Lesson 5

Structure of Business

You may be purchasing several itemsof your daily need fromthelocal shopkeepers. Have
you ever observed their activities?What exactly do they do? Actualy they buy goodsfrom
different sources and then sell thoseto you as per your requirement. In thisprocessthey
earn some profit. We can say that they all are engaged in business. Similarly, you know that
individual swho manufacture productsfor sale, construct roadsand buildings, own vehicles
and giveit onrent for carrying goods and commaodities, publish books, magazinesand
newspapers, areall engaged in business. Somemay be running establishmentsto provide
variousserviceslikegiving cable TV connection, booking rail and air tickets, organising
tours& travelsetc. Theseareal examplesof businessactivities. Peopleengagedinbusi-
nessundertaketheir activitiesregularly and thereby earn profit. Although, all these busi-
nesses haveacommon objective of earning profit, they differ from each other with respect
totheir Sze, nature, volume of transaction, management and ownership, etc. Thus, structur-
ally they aredifferent. Inthislesson, let uslearn about the structure of business.

5.1 Objectives

After studying thislesson, you will beableto:

e classfy busness,
explainthe meaning of industry and commerce;
identify variousindustrial and commercid activities;
explainthe meaning of electronic commerce; and

describethe advantages of electronic commerce.

5.2 BusinessActivities
Activities undertaken regularly with the object of making aprofit are called business
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activities. These activitiesare performed to (i) produce goodsand provide services; or (ii)
purchaseand sell goodsand services. Mining, manufacturing, trading, transporting, bank-
ing, etc. areexamplesof businessactivities. Inevery businesscertain activitiesare carried
onandtheseactivitiesdiffer from businessto business. For example, activitiesinvolvedina
manufacturing businessare different from that of abanking business. That meansthereare
different typesof business. Let usfind out what they areand a so classify them.

5.3 Classification of Business

Broadly, businessmay be classified on the basis of size, ownership and functions. Let us
discussthisindetail.

A. Classification onthebasisof Size

Theszeof businessmay bemeasured by theamount of capital invested, number of persons
employed, the volume of transactions and the area of operation. On the basis of these,
business activities can be grouped into small-scaleand large-scal e. Those businessunits
which requirelesscapital, employ few workers, produceand sell limiteditemswithina
limited areq, arecaled smal-sca ebusiness. Smdl-scaebusinessunitsaregenerdly owned
and managed by asingleindividua or afew individuals. Grocery stores, stationery stores,
restaurants, poultry farms, etc, are some of the examplesof small-scale business.

Similarly, businessunitsthat require heavy capital investment, employ alarge number of
workers, produce and sdll large volume of goods and servicesare called large-scale busi-
ness. Their areaof operation and volumeof activitiesarelarger ascompared to small-scae
business. These businessunitsare generally owned and managed by groupsof individuals
or thegovernment. Iron and steel, aluminium, fertilizer, petrochemical's, and automobile
manufacturing unitsare someof theexamplesof large-scale business.

B. Classification onthebasisof ownership

You must have seen the ownersof the small shopsinyour locality. But haveyou ever seen
the owners of Tatalron and Steel Company (T1SCO), Bharat Sanchar Nigam Limited
(BSNL) or Nationa Aluminum Company (NALCO), ?Asyouknow, thesearelarge-scae
business enterprisesand thereforetheir ownersare not singleindividuals. Theremay bea
group of individuals or the government who own these businesses. So on the basis of
ownersof business, we can classify businessas Private sector enterprise and Public sector
enterprise.

Businessenterprises owned and managed by the government are call ed public sector enter-
prises. Theseenterprisesareformed by government as departmental undertakings, statu-
tory corporationsor government companies.

Types Departmental Statutory corporations Government companies
undertakings

Meaning  These enterprises are These enterprises are These enterprises are registered as
directly managed by established by special Acts of Joint Stock Companies under the
different departments of the parliament or state Indian Companies Act, 1956. The
Government. assembly. management and control of these

companies also lies with the
Government. Majority of share
capital of these companies are held
by the central/state government.

Example  Indian Railways, Postsand Uit Trust of India, Life Bharat Heavy Electricals Limited,
Telegrzph. Insurance Corporation of India, Bharat ElectronicsLimited, Hindustan

Food Corporation of India. Machine Tools Limited.
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Business enterprises owned and managed by individuasor group of individual sother than
the Government are called private sector enterprises. These enterprises may be organized
intheform of Sole Proprietorship, Partnership, Joint Hindu Family, Joint Stock Company

and Co-operative Society.
Types Sole Proprietor-  Partnership Joint Hindu Joint Stock Co-operative Society
ship Family Company

Meaning

Theseenterprises
are owned and
managed by

nery shop

These enterprises
are owned and
managed by two or

co.

Theseenterprisesare
owned by the mem-
bers of aJoint Hindu

Theseenterprisesare
formed by groups of
individuals and gov-

single indivi- moreindividualsas Family andmanaged erned by the Indian
dual. partners. by thekarta-thehead =~ Companies Act,
of that family. 1956.
Example Modern Grocery Dwarika Prasad Gupta& Sons(HUF)  Reliance Industries
shop, La Statio-  Jagdish Prasad & Ltd., Amar Construc-

tion Private Ltd.

These enterprises are
formed by a group of
individualsand regis-
tered under the Co-
operative Societies
Act, 1912.

IFFCO, Urban Co-op-
erative bank

Intext Questions 5.1

Which of thefollowing statementsaretrueand which arefalse?

I.  Government companiesareregistered under thelndian CompaniesAct.

ii. Lifelnsurance Corporation of Indiaisan example of Government Company.
iii. Morethantwoindividuasareadwaysrequired to run apartnership business.

iv. Forsmall scale businesstheareaof operationisawaysrestricted to aresidential
area

V. Nationa Aluminum Co. Ltd. isan exampleof Joint Stock Company.

C. Classification onthebasisof Functions

Wemay classify businessas I ndustry and Commerce on the basisof functions. Industry
includesactivitiesinvolved in conversion of raw materialsinto useful products. It processes
raw materia sor semi-finished goodsinto finished goods. For example, cottonisconverted
into clothintextileindustries, sugar isextracted from sugarcanein sugar industries, automo-
bilesare produced in automobileindustries, and so on. Theseactivitiesarecalled industria
activitiesand the unitsthat undertakethese activitiesarecaled industria enterprises.

On the other hand, Commerceincludesall those activitieswhich are necessary for the
purpose of exchange of goodsand services. It refersto variousactivitiesthat make goods
availableto the consumersfor consumption. Trade, transportation, storage, packaging etc.
ared| includedin commerce. Theseactivitiesare caled commercia activitiesand theunits
that undertakethese activitiesare called commercia enterprises. L et us study more about
Industry and Commerce.

5.4 Industry

Industry refersto al businessactivities, which are connected with raising, producing and
processing of goodsand services. They convert raw materialsinto useful productsby the

Business
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application or use of human or mechanical power. These productsare then sold.

Sometimestheterm industry isused to represent agroup of business enterprises
engaged in producing smilar productsor providing smilar service. For example, all
units engaged in producing automobiles, whether two wheel ers, threewheelersor
four wheders, together condtitute automobileindustry. Similarly wefind filmindustry,
banking industry, telecom industry and many more.

Typesof industry

Industries may be divided into three broad categories
I.  Primary Industries,

ii.  Secondary Industries; and

jii. Tertiary Industries.

Let uslearn further about these Industries.

i.Primary Industries

Industriesengaged in extracting, producing and processing naturd resourceslikeminerals,
oil, agricultura products, plantsand animals, arecalled primary industries. Theseindustries
use natural resourcesastheir raw material and providefinished goodsto the consumers.
We may further classify theseindustriesinto @) Extractiveindustries, and b) Geneticindus-
tries.

a) Extractivelndustries- Theseindustriesare engaged in extraction of minerals, oil
and natural gasfrom the earth, fish from the sea, timber from theforest etc. Mining,
forestry, fishing areexamplesof extractiveindustries. Thedistinctivefeature of these
industriesisthat they use natural resources and the materialsonce extracted or used
cannot bereplaced.

b) Geneticlndustries- Theseindustriesareengaged inrearing and breeding birdsand
animalsand growing plantsfor sale. Agriculture, dairy farming, poultry farming,
pisiculture (breeding fish), horticulture, orchard farming, floriculture (growing flowers)
areexamplesof geneticindustries.

Ii. Secondary Industries

Secondary industries are thoseindustriesthat engage in the production or processing of
items produced by primary industries. They usethe productsof primary industriesastheir
raw materials and produce avariety of goodsfor our use. For example- iron oreisex-
tracted fromthe earth by primary industries. Thisisused asraw materia by the secondary
industriesto produceiron and stedl for our use. Thus, mining of iron oreisaprimary industry
but manufacturing of iron and stedl isasecondary industry.

We may further classify secondary industriesas, a) Manufacturingindustries, and b) Con-
gructionindustries.
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a) ManufacturingIndustries- Industries engaged in conversion of raw materialsor
semi-finished productsinto finished productsare called manufacturing industries. For
example, cottonisconvertedintotextile, timber intofurniture, iron-oreinto sted, bauxite
intoduminiumetc.

b) Congruction Industries- Industriesengaged in erection of buildings, dams, bridges,
roadways, raillwaysare caled construction industries. They usethe productsof other
industriesastheir raw materialsand construct different typesof structuresas per the
requirementsof the consumers.

iii. Tertiary industries
Industries providing servicesto consumersare called tertiary industries. These activities

may include persond serviceslikemedical trestment, nursing, teaching, etc., or commercia
servicesliketransport, banking, insurance, etc.

Intext Questions 5.2

Match the Columns.
ColumnA ColumnB
()  CondructionIndustry (& Transport services
()  Manufacturing Industry (b) Agriculture
(i)  GeneticIndustry (c) Bridges
(iv) Tetiary Industry (d) Mining
(v) Extractivelndustry (e) Textile

Onthebasisof functionswe have classified businessasindustry and commerceandtill now
we havediscussed industry and itstypes. Let usfind out more about Commerce.

5.5 Commerce

You havelearnt about varioustypesof industry that deal with the production of goodsand
services. Thequestion arises, why arethese goods and servicesproduced? Actualy indus-
tries produce goods and servicesfor consumption or use by the consumers. But, how do
the consumers get these goods?

You know that goods and services are of no use unlessthese are made availableto the
personswho can use them. Here comestherole of Commerce. Commerceincludesall
those activitieswhichfacilitatetransfer of goodsand servicesfrom one placeto another or
from one person to another. It dealswith the movement of goods from the person who
producesthem to the person who consumesthem.

Commerceisdefined as”thesumtota of activitiesinvolving theremova of hindrancesinthe
processof exchange of goodsand servicesand facilitatestheavailability for consumption or
use’. Thus, commerceincludes:.
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Commerce

Aidsto Trade

a Trade and
b. Auxiliariestotrade/aidstotrade.
a) Trade

Trade meansbuying and selling of goodsand serviceson acontinuousor regular basis. It
refersto the exchange of goods and servicesfor cash or on credit. A person who buys
goodsfor the purpose of sellingisknown astrader. The shopkeepersof your locality who
buy goodsfrom the producersand other shopsfor the purposeof selling aretraders. There
areanumber of personsengaged intrading activitiesin different ways. Sometradersbuy
goodsinbulk and also sell inbulk. Somesall goodsintheloca market whileotherssdlin
theinternational market.

So, according to the nature of activitiesof al thesetraderswemay classify tradeasHome
tradeand Foreigntrade.

0]

Home Traderefersto buying and selling of goodsand serviceswithin the boundaries
of acountry. Itisasoknown asinternal trade or domestic trade. Payment for goods
and servicesin hometradeis madein the currency of the home country. Thus, goods
sold by atrader in Chennai or Chandigarh to a

buyer in Delhi or Lucknow or the samelocality, Trade

villageor towniscalled hometrade.

Hometrade may also beof twotypes: Wholesale ~ Home, Trade  Foreign Trade
tradeandretail trade. “Wholesaletradeinvolves

purchase of goodsin largequantity fromproduc-  wholesale Retail Import| Export
ersfor saleto other traders or buyersin smaller
guanities. Generdly, thewholesaletrader dealsin
alimited variety of goods. The person who doeswhol esa etrading isknown aswhole-
saler. Retail traderefersto purchase of goodsfrom thewhol esalersor producersfor
sdetotheultimate consumersinsmaller quantities. Theretail trader generally hasa
variety of goodsneeded by consumers. The personwho doesretail tradingisknown
asretailer.

Entrepot

Foreigntraderefersto buying and selling of goodsor servicesbetween peoplelivingin
different countries. It isalso known as External trade or International trade. Payment
for goodsor servicesarerequired to be madein the currency of the seller’scountry or
inthe currency acceptabletotheseller.

Foreign trade may be sub-divided into three categories, viz.

() Import Trade
()  ExportTrade
(i) Entrepot Trade

When goods or servicesare purchased from aforeign country for selling in our own coun-




Structure of Business

try, itisknown asimport trade. Similarly, when goods and servicesare sold to aforeign
country itiscalled export trade.

When goods or servicesareimported into one country for the purpose of exporting the
sameto some other country with or without making any change, it isknown as entrepot
trade or re-export trade. Such types of trade may be necessary dueto the reason that (a)
the exporting country does not have any accessi bl e trade routes connecting theimporting
country; or (b) thegoodsimported require processing or finishing before export for which
facilitiesarelackingin theexporting or importing countries.

To understand the nature and types of trade clearly, let ustakethefollowing example.

Supposeready-made garmentsare produced at K olkata, and somewholesaler of Chennai
buysgarmentsin bulk from K olkatawith the object of resdlingthemtoretailers. Thisis
acase of wholesaletrade. Further suppose, tradersfrom different partsof Chennai buy
the garmentsfrom thewholesa er for selling the sameto consumersin different markets.
Thiswill obvioudy beacaseof retail trading. And since, al thesetrading activitiestake
placewithin India, thiswill beapart of hometrade.

If the manufacturersof ready made garmentsat Kolkatadecideto sell their productsto
tradersof Bangladesh or Sri Lankaor Thailand, or any other country, that will beapart
of India sforeign trade. Suppose, goods are purchased by thetraders of Kolkatafrom
China, thenit would also beapart of foreign trade. What isthe differencethen between
thesetwo typesof trade? Obvioudy inthefirst caseitisexport trade and in the second
caseitisimport trade. Suppose, tradersin Sri Lankawere unableto import goodsfrom
Chinadueto the absence of trade agreements between the governmentsof Sri Lanka
and Chinathentradersin K olkatacan import Chinese goodsand export the sameto Sri
Lanka. Thiswould beacase of entrepot trade.

After having discussion about trade and itstypes|et usread about aidsto trade.

b) Aidsor Auxiliariestotrade

You know that commerceincludesnot only buying and selling of goodsand services, but
alsoanumber of activitiesthat facilitate the distribution of goodsand services. For example,
atrader who buys goods from aproducer, must carry the goodsto hisshop locatedina
market. Hemust hireacart or truck or some other means of transport. Having carried the
goodsto his place of business, he must arrange proper storage of the goodsto prevent
damageor loss. Alsohemay havetoinsurethe goodsasameansof protection against the
risk of lossby theft or fire. Hewill aso require money to buy or storethe goods before
selling the same. Hemay haveto borrow money from the bank. In the process of buying
and salling hemay haveto contact anumber of other personsby using thetelephone, fax or
any other means of communication. Thus, transport, warehousi ng, insurance and banking,
communication, etc., are activitieswhich facilitate the business of atrader. Taken together
these activitiesare known asauxiliariesor aidsto trade. Thus, we can say that activities
which support trade arethe auxiliariesor aidsto trade.
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Intext Questions 5.3

Fill intheblanksinthefollowing statementswith appropriate words:
I.  Tradebridgesthe gap between producersand
ii. Commerceconsistsof activitieswhichinclude and auxiliariestotrade.

ii. When goodsareimported into Indiafrom one country to be exported to another
country itisknown as trade.

iv. Whenawholesaletrader in Gwalior purchasestoysmanufacturedin Delhi, itispart
of trade.

v. If goodsare sold by amanufacturer of Patnato the wholesaler of Allahabad the
payment isreceived in currency.

5.6 Electronic Commerce

You are now familiar with business activities. Y ou have aso come to know about
commerce, whichinvolvesbuying and selling (trade) aswell asservicesliketransport, stor-
age, insurance and banking (aidsto trade). Our everyday experienceisthat when goodsare
bought and sold, the buyersand sdllers decide about theterms and conditionsof thetrans-
action through personal interaction or written correspondence. The nature and quality of
goodsto bepurchased aregeneraly checked physicaly by the buyer. Sometimes, purchase
ismade on the basis of asample of goods supplied by the seller. Thus, direct physical
contact or interaction based on ora or written communi cation between the buyer and seller
have been the common practicein thebusinessworld sofar.

Butinrecent years, the processof bus nesstransactions hasundergone change. Electronic
commerceor E-commerce hasgiven anew definitionto commerce. It referstothe process
of conducting business with the help of electronic devices using the computer and
inter-connected tel ecommuni cation network known asinternet. Here, offer for sdleandits
acceptance and payment are made electronically through internet. It does not require

> physica interaction between the buyer and sell er. Goodsand servicesare advertised through
> theinternet on theweb-sitewhere buyers can access theinformation. Messages can be
+ - communi cated through E-mail (Electronic Mail) and thebusinessdeal isfinalised inthe

sameway. Similarly, bank depositsand withdrawal s, loansand overdrafts can be arranged
through the internet. Thus, E-commerce can be defined as a process of business
transactionsinwhich sdlling, buying, banking, advertising and other servicesare conducted
eectronicaly.

Advantagesof E-commerce

Youmay haveredised that busi nesstransactions conducted e ectronically haveawide scope.
E-commerceisapplicabletowholesdeaswell asretail business. Buying and sdlling through
internet may take place round the clock between businessunitsin different partsof the
world. Let usdiscussthe advantages of e-commerce.

i.  Wider choice: With the help of awell-developed computer networking system,
bus nessunitscan operate at the nationa aswell asglobal level. The customersthus,
have awider choice of products and services. The businessmen also get awider
market for their productsand services.
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I mproved customer services. Suppliers of goods and services can offer awide
range of servicestothe customers, beforeaswell asafter salessuch asinformation
about products, guidancefor use, responding to customers' querriesabout quality
and usefulnessof the product, etc.

Quick responseto customer needs: In e-commerce businesstransactionstakefar
lesstimeas compared to thenormal processof buying and saling. Thisisbecausethe
producers cut short the distribution channel and supply productsand servicesdirectly
to consumers.

Cost saving and price reduction: There is substantial cost saving in business
transactions conducted through e-commerce. Thereisno need to display goodsin
showrooms or keep large stock in godowns. The number of employeesrequiredto
carry onthebusinessisless. Thus, the cost of operation naturally comesdown. Sothe
customers may get goodsat alower rate.

Mar ket infor mation: Accessto market information availablethrough theinternet
enablesbus ness concernsto identify varied customer needsand produce new goods
and better servicesaccordingly.

Intext Questions 5.4

Which of thefollowing statementsaretrueand which arefase:

Electronic commerce does not involve personal communication between the parties.
Computersarethe only instrumentswhich have made e-Commerce possible.
Goods and services can be advertised and easily communicated through theinternet.

iv. E-commerce hasenabled companiesto expand businessat national aswell asglobal
leve.

V.  New productsand servicesarenow easily availableto consumersdueto their access
tointernet.

5.7 What You Have L earnt

Activitiesundertaken regularly with the object of making aprofit are called business
activities. Mining, manufacturing, trading, transporting, banking, etc. areexamplesof
businessactivities.
Classfication of business-

Smadll scde

(i) Onthebasisof size
Largescale

Private sector enterprise

(i) Onthebasisof ownership —
T Public sector enterprise

Industry
(i) Onthebasisof functions

Commerce
Industry refersto al business activitieswhich are connected with raising, producing
and processing of goodsand services. If may be classified into three broad catego-
ries—viz, (i) Primary industries; (ii) Secondary industries, (iii) Tertiary industries.
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Industry
| | |
Primary Industries Secondary Industries Tedting Industries
(Extractive Industries (Manufacturing Industries (Service sector)
and Genetic Industries) and Construction Industries)

e  Commerceincludesall thoseactivitieswhich facilitatetransfer of goodsand services
from one placeto another or from one person to another.

Commerce
& ilianestotrad
/Tre\ Auxiliariestotrade — Transport
Home Trade Foreign Trade - Warehousing
Wholesdle Retall Import Export Trade — Insurance
Trade Trade Trade — Banking
Entrepot trade. o
— Communication

e  Electronic Commerce refersto the process of conducting business with the help
of electronic devices using the computer and Internet.

e Advantages of Electronic Commerce — It gives wider choice and offers wide
range of servicesto the customers. It reduces cost of operation and also makethe
goods available at less price. It gives quick response to the customers need.

5.8 Terminal Exercise

What ismeant by small-scalebusiness?

Distinguish between small-scaleand large-scalebusiness.

What isa Statutory Corporation? How doesit differ from aGovernment Company?
Distinguish between Geneticindustry and Extractiveindustry.

What ismeant by tertiary industry? Give any three examples.

Define Commerce.

What ismeant by auxiliariesto trade? Give examples.

What ishometrade? How doeshometradediffer from foreign trade?

. What isElectronic Commerce?

10. What arethe advantagesof E-Commerce?

5.9 Key toIntext Questions
51. (1) True (2 Fdse (3) Fdse (4) fase (5) True

©WooNoO~WNE

5.2. (i)o); (ie); (iii) b); (iv) a); (v) dj

5.3 (1) Ultimateconsumers; (2) Trade, (3) Entrepot; (4) Home;
(5) home (inthiscase, Indian)

54 (1) Fase (2 Fase (3) True (4) True (5) True

(Activity For You )

I dentify fivebusinessactivitiesbeing carried onin, your locdity. Classfy theminto 'Industry’
or '‘Commerce’. Further, under Industry, can you tell whether they are primary, secondary
or tertiary industries?




