rate of 
pay; may include overtime 
payments for work done 
outside normal hours.

Small business A business 
that employs fewer than 20 
people (Australian Bureau 
of Statistics classification).

Source 1.2 Key economic and social roles of business

Source 1.3 A business’s profits will depend on the size of 
the company.

Entrepreneurship
and risk

Quality of life

WealthIncome

Pro�t

Innovation

Key roles
of business

Employment

Choice
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competitors. As a general rule, the level of profitability 
within a business is measured by the return on 
investment. 

The return on investment is the level of profit 
an investor receives based on the amount that the 
investor has invested in the business. This can be 
illustrated by the following examples:

Don invested $200 000 in a café and received 
a net profit of $50 000 in his first year. The 
return on investment is 25 per cent.

Cheryl invested $100 000 in a children’s 
clothing store and earned a net profit of 
$50 000. The return on investment is  
50 per cent. 

Although both entrepreneurs achieved a profit of 
$50 000, it took Cheryl less money to achieve this 
return. As a result, she has the higher return on her 
investment. It is important to also compare the return 
on investment with that of competing businesses. The 
café industry is very competitive and may have an 
average return on investment of 12 per cent. When 
Don’s profitability levels are compared with those of 
his competitors, his business is performing very well. 
(This is known as comparative ratio analysis, and is 
discussed in more detail in Cambridge Year 12 (HSC) 
Business Studies Fourth Edition.)

Employment
In many cases, the owners of a business will employ 
other people to perform various activities within 
the business. The goods and services the business 
provides to the community are produced using the 
knowledge, skills and effort of human resources. For 
this reason, the provision of employment is a key 
function in business. 

Over the past 20 years, the Australian economy 
has opened up to increased competition from global 
businesses. In response, many Australian businesses 
have downsized their workforce in order to remain 
competitive. For example, since 2015 Qantas has 
reduced its workforce by 5000 employees to face the 
increasing threat of foreign-owned challengers such 
as Etihad and Singapore Airlines. This has helped 
Qantas to remain competitive. 

Redundancy occurs when a business needs to 
get rid of employees as the jobs they are doing are no 
longer required – for example, where there has been 
structural change. Often technology replaces these 
employees.

Incomes
In return for their services, employees are paid an 
income by the business. This allows the workforce to 
spend part of their income on satisfying their needs 
and wants. 

Choice 
A primary function of business is to produce goods 
and services for consumers to satisfy their needs 
and wants. Most Australian businesses operate in 
a competitive market environment. This means that 
there are a large number of competitors offering 
similar goods and services. For example, if a 
teenager sought to purchase a pair of brand-name 
sports shoes, there would be a variety of brands 
from which to choose and a number of different retail 
stores from which to purchase the shoes. 

This choice presented to consumers encourages 
businesses to provide goods and services at the 
lowest possible price with the highest quality. The 
ways in which the product is promoted will also 
influence the brand that consumers will buy and 
where they will choose to purchase the product. 

Net profit The final amount 
of revenue remaining after 
all expenses have been 
paid. 

Entrepreneur An individual 
who has developed certain 
ideas and is willing to take 
a risk to implement them 
through a business.

Economy A system where 
governments, businesses, 
consumers and other 
relevant associations 
interact to satisfy the needs 
of society. 

Global business A business 
where production and sales 
are based across a number 
of countries.

Downsize To decrease 
the scale of operations 
– for example, through a 
reduction in the number of 
staff employed. 

Threat External environment 
factor that could present 
problems for a business.

Redundancy Workers are 
made redundant when their 
labour is no longer needed. 
This may be a result of 
the business downsizing, 
restructuring or introducing 
technology to perform 
the workers’ role. The 
business may ask workers 
to volunteer to leave 
(voluntary redundancy) or 
their employment may be 
terminated (involuntary 
redundancy). 

Brand A name, design or 
symbol that distinguishes 
a particular product from 
the product of another 
business.

Price The money value or 
cost to the consumer of 
buying a good or service. 

Quality The extent to which 
employees are working 
to the best of their ability 
within the business and the 
extent to which outputs are 
free from errors. 

Source 1.4 Choice forces businesses to produce better-
quality and better-value products to enable them to stay 
ahead of their competitors.
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Innovation
Choice encourages businesses to be innovative 
and to be different from their competitors. 
Innovation can be defined as the process of 
improving the features of a product. A business will 
seek to develop new products, improve product 
features and/or use different marketing strategies 
to ensure that when the consumer does make a 
purchasing decision, they will decide to purchase 
that business’s product.

Innovation can also be applied to the  
production process, where improved methods of 
production are implemented. The new production 
methods may make use of fewer resources and 
result in increased output. Innovation may also 
be evident in products that offer improved and/or 
advanced features.

Technology has played a key role in developing new 
methods of production that require less labour. It has 
also facilitated the development of improved features 
in many of the products that we use in our day-to-day 
lives. For example, mobile phones were once large and 
bulky with limited uses. Today, mobile phones – now 
known as smartphones – are compact and offer the 
consumer the ability to access the internet, take photos 
and send images to other users, among other things.

In the modern commercial environment, innovation 
is crucial for a business to maintain its competitive 
advantage over other businesses. Business managers 
must continually seek new product ideas, consider the 
possibilities of expanding into new markets and, where 
necessary, modify their products to revitalise sales. 
An innovative business is one that stands out in the 
marketplace. It is regarded as better than its competitors.

Innovation The process of 
introducing a new product 
or improving an existing 
one through new ideas, 
methods, systems and 
procedures.

Marketing The process 
of developing a product 
and implementing a series 
of strategies aimed at 
correctly promoting and 
pricing the product and 
distributing it to a core 
group of customers.

Strategy A plan designed to 
achieve a goal or objective. 

Competitive advantage 
Those features of a product 
or business that provide it 
with an advantage over its 
competitors.

Takeover One business 
buying a controlling interest 
in another business, such 
as by becoming a majority 
shareholder.

Business bite 
Over the past few years, smart watches have been introduced to the 
market. Using Bluetooth to connect to a person’s phone, they allow the wearer 
to access email, make and answer calls, check and reply to messages, control their 
music player, track fitness activity and even tell the time! Their versatility makes them 
convenient for a wide range of activities.

This has seen converging innovations from two different device types: fitness trackers 
(such as Fitbits) offering greater ‘smart’ functionality and phone providers (such as Apple) 
offering new types of devices. In 2016, Fitbit engaged in a takeover of smart watch start-
up Pebble Technology Corp in the hope that Pebble’s designers, as well as its existing 
intellectual property (operating system and apps), would place Fitbit in a stronger position 
against Apple.

Source 1.5 Smart watches have a variety of uses.
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Business bite
They are delicious and tasty and we all enjoy eating pastry scrolls. Based in 
Sydney’s south, Oregano Bakery is now one of Australia’s leading producers of 
pastry scrolls. Tony and Sonia Jabbour came up with a very simple yet effective idea 
– flavoured scrolls. They range from cookies and cream to salted caramel, and Nutella and 
banana. As she is the face of the business, Sonia is now referred to as the Scroll Queen.

awareness and sales, the management of a business 

hopes to increase the value of the organisation. 

This, in turn, will increase the value of the funds that 

owners have invested in the business. 

In the case of public companies, a successful 

business may see its share price rise on the stock 

exchange. This creates wealth for shareholders, which 

Wealth creation
Wealth refers to the total value of all assets owned 
by a person or business. Most businesses seek to 
make a profit from their activities. The production 
and provision of goods and services are the means 
by which businesses fulfil this goal. By increasing 
sales and developing strategies to promote brand 

Activity 1.2 
Comprehension
Outline the benefits to  
an economy of promoting  
innovation.

Entrepreneurship and risk
An entrepreneur is an individual who has 
developed certain ideas and is willing to take a 
risk to implement these ideas through a business. 
Entrepreneurs take risks by developing strategies 
to enable their ideas to reach fruition. Through 
business, entrepreneurs are provided with an avenue 
to transform their ideas into actual goods and 
services. 

Source 1.6 An entrepreneur is willing to take a risk to implement their ideas through a business.

Goals Set targets to 
work towards; the overall 
accomplishments that 
an organisation plans to 
achieve. Goals are realistic, 
achievable and measurable. 

Shareholders Owners of 
a company; they provide 
the capital that allows the 
company to operate.
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they can convert to cash by selling their shares at the 
higher price. Alternatively, if they retain the shares, they 
should see an increase in the dividends they receive 
from them.

Businesses also generate increased wealth for the 
community. Profits generated by business are taxed by 

the government. The government uses this taxation to: 
fund essential services; improve educational, health and 
transport facilities; and employ emergency staff, such as 
police, fire brigade and ambulance officers.

Dividend The income earned 
from owning shares in a 
company. It is usually paid 
every three or six months, 
and is based on the profits 
the company makes. 

Communication The 
exchange of information 
between people; includes 
talking, listening and 
understanding what is 
being said.

Business bite 
Established in the late 1990s, the Australian business Davnet sought 
to provide organisations with communication services in such areas as 
videoconferencing, the internet and voice-recognition facilities. In July 1999, Davnet 
was trading at $0.31. Within two years, the share price had increased by over 1000 per cent, 
peaking at $6.00. This rise was staggering – many financial advisers say a good investment 
is one that will grow by 7–10 per cent each year. Twelve months later, shareholders in Davnet 
saw a price of $0.06 flash across the financial news screens. By later that year, the company 
had ceased trading and many investors in Davnet had lost thousands of dollars.

Business bite 
In 2016, Niantic, an augmented reality game developer, released an app 
called Pokémon Go that became one of the most downloaded apps of all time, 
even surpassing Twitter and Facebook in its number of daily users.

Due to the popularity, many investors bought stock in Nintendo, the creator of most 
Pokémon-related games, causing the value of Nintendo’s stock value to increase by 
24.52 per cent.

However, Pokémon Go is owned by Niantic and The Pokémon Company, and while 
Nintendo has investments in both, this means the company would be receiving a lower 
percentage of the profits than first thought by investors. This realisation – and the relatively 
short-lived popularity of Pokémon Go – then caused the stock to drop by 17 per cent.

Ethical 
spotlight 1.1� ●
Do employees have the right to know the 
true financial performance of the business 
employing them or should this information be 
restricted to management and shareholders? 
Not all businesses create long-term wealth for 
shareholders.

Activity 1.3 
Comprehension
Describe how businesses encourage 
wealth creation within society.  
List those features of a  
product or business that  
provide it with a competitive 
advantage. 
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Quality of life
In the early 1980s, consumers would not have 
imagined being able to take photographs using their 
phone or talking to their friends via a computer video 
link. Through the variety of products and services 
provided by business, the quality of life of almost all 
Australians has improved.

Business research and development has also 
contributed to a significant improvement in our quality 

of life. Each year, governments, research organisations 
and pharmaceutical companies spend millions of 
dollars on research and development. Part of this 
expenditure is used to develop products that will help 
consumers maintain a healthy lifestyle. For instance, 
a growing number of different types of bread cater 
to consumers’ diverse range of health issues and 
concerns, such as the need for gluten-free products. 

Source 1.7 The larger choice of healthy alternatives is improving consumers’ quality of life.




