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Preface

Technological changes and relative ease of travel have made it possible for many persons to start their own businesses whether as a supplementary or main source of income. This textbook recognises that economic activity is increasingly driven in almost equal parts by large enterprises and small start-up businesses. To that end it is a tool not only for students preparing to write the CSEC Examination in Principles of Business, but also for the budding entrepreneur who will benefit from an awareness of how the various parts of a business environment react and interact together to shape the dynamic world of business and commerce.

The overarching aim of the textbook is to provide a comprehensive coverage of the syllabus in a relatable and interesting style that will appeal to a wide range of abilities. Illustrations are included to support or clarify concepts, ensuring that learners have a visual manifestation of business principles and how they potentially operate in the real world.

Each chapter is supported by syllabus references so that learners can track their progress through the course. Additionally, there is a variety of activities aimed not only at understanding how businesses function and grow, but also at developing critical thinking, problem-solving and collaborative skills, all necessary factors in a business environment.

Alan Whitcomb


How to use this book

This book is aligned to the CSEC Principles of Business Syllabus effective for examination May/June 2019. It is divided into four units, each further sub-divided into sections and chapters. Throughout each chapter are several activities which encourage learners to think about business principles within various real world contexts so as to increase practical and functional understanding of the concepts covered.

The Think about it, The reel world and Challenge features are problem solving, analytical contexts which encourage learners to use non-traditional approaches to consider various perspectives, interact with business practitioners and think through solutions with a view to appreciating the dynamism of the business world.

The Short answer, Research, Multiple choice, Make a note of it and What do you know? items are included to provide learners with an avenue to practise shaping their responses to questions which require specific types of responses. These items are deliberately pitched at various levels and span several item types to allow students of varying abilities to interact with the information and incrementally improve their aptitude.

Built into the end of Units 1-3 are Unit summaries, Case studies and Exam-style questions. These are designed to show the inter-related nature of business principles, to provide an opportunity to apply these principles to a specific context and to encourage learners to begin thinking about how to decode questions in order to provide appropriate responses.

Unit 4 is dedicated to the School Based Assessment component of the CSEC Principles of Business course. It provides details on how learners should prepare and execute this element as well as the factors which contribute to each mark allocated by the examiners.
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1 Background to business
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Syllabus reference: Section 1; objectives 1-4
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1.1 The development of barter

Direct production

All people have three basic needs – food, clothing and shelter – and many of the activities we engage in are aimed at satisfying those needs. Activity that results in the satisfaction of our needs is often referred to as ‘economic activity’, therefore, people are sometimes called ‘economic animals’.

Early people had a simple way of life. They would meet all of their needs themselves without the aid of others, and without the facility of money. This is called direct production. They would hunt animals and gather plants and berries. They were living in a subsistence economy – providing just enough to survive, but not to improve their way of life. We say that, at this time, man was a hunter-gatherer.

In time, people learnt to plant seeds to grow what they wanted, and to keep animals. This resulted in less time having to be spent searching for food. These early people were now able to improve their way of life by building a permanent home and developing primitive communities. They also began to produce tools that further improved ways of satisfying their needs. One of the results of these improvements was that they found they were producing more goods than they needed. They were producing a surplus. They began to trade – exchanging their surplus goods for the surplus of others. This meant that they now had access to a wider range of goods.

Barter

The exchange of one thing for another without the use of money is called barter, and this was the way that early trade took place. An important advantage of the barter system was that it made it possible for people to dispose of the surplus they had and at the same time obtain a wider range of things they needed. This increased their productivity, which improved their way of life and allowed them to specialise in producing the things they could do best. This increase in their productivity resulted in more surplus and further wealth. It may seem that the barter style of working and trading was a simple and effective way to trade but there were a number of disadvantages.


[image: ]
Figure 1.1 Exchange by barter



Disadvantages of the barter system


[image: ]

Think about it

Imagine that you are a farmer living in a barter system. You live at one end of the island and have a field of cabbage, but you need to add some animal protein to your diet. You have heard of another farmer at the other end of the island who has chickens. What are some of the things that you would need to consider if you were to trade with him? Were your ideas similar to the ones below?
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•  A double coincidence of wants: People not only had to find someone who wanted their surplus, but the person they found had to offer what they wanted too.

•  An exchange rate: Having found others who wanted what they had to offer, early traders still had to agree on the quantities of each other’s goods that were to be exchanged. Imagine the difficulty in deciding how many chickens to exchange for an axe head.

•  Divisibility of goods: Some rates of exchange did not make it possible to trade because goods could not be split into smaller parts. For example, if one axe head was worth half a live pig, then it was not possible to trade with one axe head because you cannot have half a pig and also have it alive.

•  Storage of wealth: Many goods which had been exchanged could not be saved for use at a future date because many such items could not be stored for a long period of time.




[image: ]
Figure 1.2 Goods used instead of money



1.2 The role of money

The development of money solved many of the problems of barter. When we talk of money today, we think of the coins and notes we now use, but money was not available in this form to early humans. Other things were used instead. These included such things as shells, dogs’ teeth, beads, grain, spearheads, hides, arrow heads, fish hooks and animals. This was token money. They were used then as we would now use money. Even today, many things are used instead of money in some parts of the world, and when a country’s economy collapses people tend to change back to using goods instead of money because they do not trust money any more.
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Search the internet for countries, including Greece, where citizens had to revert to some form of bartering when the economy collapsed. Do you think bartering is sustainable? How does it help in the short term?
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The characteristics of money

For something to be considered as money, it must have the following qualities:



	Quality
	Description



	Durable
	It must be hard-wearing



	Acceptable
	People must agree to its use



	Exchangeable
	It can be exchanged for goods and services



	Divisible
	It is possible to divide it into smaller units



	Scarce
	Its value is maintained when it is harder to acquire



	Portable
	It must be convenient to carry



	Homogenous
	There must be a standardised appearance for all notes of a particular value. For example, all $10 notes look the same




The use of money, even in its early, primitive form, meant that people could sell their surplus of goods in exchange for money to buy the goods they wanted to meet their needs. Money acted as a medium of exchange. Trade became much easier.

Eventually metal became a popular choice for money all over the world. Metal was:


•  long-lasting

•  able to be divided into smaller units

•  relatively scarce.



Some metals, such as gold and silver, were scarcer than others, and money made from these metals were of a greater value because people had more faith in them.
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Look at some of the more recent trends in money. What are some of the reasons given by countries such as Canada and England for using plastic instead of paper notes? Have you thought about the advantages and disadvantages of cryptocurrencies?
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The functions of money

Money has the following functions:



	Function
	Description



	A medium of exchange
	Money makes the exchange of goods easier and makes barter unnecessary



	A measure of value
	Money can be used to state prices for goods



	A store of value
	Money can be saved whereas goods often cannot



	A standard for postponed payment
	Money can be earned at one time and spent at another




1.3 Instruments of exchange and payment

For any number of reasons, physical currency can often be inconvenient. However, there are several options which facilitate exchange and payment.

Barter

We saw earlier in this chapter that, when people become distrustful of the safety of money (for example when economic ‘meltdown’ occurs), they look to other means of payment, and they will often revert to barter even though it has the disadvantages we identified earlier. Even students are employing the barter system when they swap items with friends. You yourself may have experienced the difficulties of early humans – is that digital game being offered to you worth the same as that smartphone you have to offer?

Bill of exchange

This is a document that is sometimes used in home trade, but it is most commonly used in the settlement of international debts. The bill of exchange is made out by the seller/exporter of goods (the creditor). It requires that the buyer/importer (the debtor) pay a sum of money on demand, or on an agreed future date (usually after three months). Both the buyer and the seller benefit from the use of the bill of exchange. The buyer (importer) can obtain credit on the transaction because instead of waiting for the payment, the seller can sell the bill at a discount or use it as collateral against a bank loan. The seller, of course, makes a successful sale and is assured of payment, and the buyer gets time to pay the debt.

Documentary credit

Also known as letters of credit, documentary credit solves some of the difficulties that occur in international trade and is one of the most secure methods used in this context. It enables exporters to obtain payment before the documents of ownership are released to the importer. The importer arranges for their bank to guarantee that the payment will be made when documents of title are handed over. In this way, both the exporter and importer are safeguarded and encouraged to trade.

Electronic funds transfer (EFT)

This is the electronic exchange or transfer of money without any paper money changing hands. This exchange can take place within a single financial institution, or across multiple institutions such as banks and other financial service providers, through computer-based systems. Many transactions are executed via EFT including:

Credit cards

These are operated by banks and credit card companies. They enable the holder to buy goods and services from traders without using cash or cheques. The cardholder presents the card when making purchases at the point of sale terminal and verifies the card with a personal identity number (PIN). They are issued with a credit card receipt voucher (see Figure 1.3) for the cost of the purchase. In due course the bank, or the credit card company, charges the cardholder with the cost of the purchase. The cardholder has the option of making full payment with no interest charge, or can delay payment, for which a charge is levied.


[image: ]
Figure 1.3 Example of a credit card receipt voucher



Debit cards

Transactions using debit cards are a facility provided by banks to their account holders. It allows the holder to make purchases at home or abroad and connect directly with their account to make an instant payment to a trader, without using a cheque or cash. Most traders are happy to accept payment by debit card because the price is withdrawn immediately and directly from the bank customer’s account and transferred into the account of the seller.

The purchaser presents the card to the trader’s connection to the banking system at the point of sale terminal, enters the PIN, and the amount due is withdrawn from their account and passed into the account of the trader. If there is not enough money in the cardholder’s account, the transaction will be rejected. The debit card can also be used to withdraw cash from a cash point terminal.

Standing order

Also known as a banker’s order, a standing order is a convenient way to make payments where a regular amount has to be paid (for example, regular, monthly instalments to repay a loan or hire purchase agreement). A standing order avoids the need to write out and post a cheque on a specific date of every month – perhaps every month for two or more years. More importantly, when there is reliance on cheques it could be that the payment may be forgotten or delayed in the post, leading to the borrower (debtor) defaulting on the repayment. The standing order avoids this possibility because the bank carries out the account holder’s instructions and automatically makes the payment via EFT directly to the account to be paid on the precise date. The processing of a standing order is usually implemented through the bank online (see Figure 1.4).


[image: ]
Figure 1.4 Standing order mandate form



Direct debit

This is a variation of the standing order service. Instead of the account holder instructing the bank (the drawee) to make regular payments on their behalf, they complete and sign a form that allows someone else (the payee) to withdraw amounts from their account at regular intervals. The amount may be varied by the payee (with the permission of the account holder – the drawer). For example, if the regular payment involves an amount that varies (such as rent, utility bills and so on), the adjusted charge can be made without the need for the customer to visit the bank because they have authorised the process when completing the direct debit mandate. This is another example that is often implemented online (see Figure 1.5).


[image: ]
Figure 1.5 Direct debit mandate form



Direct deposits

Direct deposits are typically used by employers to pay the wages of many employees; payments are deposited straight into employees’ bank accounts via EFT. Obviously this procedure saves an employer the need to count out cash or write cheques to pay each of their employees, and gives the employee the security of not having to carry a substantial sum of money home on payday.

E-commerce

This refers to the buying and selling of products (and services) through an electronic medium such as the internet. Payments for transactions are immediately effected using the facilities of telebanking (see below) and internet banking, thus encouraging the expansion of e-commerce. E-tailers are part of the wider internet activity of e-commerce that facilitates a worldwide range of trading activities, which includes internet auctions and many other forms of buying and selling online and enables customers to shop via the internet. This relies heavily on some of the payment methods that form an important aspect of this chapter.

Telebanking

Short for telephone banking, this is a facility provided by banks that enables bank customers to use an appropriate type of telephone to access some services such as account balances, transfer of funds to another account, payment of bills and making some enquiries about their accounts.

The telebanking service is particularly useful because it is a 24-hour facility. Internet banking (e-banking) is a more comprehensive method of funds transfer and has largely replaced telebanking.

Cheques

These are slips of paper that a bank customer fills out and signs to instruct their bank to do something with the money in their bank account, for example pay money to another person or company. Despite the electronic methods of transferring funds mentioned above, cheques remain a useful facility for payment of debts (see Figure 1.6).


[image: ]
Figure 1.6 Which five things has the drawer written on this cheque?



Money orders

These are a printed order for payment of a specified sum, and facilitated by a bank or post office. They are considered a ‘safe’ form of payment whether they are accepted by a seller or used by a buyer. A money order is similar to a cheque in its use in making payments. Money orders, however, are pre-paid – they are only actioned after a buyer has paid for the money order. Because the issuer (for example, a bank or post office) has already been paid, money orders are guaranteed to be paid.

Bank drafts

These are a form of cheque drawn on the issuing bank itself rather than the bank customer’s bank account. This makes the bank draft as good as cash because the bank guaranteed it for their customer, who has paid the value of the draft into the bank in advance. Bank drafts are commonly used by banks when they deal with each other, or when a creditor or seller is unwilling to accept an ordinary cheque from a debtor or buyer in another city or country. (In local transactions a certified/manager’s cheque or cashier’s cheque serves the same purpose.)

Telegraphic money transfer (TT)

Although TT originally used telegraphic means of transfer, today it operates via the EFT described earlier to transfer funds. Western Union is an example of a worldwide company providing this kind of service, but there are many others, for example post offices. Telegraphic money transfers are used when the sender needs to send money, typically to an overseas destination, where someone at the destination is demanding a cash payment, or someone needs cash somewhat urgently, and in local destination currency – for example, someone in one country sending promptly needed money to a friend or relative in another country.

The sender places cash (or uses a debit card transfer) with a company operating a telegraphic transfer office. There will be a charge added for the cost of the service. The sender completes a form stating the details of the recipient, the destination office and the amount of home country currency to be sent. The office transmits the money electronically, converted to the destination currency, to a prescribed destination office. The agent at the destination office will disburse the money to the recipient when they have been given appropriate proof of identity and sometimes a password. The money can be given in cash or some other acceptable non-cash means, for example a money order, or put into an account of some description.


[image: ]
Figure 1.7 Part of a telegraphic transfer form.



M-money

Sometimes referred to as mobile wallet, m-money is essentially an app running on a mobile device such as a smartphone, tablet or smartwatch that lets users store, send and receive money. Instead of using cash, or the traditional plastic card, the user can pay safely using their mobile device.

1.4 Choice of methods of payment

The choice of method of payment will depend on the situation whereby transfer is necessary. For example, m-money/mobile wallet will be influenced by our lifestyle, and some people will not use it at all, especially if they do not currently use the appropriate type of electronic device, but the trend towards wider use of this method of money management is increasing rapidly. The need to transfer money by telegraphic money order that can be accessed in local currency, or even in our own currency, will not be a necessary requirement for everyone. We will now take a further look at some of the other methods of payment we have just studied to see how they are commonly used.

Cash and cheques are the traditional option for one-off payments. The presenter of the payment has full control over when and how much is being paid. Cash or cheques (or bank transfer) suit businesses receiving payments from relatively few customers, especially if they are mainly collecting one-off payments. However, there are inconveniences and even safety issues related to carrying large sums of cash above that which may be required for everyday needs.

Direct debits are a preferred method of receiving payments by traders when they are making regular payments because it reduces administration time, especially when the business has a lot of customers. The business also benefits because there is no delay in getting the payment transferred to their account. The process also benefits the account holder because it saves them writing out cheques, especially when varying amounts are needed to be paid at regular intervals.

Credit cards are very popular with consumers because they allow users to make purchases immediately and pay at some later date. Some (though relatively few) traders will not accept the use of credit cards or will impose a nominal charge for accepting payments in this way. This is because the trader is charged a percentage fee by the credit card company. Traders will sometimes pass this charge on to the user, causing them to consider whether to use the card or not.

Bank drafts, despite not being as rapid or direct as, for example, EFT, have their own advantages. They guarantee ultimate payment (because they are guaranteed by a bank). They are particularly useful when larger amounts of money are involved, and also when the two parties concerned are less familiar with each other.

Bills of exchange and documentary credit, as we saw above, are significant in encouraging international trade. A bill of exchange gives flexibility to the trading process. It is a negotiable instrument – it can be passed to another person, thereby allowing the holder to trade or sell them to another person or company at a discount. This enables them to obtain at least a large part of the proceeds before the transaction has been fully concluded. Also, with regard to documentary credit, the seller/exporter would obviously prefer payment in advance by cheque or credit transfer, while the buyer/importer will be reluctant to part with payment before accessing the goods. Documentary credit (letter of credit) solves the impasse.

Electronic Funds Transfers facilitate many aspects of money transfer. The following are some of these:


•  Direct debit: A business will prefer to receive payments by direct debit when regular payments are involved and the payments vary, for example utility bills. The trader will also benefit when they have a large number of customers because direct debit reduces administration time.

•  Credit transfer: This is used by many public utility companies to enable their customers to transfer the amount on their bill to the service provider. The utility company attaches a credit transfer form to their bill. The customer passes the completed form to their bank, which makes an EFT transfer from their account to the account of the service provider, making the process simpler for both parties.

•  Standing order: This will be chosen by people who need to make regular fixed-amount payments to another person or a company on a specific date (for example, the fifth day of every month) and do not want the inconvenience of having to remember when to make the payment, and then having to write out a cheque and post it to the company every time.




[image: ]

Challenge


1  In assigned groups, film the following and share with your classmates. Imagine that you are a personal banker and your clients for the day present you with situations which require you to discuss which instrument is best suited for their transactions. One client, for example, could be importing stationery from a new and unknown manufacturer in Asia; he thinks he should pay for the goods via direct debit. Would you recommend another option and why?

2  Marcia and Rhona own the Sizzling Sausage café. They sell to the general public and purchase their supplies from Fast Buck Wholesalers.




    a)  Briefly explain the circumstances whereby they could receive credit and debit card submissions from their customers.

    b)  State two contrasting ways that Marcia and Rhona could experience m-money.

    c)  Marcia and Rhona send a little of the profit from their business twice a year to a family they support in Africa. Explain clearly how they could use telegraphic money transfer to do this.

    d)  Describe four different ways that Marcia and Rhona might pay the invoices they receive from Fast Buck Wholesalers.

    e)  Marcia’s daughter is a student at university. She lives on campus. Marcia sends her daughter a cheque every three months. List the five things that Marcia will have to write on the cheque to ensure the bank will pass it for payment.
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Multiple choice questions

The following multiple choice questions should be completed in no more than five minutes. Four possible answers are given and in each case you have to choose the most appropriate answer.


1  If a business wants to pay the wages of each of its employees electronically it will use a:




    a)  standing order

    b)  direct debit

    c)  electronic funds transfer

    d)  bank draft




2  If a bank customer wants to pay a regular fixed amount to a trader it would use a:




    a)  standing order

    b)  direct debit

    c)  credit transfer

    d)  fixed payment




3  One bank service which allows customers to instruct their bank to meet requests for payment from a named creditor is:




    a)  direct debit

    b)  credit payment

    c)  standing order




    d)  m-money




4  Which one of the following is not directly related to EFT?




    a)  debit card

    b)  credit card

    c)  cheque issue

    d)  standing order




5  Which of the following involves the use of a PIN?




    a)  debit card

    b)  cheque

    c)  standing order

    d)  bill of exchange
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Make a note of it

Copy and complete the following items in your notebook.


1  Select six of the choices below so when placed on the blank spaces on the diagram the resulting relationship is true. Choices can be used more than once.
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    a)  resulting from

    b)  learnt to

    c)  depends on

    d)  can be

    e)  and

    f)  exchange

    g)  has

    h)  hunter-gatherers

    i)  farm

    j)  divisibility of goods
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2  How does money solve some of the problems of barter?

3  In what circumstances do we still sometimes use barter in the modern world?

4  Money is:





	True
	False
	Characteristics and functions



	

	

	difficult to carry around



	

	

	maintains its value when it is difficult to acquire



	

	

	saved while goods often cannot be saved



	

	

	makes barter necessary



	

	

	often standardised in appearance



	

	

	not a standard for postponed payments





5  Copy and complete the Venn diagram to show the similarities between bill of exchange and documentary credit.




    i)   Facilitates international transactions between buyers and sellers.

    ii)  Used in international trade where Party A agrees to pay Party B a fixed amount at a future date.

    iii) Is a payment mechanism.

    iv)  Facilitates lines of credit to the buyer and provides assurance of payment to the seller.

    v)   Buyer’s bank guarantees payment to seller’s bank when goods are delivered

    vi) Is a payment instrument.




[image: ]



6   Briefly describe the process of using a credit card and show how the use of the card helps to promote trade.

7   In what way does the use of a debit card differ from a credit card?

8   How does a standing order differ from direct debit? Give examples when each might be used in preference to the other.

9   What are ‘direct deposits’? Give one example of their use.

10 Summarise the terms e-commerce and e-tailers.

11 How can telebanking be said to be a means of payment?

12 What is a cheque? List five things written on a cheque.

13 What is a money order and why are they guaranteed to be paid?

14 How does a bank draft differ from a cheque?

15 Briefly describe the process involved in using a telegraphic money order.

16 What do you understand by the terms m-money or mobile wallets?

17 Take any three pairs of methods of payment and list similarities in their use.



What do you know?

Copy and complete the following sentences by inserting the missing words from the list below.
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draft

creditor

surplus

money

PIN

barter

debit

trading

token

m-money

portable

exchange

order

subsistence

transfer

cheque
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1   Early Man lived in a __________ economy.

2   When people began exchanging their surplus by barter it was the early form of__________.

3   Barter is the exchange of one thing for another without the use of__________.

4   The earliest forms of money were really __________ money.

5   Money is a medium of__________.

6   A credit card requires a __________ to verify the card.

7   A __________ card can be used to withdraw money from a cash point terminal.

8   A __________ is an instruction to a bank to do something with a customer’s money.

9   A bank __________ is a cheque drawn on the bank itself.

10 Using a mobile phone to pay for products is referred to as__________.
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