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1. Globalization

Global expansion can create major growth opportunities, but success depends on understanding
trade theory, entry strategy, institutional constraints, and policy risk.

Global competition can be organized around six connected questions:

Why do global markets matter?

Why do nations trade?

How do firms enter foreign markets?

What kinds of companies dominate cross-border activity?

Which forces make global trade difficult?

A s

How do policy institutions shape outcomes?

The logic is cumulative: first we understand the theory, then the strategy, then the constraints.

The Dynamic Global Market

Most large Canadian firms now treat international expansion as central to long-term growth, not
as an optional side activity. The domestic market is limited in size, while the global market is
much larger and highly diverse.

Two basic terms anchor the discussion from the start. Exporting means selling goods and services
to another country, while importing means buying goods and services from another country. The
point is not just vocabulary; it is perspective. Once firms cross borders, they gain access to larger
demand, but they also inherit new forms of uncertainty, including currency swings, political shifts,
and stronger cost competition.

Several structural realities explain why nations trade. No country can efficiently produce every-
thing its population demands; countries can exchange surpluses in one area for deficits in another;
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and natural resources and technological capabilities are unevenly distributed. In that setting, free
trade is the movement of goods and services among nations without political or economic barriers.

Free trade is not a simple good-news story. Open trade can lower prices, improve productivity
through specialization, and intensify innovation pressure, but it can also displace workers in import-
competing sectors and increase wage pressure in vulnerable industries. The key analytical habit
is to evaluate both aggregate gains and distributional costs.

Trade Logic: Advantage, Participation, and National Performance

The theory of comparative advantage states that, in the elementary two-country model, a
country can gain from specializing more heavily in goods it produces at lower opportunity cost
and trading for goods with higher opportunity cost. Comparative advantage concerns relative
opportunity costs, not simply which country uses fewer inputs in absolute terms.

An absolute advantage exists when a country can produce a good or service with fewer physical
inputs than another country. This productivity comparison need not imply lower monetary cost
when input prices differ, and it does not by itself determine comparative advantage.

Comparative advantage is the core argument for open trade, but governments often intervene when
domestic political or strategic priorities conflict with pure efficiency logic.

Global business participation is not limited to very large firms. Small and medium-sized firms can
internationalize if they identify a focused product—market fit and learn how foreign customers buy,
pay, and evaluate quality.

Three core measures track national performance:

1. The balance of trade is the value of a nation’s exports minus the value of its imports.
2. A trade deficit (unfavourable balance of trade) occurs when imports exceed exports.

3. The balance of payments broadens the lens by comparing all money entering and leav-
ing a country, including trade flows plus tourism, aid, investment, and other cross-border
payments.

The Canadian application is obvious: trade is extensive but highly concentrated with the United
States, creating both efficiency and dependence.
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Global Market Entry, Multinationals, and Operating Forces

Entry modes form a continuum: as commitment rises, so do control, risk, and potential return.
Firms usually begin with exporting, then may move into licensing, where a licensor permits a
foreign licensee to produce or use a product or trademark in exchange for royalties. Franchising
is treated as a licensing variant in which the business format itself is replicated contractually across
markets.

When firms want faster scaling with lower fixed investment, they may use contract manufac-
turing, where a foreign producer manufactures goods sold under the domestic firm’s brand. For
deeper participation, firms may form a joint venture, a shared project or company owned by
multiple firms, or a strategic alliance, a long-term co-operative partnership that is often more
flexible than joint ownership. At the highest commitment level, firms make foreign direct invest-
ment (FDI), an investment that gives the firm a lasting interest in or control over an enterprise
abroad, often through a foreign subsidiary controlled by the parent company.

Across all options, one managerial truth remains: there is no free control. The more control a firm
demands, the more capital, managerial attention, and geopolitical exposure it must accept.

A multinational corporation is a firm with meaningful business presence across multiple coun-
tries, typically including ownership, management, and operations in multiple markets rather than
pure import/export transactions.

Multinationals can transfer technology, talent, and capital, but they also generate policy concerns
in host countries around local reinvestment, employment decisions, and strategic dependence on
foreign parent firms.

Global business constraints can be grouped into sociocultural, economic, legal and regulatory, and
technological forces.

In sociocultural terms, culture refers to a society’s values, beliefs, rules, and institutions, and
ethnocentricity refers to the assumption that one’s own culture is inherently superior. Together,
these concepts explain why firms can fail even with good products: what works in one country
may signal disrespect or irrelevance in another.

Economic forces operate just as strongly. The exchange rate is the value of one nation’s currency
relative to others, and movements in exchange rates can quickly change export competitiveness
and input costs. Devaluation is the intentional lowering of a nation’s currency relative to other
currencies, often to support exports. In markets where cash settlement is difficult, firms may
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rely on countertrade, a multi-party, barter-like exchange of goods and services. Local purchas-
ing power, income distribution, and currency volatility therefore determine whether an apparent
market opportunity is actually commercial.

There is no single global legal system. Firms instead face country-by-country differences in labour
law, intellectual property, taxes, product liability, and anti-corruption enforcement.

Infrastructure differences in power systems, logistics networks, telecommunications, and internet
access can also limit product fit, service delivery, and scalability.

Trade Protectionism

Trade protectionism is the use of government regulation to limit imports of goods and services.
Dumping is the act of selling goods in a foreign market at lower prices than in the producer’s
home market.

A tariff is a tax on imports. Two forms are commonly distinguished: protective tariffs (used to
raise import prices and shield domestic producers) and revenue tariffs (used mainly to generate
government revenue). An import quota is a numerical limit on imports in a product category.
An embargo is a complete ban on imports or exports of specific products, or on all trade with a
specific country.

Non-tariff barriers (standards, labels, health /safety rules, administrative procedures) can restrict
trade even when tariff rates are low.

The General Agreement on Tariffs and Trade (GATT), which entered into force in 1948,
provided a framework for reducing trade barriers and negotiating multilateral trade rules.

The World Trade Organization (WTO) replaced GATT’s institutional role and oversees global
trade agreements and the process for settling disputes.

The International Monetary Fund (IMF) provides financing to countries facing balance-of-
payments problems and works to support monetary and exchange-rate stability.

The World Bank, whose institutions include the International Bank for Reconstruction and
Development, finances infrastructure and long-run development projects.

These institutions reduce uncertainty but do not eliminate political conflict or development asym-
metry in trade outcomes.
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Common Markets, Regional Blocs, and Cartels

Producers’ cartels are organizations of commodity-producing countries that attempt to stabilize
or raise prices to improve long-run returns (OPEC is the standard example). A common market
is a regional bloc with no internal tariffs, a common external tariff, and freer movement of labour
and capital among its members.

The North American Free Trade Agreement (NAFTA) created a free trade area among
Canada, the United States, and Mexico with objectives including barrier reduction, fairer compe-
tition conditions, stronger investment links, and intellectual property protection.

NAFTA and the European Union illustrate different integration paths, showing that regional
integration can increase bargaining power while also creating political and distributional tensions.

s N

Historical Note (2026) In 2017, US President Donald Trump announced plans to replace
NAFTA. The negotiations ultimately produced the United States—Mexico-Canada Agree-
ment (USMCA), which was ratified by all three countries by March 2020 and took effect on
July 1, 2020.

Globalization and Your Future

Globalization links directly to career planning. Markets with strong growth potential (for example,
China, India, and Russia in this context) offer substantial opportunities but also institutional, legal,
and execution risks.

Outsourcing and offshoring also matter because they reshape labour markets and cost structures
in North America. A practical career conclusion follows: build global fluency through language
skills, cross-cultural awareness, and business training that transfer across countries.

2. Government

Government shapes the business environment every day through ownership, law, taxation, spend-
ing, and policy design. Firms do not operate outside government; they operate inside a legal and
institutional architecture that government creates, revises, and enforces.
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Six Channels of Government Influence

Government activity affecting business can be grouped into six channels:

Crown corporation activity matters wherever governments own operating companies.
Laws and regulations set the rules of market behaviour.

Taxation and financial policy change incentives and cash flow.

Direct expenditures redistribute purchasing power and influence demand.

Purchasing policy determines who wins major public contracts.

AR A T ol S

Service departments and agencies provide business support, information, and market access
tools.

Taken together, these six channels explain why policy awareness is a core management skill. Strat-
egy, pricing, staffing, expansion, and financing decisions all depend on how these channels evolve.

Government in a Mixed Economy, Crown Corporations, and Privatization

Canada operates as a mixed system in which some resource allocation is handled by markets
and some is handled by governments. This structure has deep historical roots. Confederation-
era leaders used high tariffs and large nation-building infrastructure projects to protect emerging
domestic industry and connect a geographically fragmented economy.

That approach became known as the National Policy, introduced in 1878 by Prime Minister
John A. Macdonald: a government directive that imposed high tariffs on many U.S. imports
to protect higher-cost Canadian manufacturing while supporting east—west economic integration.
Although modern trade agreements reduced many historic tariff walls, the legacy remains impor-
tant because it established a long-standing expectation that governments play an active role in
economic development.

A Crown corporation is a company owned by a federal or provincial government. Crown
corporations were often created when private markets did not supply a needed service, when a
strategic sector required stabilization, or when governments wanted direct influence over long-term
development.

Examples in Canada include entities in transportation (e.g., VIA Rail Canada Inc.), financial
services (e.g., the Business Development Bank of Canada), housing (e.g., the Canada Mortgage
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and Housing Corporation), agriculture (e.g., the Canadian Dairy Commission), and utilities (e.g.,
Ontario Power Generation). Some have commercial objectives, while others have public service
mandates that cannot be measured by short-run profit.

Since the 1990s, federal and provincial governments have sold a number of public assets and state-
owned enterprises, reflecting a shift toward market-based delivery in some sectors. Privatization
is the process by which governments sell Crown corporations or other publicly owned assets to
private owners. Supporters argue privatization can improve efficiency and reduce fiscal burdens;
critics argue it can weaken public accountability, employment stability, and long-run strategic
control.

Laws, Regulation, and the Provincial/Municipal Business Environment

Business activity is constrained and enabled by law at federal, provincial, and municipal levels.
Federal law has broad reach in national and international areas such as trade, banking, compe-
tition policy, and criminal enforcement. Provincial law governs major domains such as natural
resources, education, labour standards, civil justice administration, and many commercial matters.
Municipal law shapes local operating conditions through licensing, zoning, construction rules, and
service bylaws.

Competition policy is central to market fairness. The Competition Bureau and related legis-
lation seek to limit anticompetitive behaviour such as price fixing, misleading claims, and merger
structures that substantially reduce competition.

Agriculture provides a distinct regulatory model through marketing boards, organizations that
control the supply or pricing of selected agricultural products to reduce volatility and stabilize
producer income. This model supports predictable supply and planning, but it also creates ongoing
debate about consumer prices, trade competitiveness, and market flexibility.

Provincial governments directly influence business through resource policy, labour standards, pro-
fessional regulation, justice administration, education systems, and infrastructure planning. Vari-
ation across provinces means firms often face different compliance burdens and operating costs
when scaling nationally.

Municipal governments control local land use, licensing, sanitation standards, building permits,
signage, and many operating rules at the neighbourhood level. For many small firms, municipal
policy is the most immediate government interface because it determines whether and how the
business can physically operate in a specific location.

10



AFM 131 INTRODUCTION TO BUSINESS IN NORTH AMERICA WINTER 2013

Interprovincial barriers remain an important policy issue. When licensing, standards, or procure-
ment rules differ sharply across provinces, internal market efficiency declines and labour mobility
is reduced.

Taxation, Financial Policy, Deficits, Debt, and the Budget

Taxes finance public services, debt management, and economic programs, but they also shape
behaviour. Governments can discourage selected consumption (for example, through higher excise
taxes on harmful products) or encourage selected investment and hiring through targeted tax
relief.

A tax credit is an amount deducted from a tax bill, often used to support investment, employment,
or sectoral priorities. In practice, tax design becomes a policy lever for reallocating activity toward
desired outcomes.

Fiscal policy is the federal government’s effort to stabilize the economy by adjusting taxes and
government spending. During weak economic periods, lower taxes or higher spending may be used
to stimulate demand; during overheating periods, higher taxes or slower spending growth may be
used to cool inflationary pressure.

A deficit occurs when government spending exceeds tax revenue in a fiscal year. A surplus is
the reverse: revenues exceed expenditures. Repeated deficits accumulate into the national debt
(federal debt), the stock of past deficits net of surpluses.

Debt levels matter because debt service costs compete with program spending. Higher interest
burdens reduce fiscal room for health care, education, infrastructure, and business support mea-
sures.

The federal budget is the government’s annual financial plan describing expected revenues, pro-
jected expenditures, tax changes, deficit/surplus forecasts, and policy priorities. Markets, busi-
nesses, and households use the budget to infer near-term policy direction, financing conditions,
and opportunities or constraints in particular sectors.

Monetary Policy, Expenditures, and Direct Business Support

Monetary policy is the management of money supply and interest rates, primarily through the
Bank of Canada. Interest rate changes affect borrowing costs, investment appetite, mortgage
payments, and currency conditions. Lower rates generally encourage borrowing and spending;
higher rates generally slow credit expansion and inflation pressure.

11
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Fiscal and monetary policy work together but through different mechanisms. Fiscal tools move
through taxation and direct spending, while monetary tools move through credit conditions and
financial transmission channels.

Government expenditures influence both consumer demand and conditions for firms. Social pay-
ments, public wages, and service funding circulate through the economy and support purchasing
power.

Direct business support can include grants, loans, guarantees, payroll support, training support,
and rescue packages targeted at particular sectors. These interventions are often justified by
employment preservation, protection of strategic industries, or regional economic stability, but
they also raise difficult questions about fairness, long-run viability, and taxpayer risk.

Transfer payments are direct payments from governments to other governments or to individuals.
Federal transfer structures support both social programs and provincial fiscal capacity.

Equalization is a federal program designed to reduce fiscal disparities among provinces so that less
prosperous provinces can provide reasonably comparable public services at reasonably comparable
levels of taxation.

Purchasing Policy and Government Services for Firms

Public procurement is a major demand channel because governments are among the largest buyers
in the economy. Contract terms, domestic content expectations, and supplier qualification rules
can materially influence industrial development and local employment.

Governments also provide operating support services to firms, including export support, financ-
ing assistance, market intelligence, innovation support, and commercialization partnerships. In
practice, firms that understand these agencies and programs are better positioned to scale and
compete.

Industrial Policy Debate

Debate about government’s proper economic role remains unresolved. The economic right argues
for limited intervention, broader privatization, and more market-led allocation. The economic left
argues for stronger strategic coordination in innovation, infrastructure, and sector transitions.

Industrial policy is a comprehensive, coordinated government plan to guide and revitalize eco-
nomic activity over the long run. In periods of crisis, even market-oriented groups often call for

12
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stronger intervention, showing that policy preferences can shift quickly when employment and
financial stability are threatened.

3. Teamwork

Core Teamwork Principles

Strong teamwork starts with individual behaviour. Effective team members show commitment
through reliability and follow-through, contribute actively while also asking for help when needed,
and stay motivated around shared goals rather than personal visibility. They communicate openly,
stay focused on agreed outcomes, respect other perspectives, accept feedback, and help resolve
conflict constructively.

In practical terms, good teamwork is less about personality and more about habits: preparation,
responsiveness, accountability, and willingness to adjust when better ideas emerge.

Individual Differences and Collaboration Skills

Teams naturally include differences in personality, culture, skills, and work style. These differences
can improve outcomes when managed well because they broaden perspectives and reduce blind
spots.

To make diversity productive, members need collaboration skills such as active listening, clear
feedback, negotiation, conflict resolution, coaching, and basic project coordination. Teams that
lack these skills usually drift into misunderstanding, duplicated work, and avoidable delays.

Feedback Quality and Use

Useful feedback supports learning, increases motivation, and improves working relationships. High-
quality feedback is specific and grounded in observed behaviour (what was seen, heard, and expe-
rienced) rather than vague opinion.

A simple practice sequence is to ensure the receiver has control and context, paraphrase to confirm

understanding, correct misinformation or misperception quickly, and then state concrete follow-up
actions. The objective is behaviour improvement, not blame.

13
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Meeting Discipline

Team effectiveness is heavily influenced by meeting quality. Before meetings, members should
complete assigned preparation, review the agenda, and confirm timing, location, and participation.
During meetings, teams should start on time, follow agenda priorities, ensure broad participation,
park off-topic items, and end with clear next steps.

Without this discipline, meetings consume time without moving work forward.

Common Team Failure Patterns

Several recurring behaviours damage team performance. Individualism appears when members
optimize for themselves rather than team outcomes. Control-freak behaviour can suppress
contribution and slow decisions when one person dominates excessively. Unresolved conflict
leads to repeated friction and no clear decisions. Freeloading shifts workload unfairly to stronger
contributors and weakens trust.

Most of these failures are management and process problems rather than technical problems; they
can be reduced by explicit norms, clear accountability, and timely intervention.

4. Accounting

Why Accounting Matters and Who Uses It

Strong businesses can still fail if they ignore financial signals. Planning, hiring, pricing, expansion,
and financing all depend on timely and accurate financial information.

Accounting is the recording, classifying, summarizing, and interpreting of financial events to
support sound decisions by managers and other users. The method used to capture and summarize
these records is an accounting system.

Daily decisions are often made under uncertainty, so accounting acts as an operational feedback
loop. Managers act, transactions occur, accounting records the impact, and those records guide

the next decision.

A wide range of stakeholders uses accounting output. Managers use internal reports for control
and planning. Owners, lenders, investors, regulators, and tax authorities use formal statements to

14
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judge risk, profitability, and compliance.

Accounting information supports both internal management and external reporting. Internal
reporting is often detailed and forward-looking. External reporting is standardized and must be
credible to outside readers.

Major Areas of the Profession

The accounting profession is commonly divided into multiple working areas. Managerial ac-
counting provides analyses for internal decision-making, including budgets, cost control, and
performance tracking by business segment. Financial accounting prepares standardized reports
for users outside the organization.

Audit and compliance functions focus on reliability and control. An audit is an independent
examination of financial statements that supports an opinion on whether they are fairly presented.
Forensic accounting applies investigative accounting methods to suspected fraud and legal dis-
putes.

Tax and public sector roles are also essential. Tax specialists evaluate compliance and planning
under tax rules, while governmental and nonprofit accountants support stewardship and budget
accountability.

Accounting Cycle and Recordkeeping

Bookkeeping is the mechanical recording of transactions. It is necessary but not sufficient.
Accounting extends that work by classifying, interpreting, analyzing, and reporting.

The accounting cycle is a structured sequence that moves from source documents to completed
financial statements and analysis. Core steps include recording transactions, posting them by
account, preparing a trial balance, producing statements, and interpreting results.

A journal is the original record where transactions are first entered. A ledger is the grouped
record where journal entries are posted into account categories. A trial balance tests whether

recorded debits and credits remain in balance before statements are prepared.

The system is grounded in the fundamental accounting equation:

assets = liabilities + owners’ equity.

15
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This relationship underlies the structure of the balance sheet and the logic of double-entry
recording.

Balance Sheet and Income Statement Fundamentals

A financial statement summarizes transactions and financial position for a stated period or date.
The balance sheet reports financial condition at a specific point in time.

Assets are economic resources controlled by the firm. Liabilities are obligations owed to others.
Owners’ equity is the residual claim after liabilities are subtracted from assets.

Asset quality depends partly on liquidity, the speed at which an asset can be converted into
cash without significant loss of value. Current assets are expected to become cash within about
one year. Capital assets are longer-lived operating resources such as buildings and equipment.
Intangible assets are long-term assets with no physical form, such as patents, trademarks, and
goodwill.

Balance sheet interpretation is not just classification. It is a judgment about flexibility, solvency
pressure, and financing resilience.

The income statement reports performance over a period by showing revenues, costs, expenses,
and resulting profit or loss.

Revenue is the value earned from selling goods or services and related operating sources, whether
or not the corresponding cash has already been collected. The cost of goods sold is the direct
cost of merchandise sold or production inputs consumed. The difference is gross profit (gross

margin), which indicates how much remains after direct product cost.

Operating expenses capture the cost of running the business, including selling and administra-
tive costs. After taxes, the result is net income if positive or net loss if negative.

A healthy income statement indicates more than short-term profitability. It also signals pricing
discipline, cost control, and operational consistency.

Cash Flow and Financial Survival

Profit does not guarantee survival. A business can report accounting profit and still fail if cash
cannot cover obligations when due.

16
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The cash flow statement reports cash movement from three streams: operations, investing, and
financing. Cash flow is the difference between cash coming in and cash going out.

Cash flow analysis therefore focuses on timing risk. Delayed customer receipts, heavy inventory
purchases, and debt repayment schedules can create stress even when sales are rising.

Standards, Reporting Integrity, and Amortization Methods

Consistency in reporting requires shared standards. Generally accepted accounting princi-
ples (GAAP) are the established rules and conventions used to record and report financial events
consistently.

Historical Note (2026) In Canada, GAAP has been redefined and split into several frame-
works. Public companies were transitioned to International Financial Reporting Standards
(IFRS) in 2011, while private companies usually use Accounting Standards for Private En-
terprises (ASPE). NPOs and pension plans have their own frameworks.

\ J

Comparability is a central benefit: users can compare one period to another and benchmark one
firm against others with greater confidence.

The profession has also moved toward more global alignment through international standards
frameworks, increasing cross-border comparability for multinational operations and investors.

Depreciation is the systematic allocation of the depreciable amount of a tangible long-term
asset over its useful life; amortization is the corresponding term commonly used for finite-lived
intangible assets, although some Canadian materials use “amortization” more broadly. These
allocations support matching asset cost with the periods receiving its benefits.

Different methods can change timing of reported cost and profit, especially in inflationary periods.
The accounting method does not change cash collected from customers, but it can materially

change reported net income for a period.

Ratio Analysis and Performance Signals

Ratio analysis evaluates financial condition and performance by comparing key relationships
drawn from statements.

Four families are central. Liquidity ratios assess short-term payment capacity. Leverage (debt)

17
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ratios assess dependence on borrowed financing. Profitability ratios assess earning performance
relative to sales, assets, or equity. Activity ratios assess how effectively resources such as inven-
tory are being used.

Common examples include the current ratio and acid-test ratio (liquidity), debt-to-equity (lever-
age), return on sales and return on equity (profitability), and inventory turnover (activity). Ratios

are most useful when compared across time and against industry benchmarks rather than inter-
preted in isolation.

5. Marketing I: Building Customer and Stakeholder Relationships

What Marketing Covers and How Its Logic Evolved

Marketing extends beyond selling and advertising. Marketing is the process of determining
customer needs and wants and developing offerings that satisfy or exceed those expectations.

Market demand shifts continuously, so marketing is adaptive by design. Firms that treat marketing
as one campaign rather than an ongoing system usually lose relevance.

Green marketing refers to marketing efforts that produce, promote, and reclaim environmentally
sensitive products. Rising environmental awareness has made this area strategically important in

brand trust and product differentiation.

Business practice moved through several eras: production focus, sales focus, the marketing concept
era, and relationship-oriented marketing.

The modern marketing concept combines three linked commitments: customer orientation,
service orientation across the organization, and profit orientation for long-run sustainability.

This evolution shifted marketing from transaction pushing toward value creation and retention.

Customer Relationship Management (CRM)

Customer relationship management (CRM) is the process of learning as much as possible
about customers and using that understanding to meet or exceed expectations over time.

CRM emphasizes lifetime relationships instead of one-time transactions. Data quality, response
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speed, and post-purchase follow-up become competitive advantages, not just support tasks.

This logic applies to both for-profit and nonprofit organizations. Governments, charities, schools,
and advocacy organizations all use marketing methods to build participation, support, and trust.

The Marketing Mix and Offer Testing

The marketing mix is the blend of product, price, place, and promotion choices that shape
market response.

Product is a good, service, or idea offered to satisfy needs. Price is the money or other consid-
eration exchanged for ownership or use. Place covers distribution access and availability where
customers want to buy. Promotion includes communication tools that motivate purchase and
reinforce brand meaning.

These four elements are interdependent. A weak decision in one element can destroy value created
by the other three.

New offerings should be tested before large-scale rollout. Test marketing is the process of testing
products among potential users to estimate demand and refine the offering.

Testing is most useful when combined with clear assumptions about the target market and measur-
able success criteria. The objective is not perfect certainty, but early detection of a product—market

mismatch.

Marketing Research, Decision Quality, and Environmental Scanning

Marketing research is the analysis of markets to identify opportunities and challenges and to
support better decisions.

Research work usually begins by defining the problem, collecting data, analyzing findings, and
selecting and implementing the best strategy.

Secondary data are previously collected and published sources such as reports, databases, and
internal records. Primary data are new data collected directly by the firm through observation,
surveys, interviews, or experiments. A focus group is a small guided discussion group used to

gather deeper qualitative reactions.

Reliable decisions usually come from combining multiple methods rather than relying on a single

19



AFM 131 INTRODUCTION TO BUSINESS IN NORTH AMERICA WINTER 2013

source.
Environmental scanning is the process of identifying factors that can affect marketing success.
Key domains include global, technological, sociocultural, competitive, economic, and legal and

regulatory conditions.

The goal of environmental scanning is early pattern detection. Firms that scan systematically can
adapt offers, channels, and messaging before competitors react.

Consumer and B2B Markets

The consumer market consists of individuals and households buying for personal use. The
business-to-business (B2B) market consists of organizations buying to produce, resell, or
support operations.

B2B marketing often differs from consumer marketing in buyer concentration, order size, geo-
graphic clustering, personal selling intensity, and decision process complexity.

Segmentation and Targeting

Market segmentation divides the total market into groups with similar characteristics. Target
marketing selects the segments a firm can serve profitably and consistently.

Common segmentation lenses include geographic segmentation, demographic segmentation,
psychographic segmentation, and behavioural segmentation. In practice, firms typically
combine these lenses to form a segment profile that is sizable, reachable, and profitable.

Niche marketing focuses on smaller profitable segments. One-to-one marketing develops a
customized mix for individual customers. Mass marketing aims broad offerings at large groups
with limited segmentation. Relationship marketing prioritizes long-term customer retention

through ongoing value and interaction.

Consumer Decision Process

Consumers typically move through problem recognition, information search, alternative evaluation,
purchase decision, and post-purchase evaluation.

Important influence variables include learning, social context, culture, and prior experience.
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Learning reflects behavioural change from experience and information. A reference group
is the social group used as a behavioural comparison point. Culture and subculture shape
expectations and preferences. Cognitive dissonance is post-purchase psychological tension
when buyers question whether they made the right choice.

Good marketing supports confidence before purchase and reassurance after purchase.

6. Marketing II: Managing the Marketing Mix

Total Product Offer and Value Package

Every buying decision involves evaluating a total product offer (also called a value package):
the complete bundle of tangible and intangible attributes that a consumer weighs before purchas-
ing. The physical good or service is only the starting point. Brand reputation, packaging, price,
warranty, store surroundings, Internet access, advertising image, and past experience with the
seller all contribute to perceived value. A firm that thinks narrowly about its product, focusing
only on the physical object, will consistently be outmanoeuvred by competitors who manage the

whole bundle.

Product differentiation is the creation of real or perceived differences between competing offer-
ings. Because actual differences are often small, marketers rely heavily on pricing, promotion, and
packaging to craft a distinctive image. Differentiation is not purely a game for large firms; small
businesses often win on flexibility and personal service when they cannot win on price.

Firms rarely sell a single product. A product line is a group of physically similar products
facing similar competition. A product mix is the full combination of product lines a firm offers.
Managing the mix requires balancing breadth (number of lines) against depth (number of variants
within each line) while keeping total costs and organisational focus in check.

Packaging

Packaging now carries marketing responsibility far beyond protection and transport. A well-
designed package attracts attention, communicates content and benefits, indicates price and
value, provides regulatory and warranty disclosures, and enables efficient retail inventory han-
dling through Universal Product Codes (UPCs). Packaging can effectively change a product
in consumers’ minds: squeezable ketchup bottles and microwave-ready packaging altered consumer
behaviour, not merely convenience. Services can be packaged too; a travel provider may combine
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airfare, accommodation, and transfers into a value bundle with a single price.

Branding, Trademarks, and Brand Equity

A brand name is a word or name that identifies and distinguishes a seller’s goods. A trademark
is a word, symbol, design, or combination used to identify one seller’'s goods or services and
distinguish them from others. Trademarks can receive legal protection. For buyers, a recognized
brand reduces search time and can signal consistent quality; for sellers, it can support premium
pricing, promotional efficiency, and the introduction of new products.

Brand equity is the value created by factors such as awareness, loyalty, perceived quality, brand
image, and emotional associations. At its core is brand loyalty: the degree to which customers
prefer the brand and return to it. Strong loyalty creates a durable revenue stream and raises a
barrier to entry for rivals.

Brand awareness describes how readily a brand comes to mind when someone names a product
category. Advertising and event sponsorship are two important ways to build it. A brand man-
ager (called a product manager in some firms) takes responsibility for a brand or product line
and coordinates all four Ps across its life cycle.

Competitive Pricing

Pricing is the only element of the marketing mix that generates revenue; all others represent costs.
Setting price therefore requires clarity about objectives before choosing a strategy. Common
objectives include achieving a target return on investment, building store traffic (loss leaders draw
customers in), capturing market share, projecting a premium image, and advancing social goals
such as affordability.

Three major approaches to pricing strategy exist:

1. Cost-based pricing starts with production costs (materials, labour, and overhead) and
adds a margin. It is straightforward but ignores what the market will actually bear.

2. Demand-based pricing reads consumer preferences and willingness to pay. Variants in-
clude bundling (e.g., pricing two or more products as a unit below their individual sum),
psychological pricing (e.g., setting $299 rather than $300 so that the product appears
cheaper), and target costing (e.g., beginning with the price the market will accept and
working backward to the cost the firm must hit).
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3. Competition-based pricing anchors price to what rivals charge, and price leadership
is the practice in which one or more dominant firms set the price that the industry follows.

Break-even analysis identifies the sales volume at which total revenue equals total cost:

Total Fixed Cost (FC)

BEP =
Price (P) — Variable Cost per unit (VC)

Here BEP is measured in units, and the formula assumes constant unit price, constant variable
cost per unit, and fixed cost over the relevant range, with P > V(. Under this linear model,
sales above the break-even point generate profit and sales below it generate losses. If P < VC
and fixed cost is positive, no finite nonnegative sales volume breaks even. A break-even analysis
should ordinarily precede a new product launch.

For new products, a skimming price strategy sets prices high while competition is limited,
whereas a penetration price strategy sets prices low to attract customers quickly and deter
rivals. Retailers also use two contrasting approaches: everyday low pricing (EDLP) maintains
consistently low prices without frequent sales, while high-low pricing combines higher regular
prices with frequent promotions and deep discounts.

Online comparison tools intensify price competition, making nonprice competition, through
service, convenience, expertise, or relationships, an increasingly important alternative.

Channels of Distribution

Marketing intermediaries are organizations that help move goods and services from producers
to consumers. A channel of distribution is the set of intermediaries that jointly transport,
store, and sell products from producer to end user. These may include agents and brokers, who
facilitate exchange without taking title to goods; wholesalers, who sell to other organizations;
and retailers, who sell to final consumers.

Intermediaries survive because they perform marketing functions, including transporting, storing,
promoting, and building relationships, faster and more cheaply than most producers could alone.
Eliminating an intermediary does not eliminate its functions; those functions are simply redis-
tributed, often at higher total cost. Channels also coordinate information flows, money transfers,
and title passage to ensure the right assortment is available where and when consumers need it.
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Retailing and Distribution Strategy

Retail formats span the full spectrum from department stores and supermarkets to warehouse clubs,
specialty stores, and supercentres, each offering a different combination of assortment, price, and
service level.

Selecting retail outlets requires choosing a distribution strategy aligned with the product’s position-
ing. Intensive distribution places products in as many outlets as possible, suited to convenience
goods such as candy, beverages, and newspapers. Selective distribution restricts placement to
a preferred subset of retailers, used for shopping goods such as appliances and clothing where
service quality matters. Exclusive distribution assigns a single retailer per geographic territory,
appropriate for prestige and specialty goods where dealer engagement and brand consistency are
critical.

Nonstore retailing continues to expand. Electronic retailing sells to consumers over the Inter-
net. Telemarketing uses telephone contact to supplement or replace in-store selling. Vending ma-
chines, kiosks, and carts place products in high-traffic locations. Direct selling reaches consumers
in homes or workplaces. Physical goods movement depends on selecting the right transportation
mode. For example, trucks offer the widest reach and flexibility, railroads handle high-volume
freight at medium cost, ships carry the highest volume at the lowest cost but move most slowly,
pipelines serve liquids and gases cheaply, and air freight is fastest but most expensive. Effective
logistics combines modes to optimize cost, speed, and reliability for each product and route.

The Promotion Mix

Promotion encompasses all techniques sellers use to inform, remind, and persuade target buyers.
The promotion mix is the specific combination of tools deployed. Traditionally, five tools make
up the mix: advertising, personal selling, public relations, sales promotion, and direct marketing.
Integrated marketing communication (IMC) unifies all five tools, plus the product itself,
into a coherent strategy that produces a consistent brand message across every consumer contact
point.

Advertising is paid, impersonal communication through media. Television, radio, newspapers,
magazines, outdoor formats, and digital channels each offer different combinations of reach, target-
ing precision, cost, and creative flexibility. Advertising builds brand awareness efficiently for large,
homogeneous target segments. Moving from global advertising (one campaign worldwide) toward
regionalism, by tailoring campaigns to specific countries or submarkets, is increasingly important
because language, culture, and buying habits make a uniform global message unreliable.
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Personal selling is face-to-face promotion. It is the most expensive tool per contact but can
be the most persuasive for complex products or major business-to-business transactions. The
business-to-consumer selling process moves through approach, needs discovery, presentation, trial
close, and post-sale follow-up. Personal selling is especially valuable when a customer needs
guidance, customization, or reassurance.

Public relations (PR) manages organisational reputation by evaluating public attitudes, ad-
justing policies in response to stakeholder concerns, and generating favourable media coverage.
Publicity is the unpaid, uncontrolled form of PR coverage, including news stories, feature ar-
ticles, and broadcast mentions. Publicity benefits from high credibility (it reads as news, not
advertising) but suffers from editorial unpredictability: the story may run late, run altered, or not
run at all.

Sales promotion uses short-term incentives to stimulate immediate purchasing. Consumer tools
include coupons, rebates, sampling (letting consumers try the product free), contests, and in-
store displays. Business-to-business tools include trade shows, catalogues, and dealer incentives.
Sampling is particularly powerful because it overcomes buyer scepticism at the critical moment
of decision. Internal sales promotion, including training, sales aids, and participation in trade
shows, keeps salespeople and staff who work with customers motivated and knowledgeable about
the product.

Direct marketing connects producers or intermediaries directly to individual consumers through
mail, catalogues, telemarketing, or digital media. Its strength is precision targeting using detailed
consumer databases. Its drawbacks include the cost of maintaining accurate, current databases
and growing consumer privacy concerns. Direct marketing effectiveness depends on the quality
and recency of the underlying data.

7. Operations Management

Production and Operations Management Defined

Production is the creation of goods and services using the factors of production: land, labour,
capital, entrepreneurship, and knowledge. Production management historically referred to
the oversight of goods manufacturing. As the service sector grew to dominate Canadian employ-
ment, the broader term operations management emerged to apply to both goods and services.
Operations management transforms resources, including human effort, into goods and services.
It encompasses inventory management, quality control, production scheduling, coordination of
supply chains, and follow-up services.
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Canada’s manufacturing sector faces persistent pressure from producers with lower costs in Asia,
relatively low domestic R&D investment, branch-plant economics that repatriate profits offshore,
and an appreciating currency that compresses export margins. Strategic responses, such as cus-
tomer orientation, supplier collaboration, continuous improvement, lean processes, and technology
adoption, define modern operations management practice.

Research and development (R&D) is work directed toward the innovation, introduction, and
improvement of products and processes. An invention becomes a marketable innovation only
after it is commercialised. Competitive firms invest disproportionately in R&D while simultane-
ously driving down production costs. Private industry, universities, and government laboratories
invested approximately $29 billion in R&D in Canada in 2007.

Operations Management Planning

Operations management planning addresses three universal issues in both manufacturing and
service contexts: facility location, facility layout, and quality control.

Facility location is the process of selecting a geographic location for a company’s operations. For
service firms, accessibility to customers is often the dominant priority. Manufacturers weigh labour
cost and skill availability, proximity to suppliers and transportation, natural resources, speed to
market, taxes and incentives, employee quality of life, and proximity to customers. Locating
production near international customers can reduce logistics costs and response times; Toyota
in Cambridge, Ontario, and Honda in Alliston are Canadian examples. Telecommuting and IT
infrastructure also give knowledge-intensive firms more freedom to locate outside traditional urban
centres.

Outsourcing, contracting selected activities to external specialists, is a common operations strat-
egy. Software development, call centres, financial analysis, and back-office processing have mi-
grated to skilled labour markets with lower costs. The strategic logic is to concentrate internal
resources on core competencies while obtaining specialized performance elsewhere. Risks include
variable quality, cultural and language differences, and inadvertent transfer of proprietary knowl-
edge, all of which require careful vendor selection and contract management.

Facility layout is the physical arrangement of resources, including people, machines, and work
areas, in the production process. An assembly line layout moves products through fixed sequen-
tial workstations for repetitive high-volume production. A modular layout groups workers and
machines into self-contained teams producing larger subassemblies, enabling more complex local
tasks and reducing line-to-line handling. A process layout groups similar equipment together
and routes each product through stations in an order determined by its design, allowing high
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flexibility for custom work. A fixed position layout keeps a large or complex product stationary
while resources move around it, the standard for construction, shipbuilding, and aircraft assembly.

Quality Control

Quality means consistently delivering what the customer wants while reducing errors both before
and after delivery. Traditional end-of-line inspection caught errors only after resources had already
been consumed to create defective output. Modern operations management treats quality as a
process attribute built from the start, not a screening mechanism at the end.

Under the conventional Six Sigma (60) quality benchmark, which incorporates an assumed
long-run mean shift of 1.50, a process produces about 3.4 defects per million opportunities, or a
nondefect rate of 99.99966 percent. Without that shift, a centered normal process with two-sided
specification limits at +60 would have a much smaller defect probability. Statistical quality
control (SQC) has managers continuously monitor all phases of production to build quality in
from the beginning. Statistical process control (SPC) takes statistical samples of product
components at each production stage, plots results on a control chart, and flags variances beyond
acceptable limits for correction before defective output accumulates. Together, SQC and SPC save
time and money by catching problems early.

ISO 9000 is a family of international standards for systems of quality management developed
by the International Organization for Standardization, a federation of national standards bod-
ies. Independent certification bodies assess whether a firm’s quality management system meets
the relevant requirements, and some large buyers require that certification from suppliers. The
ISO 14000 family similarly addresses environmental management systems. The two families use
compatible structures, allowing firms to integrate their quality and environmental processes.

Supply Chain Management

Logistics covers the activities required to get the right quantity of a product to the right place
at the right time and cost. A supply chain is the sequence of firms, from raw material suppli-
ers through processors, assemblers, distributors, and retailers, that collectively create and deliver
a good or service to the final customer. Supply chain management integrates information
and logistics across that sequence. Done well, it can improve quality, reduce costs, increase re-
sponsiveness, and support deeper partnerships with key suppliers. Digital systems now permit
near-real-time coordination among firms once separated by paper orders and telephone calls.
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Operations in the Service Sector

Service operations management focuses on creating a consistently positive customer experience
rather than managing physical production throughput. Key challenges include the labour-intensive
nature of service delivery, the impossibility of inventorying services, and the difficulty of measuring
quality. Traditional productivity metrics, such as worker hours per unit of output, do not capture
quality improvements, so they can understate productivity in the service sector. Better measures
track delivery speed and customer satisfaction alongside cost.

Technology is the primary driver of service productivity gains. For example, ATMs transformed
banking, UPC-enabled checkout transformed retail, and computerized order management and
Internet-based self-service continue to push service productivity upward. Interactive services shift
work to the customer at near-zero marginal cost and allow service firms to scale without propor-
tional staff increases.

Manufacturing Processes and Modern Production Techniques

Manufacturers choose between two fundamental transformation paths. Process manufacturing
physically or chemically changes materials, such as boiling, smelting, and refining. The assembly
process attaches components together into a finished product, such as a vehicle on an assembly
line or electronics on a bench. Production runs are either continuous (long, steady output of
identical items, as in a chemical plant) or intermittent (short runs reconfigured frequently for
custom or varied products, as in a job shop). Modern flexible technology has made intermittent
processes nearly as cost-competitive as continuous ones.

Seven techniques define contemporary manufacturing practice. Materials requirement plan-
ning (MRP) is a computer-based system that translates a production schedule and bill of ma-
terials into time-phased requirements for parts and materials. Its broader successor, enterprise
resource planning (ERP), integrates functions such as finance, human resources, purchasing,
production, and order fulfilment on a shared data platform.

Just-in-time (JIT) inventory control keeps minimum inventory on hand and relies on suppliers
to deliver components precisely when needed at the assembly line. JIT eliminates warehousing
costs and reduces obsolescence and damage risk, but demands supplier reliability and is vulnerable
to supply disruptions from weather, border delays, or labour action.

Purchasing has evolved from managing large supplier pools toward cultivating deep partnerships

with a small number of highly reliable suppliers who share information, co-develop quality stan-
dards, and often locate facilities nearby. Internet-enabled purchasing platforms further reduce
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transaction costs and expand the supplier search radius.

Flexible manufacturing uses adaptable machines and software to perform multiple tasks and
produce a variety of products. Reprogramming equipment can greatly reduce retooling time and
the cost of product variety. Lean manufacturing seeks to create more value with fewer resources
by continuously eliminating waste, improving flow, and addressing the causes of defects and delay.

Mass customization tailors products to individual specifications at costs approaching those of
mass production. Flexible manufacturing and digital design tools make this possible by sending
customer specifications directly to production equipment without stopping work for other cus-
tomers. Computer-aided design (CAD) uses software to design and modify products in two
or three dimensions. Computer-aided manufacturing (CAM) translates those designs into
machine instructions on the production floor. Their integration, computer-integrated manu-
facturing (CIM), links design changes directly to production and can substantially reduce the
time required to reprogram equipment.

8. Finance

Role of Finance and Financial Managers

Finance is the business function that acquires funds for the firm and manages those funds within
the firm. Financial management is the process of managing those resources so the organiza-
tion can meet its objectives without running into liquidity stress. Financial managers analyze
accounting information, forecast funding needs, advise top management on strategy, and control
how cash moves through operations.

In practical terms, finance is where growth ambition meets operating reality. A firm can have a
strong product and still fail because of undercapitalization, poor cash flow management, or inad-
equate expense control. Financial managers therefore monitor inflows and outflows continuously,
because timing mismatches, not only total profitability, can create immediate risk.

Financial Planning, Forecasting, Budgets, and Control

Financial planning has three linked elements: forecasting, budgeting, and control. A short-term
forecast predicts revenue, costs, and expenses for one year or less. A cash flow forecast estimates
when cash will actually enter and leave the business over future months or quarters. A long-term
forecast extends beyond one year and supports decisions about expansion, new facilities, product
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development, and strategic direction.

The core point is that planning is not about perfect prediction; it is about preparing early for
funding pressure and allocating resources before constraints become emergencies. Strong forecasts
let a firm arrange borrowing in advance, negotiate better terms, and avoid expensive last-minute
financing.

A budget is a financial plan that sets management expectations for revenue and allocates resources
accordingly. Three budgets are central. The operating (master) budget integrates expected
revenues and operating costs across departments. The capital budget sets spending plans for
long-lived asset purchases such as buildings, machinery, and major systems. The cash budget
projects periodic cash inflows and outflows to identify surpluses and shortfalls before they occur.

Financial control compares actual results against budgeted values and investigates variances.
This process creates accountability, reveals where assumptions were wrong, and feeds adjustments
back into the next planning cycle. Without control, budgeting becomes paperwork; with control,
it becomes decision infrastructure.

Why Firms Need Funds

Organizations require funds continuously for day-to-day operations, credit management, inventory
acquisition, and capital expenditures. Operating obligations such as payroll, taxes, rent, and
supplier payments are not optional, so liquidity must be planned, not improvised.

Credit and inventory policies are also finance decisions. More generous customer credit can in-
crease sales but ties up funds in accounts receivable. More inventory can support service levels
but consumes cash and increases holding risk. Effective finance balances service reliability with
disciplined use of working capital.

Short-Term Financing

Short-term financing generally covers funding needs of one year or less. Trade credit allows
firms to buy now and pay later, often with terms like 2/10, net 30. A promissory note is a
written promise to pay a specific sum by a specific date. Family-and-friend lending is common in
very small firms but can create relationship risk if terms are unclear.

Banks and other lenders provide several instruments. A secured loan is backed by collateral; an

unsecured loan is not. A line of credit (LOC) lets a firm borrow up to a stated limit and
may be secured or unsecured. A revolving credit agreement is a committed line that can be
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borrowed, repaid, and borrowed again, usually for a fee. Commercial finance companies lend
to riskier borrowers, often at higher rates, in exchange for stronger security claims.

Firms can also use factoring, which is the sale of accounts receivable at a discount for immediate
cash, and commercial paper, which consists of large unsecured promissory notes issued by highly
creditworthy firms and maturing within 365 days.

Long-Term Financing

Long-term financing supports investments whose returns unfold over multiple years, such as
plant expansion, equipment modernization, and strategic market entry. The two broad routes are
debt financing and equity financing. Debt raises money through borrowing and creates fixed
repayment obligations. Equity raises money from owners or investors and shares upside through
ownership claims.

Capital structure decisions are strategic because they alter risk, control, and flexibility. Debt
is usually cheaper than equity when business conditions are stable, but it increases mandatory
payments. Equity reduces pressure from fixed payments but can dilute existing owners’ control.

Debt Financing: Loans and Bonds

Long-term borrowing from financial institutions typically uses a term loan agreement that
specifies repayment instalments over a defined period. Debt pricing follows the risk/return
trade-off: lenders charge higher rates when uncertainty about repayment increases.

A bond is a long-term debt instrument that requires periodic interest payments and principal
repayment at a specified maturity date. Firms with strong credit can issue debenture bonds,
which are unsecured and rely primarily on reputation and expected cash flows. Some issues include
a sinking fund to set aside money for repayment over time, reducing default risk for investors.

Debt can preserve managerial control because creditors do not normally vote on operations, and
interest is generally tax deductible. The cost is rigidity: missed interest or principal payments can

trigger legal and reputational consequences.

Equity Financing: Shares and Ownership

Equity can be raised through retained earnings, venture funding, and share issuance. Venture
capital provides funds to emerging firms with high growth potential in exchange for ownership
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and influence. An initial public offering (IPO) is the first public sale of a corporation’s shares.

Stocks represent ownership claims. A stock certificate (now mostly electronic in practice)
evidences share ownership. Dividends are distributions of part of profits to shareholders and are
not usually legal obligations in the same way bond interest is.

Common shares provide voting rights and residual claims on profits and assets. Preferred
shares generally provide priority in dividend payments and prior claims over common shareholders
in liquidation, but usually without voting rights. Preferred shares often resemble bonds because
they can carry fixed dividend terms.

9. Ethics and Social Responsibility

Ethics Beyond Legality and Common Dilemmas

Ethics refers to standards of moral behaviour accepted as right or wrong. Legality and ethics
overlap but are not identical. Laws define minimum enforceable boundaries; ethics asks what
responsible conduct requires even when no law compels it. A decision can be legal yet still damage
trust, fairness, or dignity.

An effective decision screen asks three questions: Is it legal? Is it balanced and fair to affected
parties? How will it make me feel if publicly disclosed? This structure does not remove ambi-
guity, but it forces decision makers to confront consequences rather than hiding behind technical
compliance.

Many business choices are ethical dilemmas: situations where available options all carry mean-
ingful costs. Pressure to meet targets, keep a manager satisfied, or protect short-term performance
can rationalize actions that erode long-term integrity. Organizations therefore need systems that
make ethical reasoning routine, not exceptional.

Ethical culture begins with individual choices but is amplified by incentives, leadership behaviour,

and peer norms. Written values alone do little if reward systems signal that results matter more
than methods.
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Management’s Role and Ethics Codes

Management sets the ethical tone through visible conduct, resource allocation, and enforcement
consistency. Two main code structures appear in practice. Compliance-based ethics codes
focus on preventing illegal behaviour through rules, monitoring, and penalties. Integrity-based
ethics codes define guiding values, encourage judgement, and stress shared accountability across
the organization.

Both approaches are useful, but they solve different problems. Compliance systems reduce legal
exposure; integrity systems shape discretionary behaviour in gray areas where rules alone are
insufficient.

Building an Effective Ethics Program

Effective ethics programs generally include six elements: explicit support from top management,
clear employee expectations, training on ethical implications of decisions, accessible channels to
the ethics office, communication to external partners, and credible enforcement.

The last element is decisive. If misconduct has no consequence, the organization teaches employees
that ethics is symbolic. If enforcement is timely and fair, employees learn that standards are real.

Whistleblowing and Accountability

Whistleblowers report illegal or unethical behaviour that internal systems may otherwise conceal.
Protection against retaliation is essential because fear of career loss silences reporting even in firms
with formal hotlines. Strong accountability frameworks therefore combine confidential reporting
channels with procedural safeguards and independent investigation.

Regulatory reforms after major scandals have increased expectations for governance, board over-
sight, and disclosure reliability. The strategic goal is not only punishment after failure, but earlier

detection that prevents larger stakeholder harm.

Corporate Social Responsibility and Stakeholder Responsibility

Corporate social responsibility (CSR) is the business commitment to the welfare of stakehold-
ers and society, not only shareholders. CSR can be viewed through four operational dimensions:
corporate philanthropy (charitable giving), corporate social initiatives (programs tied to
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company competencies), corporate responsibility (day-to-day responsible conduct across em-
ployment, product safety, and operations), and corporate policy (positions on social and political
issues).

Debate persists between a strategic view that puts shareholders first and a pluralist view that
gives greater weight to multiple stakeholders. In practice, firms that sustain trust over time tend
to integrate both profitability discipline and stakeholder responsibility rather than treating them
as mutually exclusive.

Responsibility to customers means delivering safe, reliable offerings that create value and respond-
ing honestly when failures occur. Responsibility to investors includes truthful disclosure and rejec-
tion of manipulation such as insider trading. Responsibility to employees includes fair treatment,
meaningful development, and safe working conditions. Responsibility to society includes wealth
creation, tax contribution, institutional trust, and support for social stability.

These responsibilities are not independent silos. Persistent failure in any one area eventually feeds
back into financing cost, talent retention, brand strength, and regulatory pressure.

Environment, Auditing, and Sustainability

Business responsibility to the environment includes reducing harm from emissions, waste, and
unsafe operating practices while investing in cleaner processes. Progress cannot rely on rhetoric;
it must be measured. A social audit systematically evaluates an organization’s progress toward
socially responsible goals.

Many firms now report performance using a triple bottom line (TBL) framework: economic,
social, and environmental outcomes. Sustainable development means integrating all three
dimensions into decision making so present gains do not undermine future viability.

International Ethics and Supply Chains

Ethical responsibility extends beyond domestic operations. Global firms must govern supplier con-
duct across labour standards, human rights, environmental practices, and anti-corruption rules.
Differences in local custom do not eliminate accountability; they increase the need for clear stan-
dards, independent verification, and credible remediation.

Global enforcement remains uneven, but reputational and investor pressure increasingly penalizes

firms that tolerate abusive behaviour in their supply chains. Competitiveness over the long run
now depends as much on governance quality as on cost efficiency.
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10. Leadership

Management Roles in a Changing Environment

Modern organizations operate amid rapid technological change, intense global competition, and
shifting workforce expectations. In that setting, management is no longer mainly about giving
orders; it is about coordinating scarce resources (human, financial, and physical) to produce
results through people. The contemporary manager is expected to coach, communicate, and
adapt rather than simply monitor and discipline.

Management is the process of accomplishing organizational goals through planning, organizing,
leading, and controlling people and other organizational resources. Because employees now often
possess specialized knowledge that managers do not, the managerial role increasingly emphasizes
collaboration, trust, and performance support.

Four Functions of Management

The core functions are tightly connected. Planning sets direction by identifying goals, strat-
egy, and priorities. Organizing aligns people, tasks, authority, and resources to execute plans.
Leading creates commitment through communication, motivation, and guidance. Controlling
compares actual performance against standards and applies corrective action where needed.

In strong organizations, these are not separate silos. Planning informs organizing; organizing
creates the structure for leadership; leadership drives execution; and control feeds new information
back into the next planning cycle.

Planning Foundations, SWOT, and Planning Horizons

Effective planning begins with identity. A vision explains why the organization exists and where
it intends to go. Values are the core beliefs that guide decisions and stakeholder treatment. A
mission statement translates vision and values into a practical statement of purpose. Goals
are broad, long-term targets. Objectives are specific, short-term, measurable outcomes used to
move toward those goals.

This sequence matters. When objectives are detached from mission and values, firms may hit
short-term numbers while weakening long-term trust or strategic coherence.
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A key tool is a SWOT analysis, which evaluates internal strengths and weaknesses along with
external opportunities and threats. The point is not description alone; it is strategic choice.
Managers use SWOT results to decide where the firm can win, where it is exposed, and where
resources should be concentrated.

Planning unfolds across several levels. Strategic planning sets broad long-term direction and ma-
jor resource commitments. Tactical planning converts strategy into departmental priorities and
medium-term targets. Operational planning sets day-to-day and week-to-week work standards
and schedules. Contingency planning prepares alternatives if assumptions fail; crisis planning
is its rapid form for sudden disruptions that require an immediate, coordinated response.

Decision Making, Problem Solving, and Organizing Structures

All management functions require decisions. Decision making is choosing among alternatives,
usually through a structured process: define the situation, gather information, develop alternatives,
build agreement, choose, implement, and assess results. The quality of decisions depends on both
analysis and execution discipline.

Problem solving handles recurring operational issues more quickly and with less formality than
major strategic decisions. Common techniques include brainstorming, where teams generate
many uncensored options, and PMI, where alternatives are evaluated by listing Pluses, Minuses,
and Interesting implications. These tools improve clarity and reduce reactive, personality-driven
choices.

Organizing translates plans into a working system. An organization chart visually maps report-
ing relationships and accountability. Most firms include three levels: top management (strategic
direction), middle management (tactical execution and coordination), and supervisory man-
agement (direct oversight of frontline work).

The rise of firms centred on customers and organized as networks has made organizing more
dynamic. Managers now coordinate not only internal functions but also suppliers, channel partners,
and cross-functional teams that span traditional boundaries.

Managers need a blend of technical skills, human relations skills, and conceptual skills.
Technical skills are most important at supervisory levels, where process execution is close to the
work. Human relations skills are essential at every level because results are achieved through
people. Conceptual skills become increasingly important at higher levels, where leaders must
integrate tradeoffs across the whole system.
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Strong managers adjust this skill mix as responsibilities change rather than assuming what worked
in one role will automatically work in the next.

Leadership Styles and Situational Fit

Leadership is not identical to management. Managers stabilize and coordinate systems; leaders
define direction, align people, and drive change. In practice, firms need both capacities operating
together.

Three classic styles illustrate situational fit:

1. Autocratic leadership is useful when speed, clarity, and compliance are critical.

2. Participative (democratic) leadership improves commitment and quality when employ-
ees have useful input and buy-in matters.

3. Free-rein (laissez-faire) leadership can work with highly skilled, self-directed profession-
als when objectives are clear and accountability remains strong.

No single style is always best. Effective leaders diagnose the context, adapt behaviour, and main-
tain standards regardless of style.

Empowerment and Knowledge Management

Leadership quality increasingly depends on how well firms distribute decision capacity. Empower-
ment gives employees authority and responsibility to solve problems for customers quickly. This
only works when employees are properly prepared.

Knowledge management is the process of finding, organizing, and sharing critical information
so people across the organization can use it effectively. Enabling systems, mentoring, and internal
networks reduce duplicated effort, speed learning, and improve consistency of execution.

Controlling Performance in Firms Oriented Toward Stakeholders

Control is not punishment; it is disciplined feedback. The process is to set clear standards, measure
actual performance, compare outcomes against plan, communicate results, and apply corrective
action. Standards must be specific, measurable, attainable, relevant, and time-bounded if control
is to be meaningful.
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Modern firms also monitor stakeholder outcomes, not only financial results. External customers
(buyers, distributors, end users) and internal customers (employees and departments served by
other units) both affect long-run performance. Customer satisfaction, quality consistency, and
process reliability therefore become central control metrics alongside profit.

11. Human Resource Management: Finding and Keeping the Best
Employees

Strategic Importance of HRM

Human resource management (HRM) is the process of determining human resource needs
and then recruiting, selecting, developing, motivating, evaluating, compensating, and scheduling
employees to achieve organizational goals. HRM is now strategic because workforce capabilities
can be a major source of durable advantage in service and knowledge-intensive markets.

The central HR challenge is no longer administrative processing; it is talent quality, retention, and
alignment with business strategy. Organizations that treat HRM as a back office function usually
underperform in innovation, customer service, and execution consistency.

Human Resources Planning, Recruitment, and Selection

HR planning follows five steps. First, prepare a human resources inventory of current workforce
skills and characteristics. Second, conduct a job analysis. Third, forecast future labour demand.
Fourth, assess likely labour supply. Fifth, build a strategic HR plan for recruitment, selection,
training, evaluation, compensation, scheduling, and career management.

A job description defines duties, responsibilities, conditions, and reporting relationships for a
role. Job specifications define the minimum qualifications needed by the person doing that role.
This distinction is essential: one statement describes the work; the other describes the worker
profile required.

Recruitment is the set of activities used to obtain a sufficient number of the right people at
the right time. Internal sources include transfers, promotions, and employee referrals. External
sources include advertisements, campus placement, agencies, online platforms, and professional

networks.

Recruitment difficulty rises when labour markets tighten, required skills evolve rapidly, and or-
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ganizational reputation or compensation is less competitive. Legal and equity requirements also
shape recruiting methods, requiring fair and defensible processes.

Selection is the process of gathering information and deciding who should be hired, under legal
guidelines, in the best interest of both the individual and the organization. A typical sequence is
application screening, interviews, testing, background verification, and probationary assessment.

Where demand fluctuates, firms may use contingent workers such as part-time staff, temporary
workers, contractors, interns, or seasonal hires. This can increase flexibility and reduce fixed labour
cost, but requires careful onboarding and quality control to protect service standards.

Training, Development, and Empowerment

Training and development improve productivity by increasing employee capability. Training
generally targets short-term performance; development builds longer-term capacity. Standard
methods include employee orientation, on-the-job training, apprentice programs, off-
the-job training, online training, vestibule training, and job simulation.

Strong training systems follow a cycle: assess needs, design interventions, implement, and evaluate
impact. Spending on training is productive only when linked to measurable performance outcomes.

Empowerment gives employees authority and accountability to respond quickly to operational and
customer issues. The enabling condition is preparation: organizations must provide information,
tools, and support systems before expecting autonomous high-quality decisions.

Performance Appraisal

Performance appraisal evaluates employee performance against established standards to sup-
port decisions on promotion, compensation, training, and termination. A robust process sets clear
standards, communicates expectations, evaluates actual performance, discusses results, applies
corrective action, and uses outcomes for personnel decisions.

Appraisal systems fail when standards are vague or when feedback is delayed and inconsistent.

They succeed when standards are explicit, managers are trained to evaluate fairly, and follow-up
action is credible.
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Compensation, Benefits, and Flexible Scheduling

Compensation systems include salary, hourly pay, piecework, commission, bonus, profit-sharing,
gain-sharing, cost-of-living adjustments, and stock options. Design choices should align incentives
with desired performance while keeping total labour cost sustainable.

Pay equity means equal pay for work of equal value. It evaluates roles using neutral criteria such
as skill, effort, responsibility, and working conditions. Compliance with pay equity is both a legal
and organizational trust issue.

Fringe benefits are non-wage compensation elements such as health plans, pensions, leave pro-
visions, and insurance. Cafeteria-style benefits (flexible benefits plans) allow employees to
choose benefit mixes up to a set value, improving perceived fairness across different life stages and
needs.

Scheduling is a strategic HR decision, not only an administrative one. A flextime plan allows em-
ployees some control over start and end times while maintaining required hours and core coverage.
A compressed workweek keeps total hours constant across fewer days. Job sharing allows
two part-time employees to split one full-time role. Telework models similarly reduce commuting
and can increase retention.

These arrangements can improve morale and productivity, but they require role suitability, man-
agerial trust, communication discipline, and clear performance expectations.

Career Movement and Employee Exit

Employees move through organizations via promotion, reassignment, retirement, and termination.
Flat structures reduce upward slots, so lateral movement and skill expansion become central career
tools.

Monitoring exits is critical. A common annual turnover rate is

departures during the year

Turnover rate = x 100%.

average employee headcount during the year

Organizations should state whether the numerator includes all departures or only voluntary ones.
Exit interviews and trend analysis help identify systemic retention issues before they become costly
talent drains.
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Legal Framework, Equity, and Workplace Protection

HR decisions are shaped by human rights, employment standards, disability protections, and age-
related employment rules. Employment equity seeks to correct historical underrepresentation
of designated groups through active opportunity measures. Legal interpretation can also generate
debates around reverse discrimination (the unfairness that unprotected groups may perceive
when protected groups receive preference in hiring and promotion), requiring careful policy design
and transparent selection criteria.

For managers, the key implication is practical: every major HR action, hiring, compensation, disci-
pline, termination, and accommodation, must be both operationally sound and legally defensible.
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