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Chapter 1 - THE BUSINESS
ORGANISATION AND ITS EXTERNAL \{~
ENVIRONMENT O

1. The purpose and types of business organisation Q/C)

Business organisations span a wide spectrum from comm @1 Q( -profits, including
public sector organisations and non-governmental organ ns (

Commercial Businesses: These are profit-oriented hat us on producing goods or services
for sale. Their primary goal is to generate reven ensu¢ tability for their shareholders.
Non-Profit Organisations: Unlike commerci $esses profits aim to serve a social or
charitable purpose without the mtentlo kmg Any surplus revenues are reinvested into
the organisation to further its mISSIO

Public Sector Entities: These org ns ar@( of the government and are funded by taxpayer
money. They provide essentia serV|c h as education, healthcare, and public safety.

NGOs: Operating independentWy of go ent control, NGOs focus on addressing social,
environmental, or political issues. T Qly on donations and grants for funding.

Common Features of Busi rganisations
Despite their differenggs; usiness organisations share certain fundamental features:

Structure: Organis@ns have a defined structure that outlines the roles and responsibilities within
the organisati& nsure effective management and operation.

Purpose: drganisation has a clear purpose or mission that guides its activities, whether it's to
make a@ﬁ , serve the public interest, or address specific issues.

Ma ment: Effective management is crucial for the success of any organisation, involving
@ning, organizing, leading, and controlling the organisation's resources.

Differences Among Types of Business Organisations

The main distinctions among various types of business organisations lie in their goals, sectors they
operate in, and their modes of operation:
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Goals: While commercial entities aim for profitability, non-profits seek to fulfil a mission, and public
sector entities aim to provide public services.

Sectors: Business organisations operate in various sectors, including the private sector (commercial
businesses), the public sector (government entities), and the third sector (non-profits and NGOs).

Operation Modes: The way these organisations operate also differs, with commercial businesses
focusing on market competition, non-profits on service delivery and fundraising, and public sector
entities on regulatory compliance and public accountability. R l

Understanding these aspects is crucial for anyone looking to engage with or manage a business
organisation effectively, as it helps in developing strategies that align with the organisation's nature O
and goals. @

2
Q

2. Stakeholders in business organisations (Q

decisions and activities of the business. Their interests can be tly or p\ONgegtly affected by the
business's actions, objectives, and policies. @

Stakeholders in a business can be categorized based on t@rela z'p and level of interaction
with the business. They can be broadly grouped intq t?&types{: rnal, connected, and external
th the

stakeholders. Each type has a distinct role and int@t @ ess's operations and outcomes.

*O
Internal Stakeholders \@ Sgé

Internal stakeholders are those withy organisaNon who are directly involved in its day-to-day
operations and strategic decisio iy Th@up includes:

Employees: Individuals woer varimﬂ@ls within the company, affected by its policies,
culture, and success.

Stakeholders in a business are individuals, groups, or organisations that havzan erest in the

*
Management: The executives and Qgers responsible for making significant decisions and guiding
the company's direction. K

Connected Stakehold@?\9

Connected stake c@rs have a direct financial or business relationship with the company but are
not part of its\'r al structure. This category includes:

Investors:@deuals or entities that provide capital to the company in exchange for equity or debt
securit@n erested in the financial performance and return on their investment.

Su s and Vendors: Businesses that provide goods or services to the company. Their success is
@n closely tied to the company's operational efficiency and payment practices.

%Qartners: Entities that collaborate with the company on joint ventures or strategic alliances. Both
parties are interested in the success of their mutual endeavours.

Owners/Shareholders: The individuals or entities that legally own shares of the company. They are
interested in the profitability, sustainability, and growth of the business.

Customers: Individuals or organisations that purchase and use the company's products or services.
They are primarily concerned with the value, quality, and availability of these offerings.
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External Stakeholders

External stakeholders are not directly involved in the business operations but are affected by or can
influence its outcomes. This group comprises:

Regulatory Authorities: Government agencies and bodies that regulate industry standards,
compliance, and ethical practices. They ensure that the company operates within legal and ethical

frameworks.
oF

Community and Society: The broader community and societal groups that may be impacted by the O
company's operations, including its environmental and social footprint.

Understanding and managing the expectations and needs of these diverse stakeholder grou@i0
crucial for a company's sustainability, growth, and social responsibility. Q

Stakeholder Conflict

Stakeholder conflict arises when the diverse interests and obJe ves of dif g?akeholders ina
business clash. Given the variety of stakeholders involved wi sme mg from employees,
management, investors, to customers, suppliers, and the nlt group has its own set of
expectations and objectives. Conflicts can occur due to diff nce |or|t|es such as profitability
versus environmental sustainability, short-term gains S Ion growth or employee benefits
versus cost-cutting measures. Managing these cor@s eqw reful negotiation, communication,
and sometimes compromise, to align stakehol eres osely as possible with the strategic

objectives of the business. @ K
QY QO

Mendelow's Power-Interest Q‘Ba too in stakeholder management to help businesses
identify and prioritize their s&eholders @ed on two key criteria: the power they hold and their
level of interest in the business's actig& The matrix helps in strategizing communication and
engagement with stakeholders tg e their expectations and influence effectively. It divides
stakeholders into four categor“ a 2x2 grid:

Mendelow's Power-Interest Mattri

?ey Players): These stakeholders have significant influence over the
rest in its operations. They should be actively engaged and their concerns
ty in decision-making processes.

High Power, High Int
business and a keegry
should be giv

*

High P@, Low Interest (Keep Satisfied): Although these stakeholders have the power to impact
the {ness, their interest might be low. It's important to keep them satisfied but not to over-
@m nicate, to avoid overwhelming them with information they might find irrelevant.

% Low Power, High Interest (Keep Informed): These stakeholders are highly interested in the business
but lack the power to significantly influence it. Keeping them informed and maintaining good
relations is important for support and feedback, but decision-making may not necessarily prioritize
their demands.
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Low Power, Low Interest (Minimal effort): Stakeholders in this category have minimal impact on
and interest in the business. While it's important to monitor them and keep them on the radar, they
require the least amount of attention compared to other groups.

Mendelow's Matrix is a dynamic tool, meaning that stakeholders can move between quadrants as
their interests and power levels change. Regularly assessing stakeholders' positions in the matrix can
help a business adapt its stakeholder management strategies to current conditions, ensuring R l

effective communication and minimizing conflicts.

3. Political and legal factors affecting business \Q

2
Q

PEST analysis is a strategic tool used by businesses to identify and analyse exter cro-
environmental factors that could impact their operations and strategic deC| &ST stands for
Political, Economic, Social, and Technological factors. By exarr% thes companies can gain
insights into the broader landscape in which they operate nticipate changes,
adapt strategies, and create more resilient business plan

Political and Legal Factors Affecting Businesses
Political and legal factors are critical comp@f the ﬁ analysis, as they encompass the
y i

PEST Analysis

regulatory and political environment tha gnifi fluence business operations. These
factors include:

Government Policies: Changes i

yon, tr@nffs, labor laws, and environmental regulations
can affect business costs and

accesO
¥

Political Stability: Stability or Wstabilijia{fects business confidence and investment. Political unrest
can lead to disruptions in operation planning

Legal Framework: Laws governg usiness operations, consumer protection, employee rights, and
competition impact how bu es operate and compete.

market opportunitie competitive landscapes.

Three Lev@if}olitical Systems

Organi@ns must navigate political systems at three levels: global, national, and local. Each level
has j n set of influences and considerations:

Trade Regulations: I@g nal, national, and regional trade agreements or restrictions shape

al

orld Trade Organisation (WTO): Sets global rules for trade between nations, aiming to ensure that
trade flows smoothly, predictably, and as freely as possible. Businesses must adhere to WTO
agreements and rulings, which can affect tariffs, trade barriers, and dispute resolutions.

European Union (EU) Legislation: For businesses operating within or with the EU, adherence to EU-
wide regulations is mandatory. This includes regulations on product standards, labor laws,
environmental protection, and data privacy (e.g., GDPR).
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National

National Government Policy: Businesses must comply with the laws and regulations set by the
countries they operate in. This includes tax policies, employment laws, health and safety standards,
and industry-specific regulations. National policies on economic development, foreign investment,
and trade can also influence business strategies.

Local
Local Government Departments and Councils: Local regulations, zoning laws, property taxes, and

business licenses are administered by local government bodies. These can affect where a business

government initiatives supporting businesses or infrastructure developments can also impact

can operate, what facilities they can build, and the local resources they can access. Local @O

business opportunities.

Understanding and adapting to these political and legal environments at all three levels are@&
for businesses to navigate risks and leverage opportunities effectively. It requires ongoin
monitoring and analysis, given the dynamic nature of political and legal contexts acros rent

geographies. O
Data Protection and Data Security @

Data protection and data security are closely related cong igrthe information technology
and cybersecurity, but they focus on slightly different as of rQa ing and safeguarding data.

Data Protection @ 2 0
Data protection refers to the policies, pro%
or sensitive data from unauthorized a 3 re, disruption, modification, or destruction.

c% measures designed to protect personal
P\
The goal of data protection is to en% ivacy gndompliance with laws and regulations governing

data privacy, such as the Genera rotecyf®a Regulation (GDPR) in the European Union, the
California Consumer Privacy A) in tQeYInited States, and others around the world. Data
protection measures include? 0

Legal and Regulatory Compliance; |ng that data handling practices conform to relevant laws
and regulations to protect indiv'@ rivacy rights.

Data Privacy Policies: Devel clear policies regarding the collection, use, storage, and sharing of
personal or sensitive

dat
Access Control: Rest@.;;access to sensitive data to authorized personnel only.
Data Minimiz@ ollecting only the data that is directly necessary and relevant for the intended

purpose. E .
Dat@urity

security, on the other hand, focuses more on the technical and physical safeguards that protect
ta from malicious attacks, breaches, and accidental loss. It encompasses the tools and techniques
used to prevent unauthorized access, ensure data integrity, and protect data against threats such as
hacking, malware, and phishing attacks. Key aspects of data security include:

Encryption: Transforming data into a coded format that can only be accessed with the correct
decryption key, making it unreadable to unauthorized users.
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Firewalls and Antivirus Software: Using software tools to protect against unauthorized access and
detect and eliminate malware.

Intrusion Detection and Prevention Systems (IDPS): Monitoring networks and systems for
suspicious activity and responding to detected threats.

Data Backup and Recovery: Creating regular backups of data to prevent loss and ensure that data
can be recovered in the event of a system failure or cyberattack.

While data protection is more concerned with the privacy rights and lawful handling of data, data %
security focuses on protecting data from external threats and breaches. Both are crucial for

maintaining the confidentiality, integrity, and availability of data, and they often overlap in practice. O
Businesses and organisations must implement both strong data protection policies and robust data @
security measures to safeguard sensitive information and comply with regulatory requirements.

%,
4. Macroeconomics Factors Q\

Macroeconomics is a branch of economics that studies the behavior and perfor of an
economy as a whole. It focuses on aggregate phenomena, such as gross do%i roduct (GDP),

unemployment rates, national income, price indices, and the 'r@lati ng these various
sectors of the economy. Macroeconomics aims to understa@w t Omy operates and to
develop policies that can improve economic performanc Q Key areas of study in

macroeconomics include: v K

Economic Growth
This area examines the factors that con @rm increases in national income and output,
exploring how economies can achie tamable h. Economic growth is crucial for improving
living standards and reducing po p

Inflation

Inflation refers to the rate at whj general level of prices for goods and services is rising,
eroding purchasing power. M conomists study the causes of inflation, such as demand-pull
inflation, cost-push inflati built-in inflation, and its effects on the economy. They also analyse

policies to control mﬂa;;“~

Unemploymeg&

Unemploy, t*analysis focuses on the reasons why people are unemployed and the various types
of une@ ent, including frictional, structural, cyclical, and seasonal unemployment.
Und@a ding unemployment is essential for developing policies to maintain a healthy level of

pl®¥yment in the economy.

Fiscal Policy

Fiscal policy involves the use of government spending and taxation to influence the economy.
Governments can use fiscal policy to stimulate economic growth during a recession or to cool down
an overheating economy.

Disclaimer: © 2024 The ExP Group. Individuals may reproduce this material if it is for their own private study use only. Written

permission needs to be obtained in advance if you are planning on using them on a training course you're delivering. Reproduc tion by

any means for any other purpose is prohibited. These materials are for educational purposes only and so are necessarily simp lified and Page 10
summarised. Always obtain expert advice on any specific issue. Refer to our full terms and conditions of use. No liability for damage g
arising from use of these notes will be accepted by the ExP Group.



ACCA BT | ExPress Notes The ExP Group

Monetary Policy

Monetary policy concerns the management of the money supply and interest rates by central banks.
It is used to control inflation, manage employment levels, and stabilize the currency. Monetary
policy tools include open market operations, discount rate adjustments, and changes in reserve
requirements.

International Trade and Finance

This area examines how countries interact through trade and financial flows. It includes the study b@
exchange rates, balance of payments, and the impact of trade policies and agreements on natlonal

economies.
Macroeconomics plays a crucial role in shaping economic policy and decision-making national
and international levels. By understanding macroeconomic indicators and theorie itymakers
and economists can better address economic challenges, such as inflation, une ment, and

recession, thereby promoting economic stability and growth. %

<&
& <

Trade Cycles g

Trade cycles, also known as business cycles or eco cycl to the fluctuations in economic
activity that an economy experiences over a perj t|me bée cycles are characterized by
periods of expansion (growth) followed by C tion ( on) which repeat in a somewhat
regular pattern. Understanding trade cycI C|aI cymakers businesses, and investors, as
they impact decision-making processe t ent employment, and economic policy.

Phases of Trade Cycles Q@ @

A typical trade cycle consists O\four @ ases:

N

Expansion (Recovery or Boo ing this phase, economic activity increases, marked by rising

GDP, employment, incom , and consumer spending. Businesses invest more due to higher
demand for goods and 5% es, and confidence in the economy grows. This phase may also see

inflation as demand ces supply.

;}arks the transition from expansion to contraction. At this point, the economy is
iTs highest output level without leading to inflation. Employment is high, and economic
re at their maximum levels. However, overheating can occur, with high inflation rates

ng policymakers to intervene, often leading to the next phase.

Peak: The
operati
indica

% Contraction (Recession): During contraction, economic activity declines from its peak. GDP falls,
leading to decreased consumer spending, lower production levels, reduced income, and increased
unemployment. Businesses may cut back on investments, and consumer confidence declines. If a
recession is severe or prolonged, it may be termed a depression.
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Trough: This phase marks the bottom of the cycle, where economic activity is at its lowest.
Indicators like output, employment, and investment have bottomed out, and the economy is ready
to start a new phase of expansion as conditions begin to improve.

Causes of Trade Cycles
Several theories attempt to explain the causes of trade cycles, including:

External Shocks: Natural disasters, oil price shocks, and geopolitical events can trigger economic
fluctuations.

Monetary Factors: Changes in money supply and interest rates, often due to central bank policies, @
can influence borrowing, spending, and investment. @

Technology and Innovation: Periods of technological innovation can drive expansions, Whi|%&js

of technological stagnation can lead to contractions. \
Psychological Factors: Changes in consumer and business confidence can lead to fluc sin
spending and investment. O

Importance of Understanding Trade Cycles @

Understanding trade cycles helps governments and cent ent counter-cyclical
policies to stabilize the economy. During a recession, ght |§> ce expansionary fiscal
(increasing government spending or cutting taxes) neta olicies (cutting interest rates) to
stimulate growth. Conversely, in a boom, they migMuse co |onary policies to cool down the

economy and prevent overheating.

For businesses, understanding where th my & cle can influence strategic decisions
such as expansions, contractions, an \tory ment. Investors also use knowledge of
economic cycles to make informe |5| nsa t asset allocation, seeking to optimize returns
based on expectations of econ wth traction.

Economic Theories
Classical Theory

The Classical theory, whic ged in the late 18th and early 19th centuries, primarily from the
works of economists I| m Smith, David Ricardo, and John Stuart Mill, posits that markets
function best withou nment intervention. It argues that free markets lead to efficient
allocation of resq, %, as they are guided by the invisible hand of self-interest and competition. The
theory asserts upply and demand reach equilibrium naturally, and full employment is the
norm, as p’rgs,wages, and interest rates adjust to maintain balance. Classical economists believe in
the longg perspective, focusing on the production and accumulation of wealth as the basis for
econgRM growth.

%GI% Keynesian View

The Keynesian view, named after the British economist John Maynard Keynes, emerged in the 1930s
during the Great Depression. It challenged the Classical theory, especially on the point that markets
always clear (i.e., supply always equals demand at some price level). Keynes argued that aggregate
demand—the total demand for goods and services within an economy—is the driving force of
economic activity, particularly in the short run. According to Keynesian theory, during periods of
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economic downturn, private sector demand may be insufficient, leading to prolonged
unemployment and underutilized resources. Therefore, Keynes advocated for active government
intervention through fiscal policy (e.g., government spending and tax policies) to manage demand,
stimulate economic growth, and reduce unemployment. Keynesian economics emphasizes the
cyclical nature of the economy and the role of aggregate demand in influencing economic output
and inflation.

The Monetarist View %

The Monetarist view, largely associated with economist Milton Friedman, emerged in the mid-20th O
century as a response to Keynesian economics. Monetarists emphasize the role of government's @
control over the money supply and how it influences economic activity, inflation, and employment

levels. They argue that variations in the money supply have major short-term and long-term

on the economy. According to Monetarism, the primary cause of economic fluctuations is I@ges in

the rate of growth of the money supply. Monetarists advocate for a fixed annual increasQ he
money supply, aligning with the natural growth rate of the economy, to maintain prk& ility and
economic growth. They also believe in the effectiveness of monetary policy over fi olicy and
argue for a limited role of government in the economy, suggestlng that excegsiv vernment
intervention can lead to inefficiencies and inflation. Q

Each of these theories offers a different perspective on t %@%ment in the economy, the
causes of economic fluctuations, and the best policj ?Hc ievgeecOnomic stability and growth.
While Classical economics emphasizes free mar eQn mini overnment intervention,
Keynesian economics advocates for active gov ent po{ to manage demand, and Monetarism
focuses on controlling the money supply t e eco &Ac stability.

QY «O
&L
5. Microeconomics Fact(Q 0

Microeconomics is the branch OQ omics that focuses on the actions of individuals and industries,
like the dynamics between b nd sellers, borrowers and lenders. It studies various aspects of
economic behavior, detailj ways in which individuals (or companies) reach decisions about
what to sell, whatto b much to work, and how much to save.

Microeconomics is zérned with the supply and demand in individual markets, the allocation of
resources, an cing of goods and services. It analyses market mechanisms that establish
relative prices aNdng goods and services and allocates limited resources among various uses.

. * . .. .
Microeco s also examines how these decisions and behaviours affect the supply and demand
for go d services, which determines prices, and how prices, in turn, determine the supply and
dem@ of goods and services.

%zzey concepts in microeconomics include:

a. Supply and Demand

This is the fundamental model of how buyers and sellers interact in a market. The law of demand
says that, ceteris paribus (all other factors being equal), as the price of a product falls, the quantity
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demanded of the product will usually increase, and vice versa. The law of supply states that, ceteris
paribus, as the price of a product increases, the quantity supplied will usually increase, and vice
versa.

b. Elasticity

Elasticity measures how much the quantity demanded or supplied of a product changes in response
to a change in price. It helps to understand how changes in prices will affect demand and supply

levels of goods and services. OO
Price elasticity of demand (PED) is a measure used in economics to show how the quantity @
demanded of a good or service changes in response to a change in its price. It quantitatively

describes the degree of sensitivity of consumers to price changes. If the quantity demando\u ges

significantly with a small change in price, the demand is said to be elastic. Conversely, |ftQ antity
demanded changes only a little with a significant change in price, the demand is inel

OO

Formula to Calculate Price Elasticity of Demand

The price elasticity of demand is calculated using the foIIow@ Q

QV o}
go@ s

Examples
i. Elastic Demand: Suppose the ice cream decreases from S5 to $4 (a 20%
decrease), and as a result, t n y de ed increases from 100 units to 150 units (a 50%

increase). Using the PED for

KO

The negative sign indicat Qat the direction of change is opposite (price down, quantity up), which
is always the case for . A PED value of -2.5 (ignoring the negative for interpretation) means that
the demand for thi@e cream is elastic: a 1% decrease in price leads to a 2.5% increase in quantity

demanded. Q
ii. Inel Demand: Consider a medication for which there are no close substitutes. If the price rises

fro to S55 (a 10% increase), and the quantity demanded decreases from 1000 prescriptions to
S@ prescriptions (a 1% decrease), then:

Here, the PED value of -0.1 (ignoring the negative for interpretation) indicates inelastic demand: a

10% increase in price leads to only a 1% decrease in quantity demanded. Consumers are less
sensitive to price changes due to the lack of substitutes.
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Interpretation
PED > 1: Demand is elastic. Consumers are highly sensitive to price changes.

Example: Luxury cars, such as high-end sports cars, have an elastic demand. A significant price
increase may lead to a substantial drop in quantity demanded as potential buyers might opt for
cheaper alternatives or delay their purchase, reflecting high sensitivity to price changes.

PED < 1: Demand is inelastic. Consumers are less sensitive to price changes. %

travel, and there are few immediate alternatives for most consumers. Even if the price of gasoline
increases significantly, the quantity demanded typically decreases only slightly, indicating inelastic

demand. 5@
PED = 1: Demand is unit elastic. Percentage change in price leads to an equal percent nge in
guantity demanded.

Example: Fuel (petrol / diesel). For many people, gasoline is a necessity for commuting and daily @O

Example: Certain clothing brands may have unit elastic demand for specn°| zlceCahges If the brand

raises prices by a certain percentage and sees an equivalent pe ge in quantity
demanded, it suggests that consumers are proportlonately anges for these
products.

PED = 0: Perfectly inelastic demand. Quantity degna ed do change as price changes.

Example: The demand for lifesaving medicaj ch asw%e in for diabetics, is often considered
perfectly inelastic. Regardless of price chx‘a pa ed of these medications must purchase
them, meaning the quantity demand ins c‘@nt even if the price increases dramatically.

PED = o=: Perfectly elastic deQE ConsuC,sQ will only buy at one price and no demand at any other

price.

Example: Imagine a farmers' mark re several vendors sell virtually identical organic apples at a
fixed price. If one vendor deci @ increase their price even slightly above the market rate,
consumers will switch to bu%rom the other vendors, resulting in a drop to zero demand for the

more expensive apples. Q ario reflects perfectly elastic demand, where consumers are
extremely sensitive t hanges among identical goods.

c. Market Equi um
*

This occ ere the quantity supplied of a good equals the quantity demanded at the prevailing
) The point at which market supply and demand balance each other, and, as a result, prices
stable.

% d. Market Structures

Understanding the different types of markets is crucial in economics as they describe how various
industries are structured and how businesses interact within them. Here's an overview of the main
types of markets:
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