
 

 

  



 

 

Where science, philosophy, and human courage 
converge: 

"Entrepreneurship, much like science, begins with curiosity a 
question unanswered, a possibility unexplored. The entrepreneur, like 
the scientist, does not wait for perfect conditions. Instead, they form 
a hypothesis a vision of what could be and venture into the unknown, 
guided not by certainty, but by conviction. 

Failure, in this realm, is not a defeat but a result a data point 
in the experiment of progress. Success is not always immediate, nor is 
it always visible, but it belongs to those who persist through variables, 
adapt to outcomes, and refine their methods. 

Just as great discoveries are born from repeated trials and 
unexpected insights, great ventures are built by those who dare to test 
their dreams against reality. In the end, both science and 
entrepreneurship serve the same purpose: to turn imagination into 
impact." 
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 Foreword    
Welcome to the Entrepreneurship Handout, where we embark on a journey 

of turning ideas into action, challenges into opportunities, and visions into 
successful ventures. Whether you’re a seasoned entrepreneur or someone just 
beginning to explore the world of business, this Handout is designed to provide 
you with the tools, strategies, and mindset required to navigate the exciting and 
often unpredictable terrain of entrepreneurship. 

This Handout material is in full alignment with the official curriculum 
established by the Ministry of Higher Education and Scientific Research. It is 
designed specifically for third-year LMD (Licence-Master-Doctorate) students 
specializing in Material Physics. The handout, titled Entrepreneurship, aims to 
provide students with the necessary information and practical knowledge to 
develop an entrepreneurial mindset and gain the skills required to navigate the 
complex world of business and innovation. The Handout is organized into nine 
chapters and is structured to introduce the key concepts of entrepreneurship, 
focusing on the essential skills that can be applied not only to the world of 
business but also to the world of scientific research and innovation, areas that 
are highly relevant to the field of materials science. Through a mix of theoretical 
knowledge and practical applications, the Handout will cover topics such as 
identifying market opportunities, creating business plans, securing funding, and 
developing strategies for scaling innovations skills that will be crucial for any 
future entrepreneur, particularly those interested in technological ventures or 
start-ups in the materials science domain. In addition to providing foundational 
business knowledge, the Handout aims to inspire students to think critically and 
creatively, encouraging them to view the problems they encounter in their field 
as potential opportunities for innovation and entrepreneurship. Entrepreneurship 
is about more than just creating a company it's about fostering creativity, 
problem-solving, and strategic thinking, all of which are invaluable traits for both 
scientists and entrepreneurs. With this Handout, we hope to equip students with 
the tools, resources, and mindset they need to innovate, create value, and 
contribute to the economy and society, whether they decide to launch their own 
ventures or apply entrepreneurial principles within existing companies or research 
institutions. 

We look forward to engaging you in this dynamic and rewarding journey into 
the world of entrepreneurship. Let's get started and explore the many 
opportunities that await! 

    Dr. GACEM Amel 
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Chapter I: Introduction to Economics 

 

 

I.1. Introduction 

Economics is the study of how society manages its scarce resources. It addresses three 

fundamental questions: What goods and services will be produced? How will they be 

produced? And who will receive them? Because people’s wants are virtually unlimited, but 

resources such as land, labor, and capital are limited, choices must be made, leading to 

problems of scarcity and resource allocation. An economic system is the specific set of 

institutions, strategies, and methods used to manage economic activities. It strives to answer 

what, how, and for whom various commodities and services should be produced. The three 

main types of economic systems are capitalism, socialism, and mixed economy. 

I.2. The Importance of Economics 

Why does economics matter? Understanding how a market-based economy functions 

helps individuals, businesses, and governments position themselves so that their interests will 

be served. Individuals need to know how the rules of the marketplace will affect their economic 

welfare. Should they buy a house or sell? Should they save or borrow? How do they decide 

how many hours they want to work? Business firms must constantly make economic decisions. 

Should they enter a market with an innovative product? Should they invest in a plant overhaul 

to reduce pollution? How do they decide how many workers to hire? Government officials 

must also address economic questions. What regulations should be imposed on business? Is a 

free market economy a stable system? Why does inflation occur? What policies will best 

promote economic growth? Clearly, economics plays an important role in everyday life. 
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Economics is the study of how people allocate scarce resources to satisfy unlimited 

wants. Economics addresses three basic questions: What should be produced and in what 

quantities? How do these goods and services get produced? Who consumes these goods and 

services? Everyday decisions such as whether to buy a fruit smoothie, build a home, or 

purchase a new bicycle all relate to the production and consumption of goods and services in 

the economy. Producing a bicycle requires the use of scarce resources, such as steel, plastic, 

and rubber. Economics teaches that society faces a fundamental problem: because these factors 

of production are limited, not everything can be produced. Choices must be made. When an 

individual chooses to spend money on a new bicycle, she decides not to spend that money on 

alternatives such as a dinner at a restaurant or a music download. 

I.3. Basic Economic Concepts 

In a world of limited resources, every choice has a cost. Scarcity means that decisions 

must be made about how best to use resources to produce goods and services that satisfy the 

needs and wants of society. Choosing one good or service usually means giving up another this 

is the idea of opportunity cost, which helps individuals and society make better-informed 

decisions by considering the next-best options. Markets provide a mechanism that channels 

society’s limited resources into production. In the process, the forces of supply and demand 

help coordinate the actions of producers and consumers. Consumers want to purchase products 

that satisfy their needs and want, while producers want to maximize profit. When buyers and 

sellers come together to make exchanges, buyers bid the price up; sellers offer to undersell one 

another, bringing prices down. Price therefore operates as a balancing device that guides 

producers to supply the products consumers want the most (Figure I.1). 

 
Figure I.1 Basic economic concepts diagram. 
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I.4. Types of Economic Systems 

There are three major types of economic systems. In capitalist economies, also called 

market economies, individuals decide what to produce, how, and for whom, by offering 

resources and goods on markets. Individuals have a private property right to the means of 

production. According to the Capitalist School, capitalism gives natural incentives to work and 

produces the highest quality goods at the lowest price. Capitalism is generally linked with a 

low degree of government intervention in the economy. In socialist economies, also called 

planned economies, production is a collective or in the State’s own hands. Production, 

investment, prices, and incomes are determined centrally by the government. The beginning of 

the 1990s witnessed the transition of all centrally planned economies, with the exception of 

North Korea, to a more market-orientated economic system. Today, States such as Brazil and 

Venezuela label themselves as socialist, although they operate a mixed economy. 

I.4.1. Capitalism 

The origin of the word capitalism can be traced back to the Latin word capitellum, a 

diminutive form of caput, meaning head. For instance, a "head of cattle" (caput pecus) was 

considered the capital of a Roman farmer. In the 18th and 19th centuries, individual capitalists 

began to invest their capital in productive activities. Adam Smith, a renowned economic liberal 

thinker, advocated in favor of the creation of capitalist societies and argued that the free market, 

unmanaged by the forces of demand and supply, could best meet society's resource allocation 

problem. In the capitalist system, all economic activities production, distribution, consumption 

are guided and directed by the forces of demand and supply (Figure I.2).  

 
Figure I.2 Capitalism work. 
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The retailer plays a pivotal role in this dynamic, mediating between production and 

consumption by accommodating supply and demand flows and ensuring the availability of 

goods and services at appropriate places and times according to consumer demand. The 

orthodox economic view is that the capitalist economy is based on private property, and the 

main objective of production is the maximization of profits. 

I.4.2. Socialism 

Socialism has its roots in both classical and modern economics. Many argumentations 

for or against socialism originated around the early twentieth century, when socialist and 

communist regimes were being established in countries such as Russia, China, Poland, and 

East Germany. The goal of socialist agents or parties is to promote and implement socialist 

ideas especially collective ownership of the means of production and state control over the 

direction the economy should take. From an economist’s perspective, socialism is a system of 

production and distribution operated by the government. It is associated with the belief or hope 

that the destructive aspects of economic competition can be avoided. Instead of relying on 

competition in labor and product markets, a socialistic system aims to achieve the benefits of 

competition (more output at a lower cost) without the sometimes destructive forces. Usually, 

it is suggested that under socialism unemployment would be at a minimum. Supporters believe 

that the government can direct economic activity more efficiently than individuals can through 

the market system (Figure I.3). 

 
Figure I.3 Features of Socialism. 
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I.4.3. Mixed Economies 

It is widely agreed that neither a pure market economy nor a pure socialist economy can 

function sufficiently well. In a pure market economy some social needs are likely to be 

underprovided. One widely cited example is universal health care, with its associated 

arguments related to society’s interest in a healthy population. In a pure market economy public 

goods such as streetlighting, the environment, judicial institutions, police, and so on will be 

underprovided. Under a pure market system unemployment, underemployment, inflation, 

boombust, and other undesirable effects can arise. Profit is a necessary part of the market 

economy. While it drives innovation and growth, unbounded pursuit of profit has damaging 

social and environmental side effects. Socialism and capitalism are two contrasting economic 

and political systems that differ fundamentally in how resources are owned, managed, and 

distributed. Capitalism is based on private ownership of the means of production, where 

individuals and businesses operate for profit in a competitive market. It encourages innovation 

and efficiency but often leads to economic inequality, as wealth is distributed according to 

market success. In practice, many countries blend elements of both systems in what's called a 

mixed economy (Table I.1). 

Table I.1 Socialism vs. Capitalism. 

Feature Socialism Capitalism 
Ownership of 

Resources 
Public or collective (state, cooperatives, 

community) 
Private individuals or 

corporations 
Economic 
Planning 

Centrally or democratically planned 
economy 

Market-driven (supply and 
demand) 

Goal Economic equality, welfare of all Profit, innovation, individual 
success 

Wealth 
Distribution 

Redistributed through taxation, social 
programs 

Unequal, based on market 
outcomes and individual effort 

Role of 
Government 

Active role: owns industries, provides 
social services 

Limited role: regulates market, 
protects property rights 

Incentives Work for the collective good, social 
responsibility 

Personal profit and competition 

Healthcare & 
Education 

Typically free or heavily subsidized Often private, based on ability to 
pay 

Examples of 
Countries 

Cuba, Venezuela (state socialism); 
Sweden, Norway (democratic socialism) 

United States, Singapore, 
Australia 

Innovation & 
Efficiency 

Can lag due to lack of competition 
(varies by model) 

High due to competition and 
market pressures 

View on 
Inequality 

Seeks to reduce or eliminate class 
differences 

Accepts inequality as a natural 
outcome of freedom and merit 
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In contrast, socialism emphasizes collective or public ownership of major industries and 

services, with the goal of promoting economic equality and social welfare. Under socialism, 

the government typically plays a larger role in regulating the economy and providing essential 

services like healthcare and education. While capitalism values individual freedom and 

competition, socialism prioritizes social justice and reducing class disparities.  

I.5. The Role of Government in Economics 

The Role of Government in Economics is a social science concerned with the production 

and distribution of goods and services, as well as the supply of money. It examines how 

decisions by individuals, businesses, governments, and other organizations influence markets 

for goods, services, labor, and capital. Government policies and regulatory frameworks shape 

these markets extensively, requiring an understanding of economic principles and the 

consequences of political choices. Government involvement includes regulation and direct 

participation in both goods and labor markets. In the United States, for example, the 

government subsidies the production of corn and soybeans to stabilize farmers’ incomes, 

currently paying over 15 billion dollars annually in farm-related support. It also offers 

incentives for hiring workers with disabilities, aiming to reduce unemployment and facilitate 

workforce entry. Both actions significantly influence market operations and outcomes (Figure 

I.4). 

 
Figure I.4 The Role of Government. 

Markets sometimes fail, and self-regulating markets operate efficiently only when a 

series of conditions is met. When these conditions are not satisfied, market failure occurs. The 

role of the government is to intervene in the allocation of resources when the market cannot do 

so efficiently and to protect the interests of society as a whole. In general, the government 

performs two basic tasks: it ensures that the market is working properly and reacts to the 
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adverse consequences of a particular kind of activity. Government intervention can take several 

forms. The nature of the market system does not specify the degree of intervention, so public 

involvement in the economy varies across countries and over time. At one extreme of the 

spectrum, governments impose minimal regulations on businesses and individuals, establishing 

stable political conditions and upholding private property. At the other extreme, they may 

control the majority of economic activities. In general, however, the tendency is to move 

toward moderate regulation, with governments shaping and influencing the economy through 

fiscal and monetary policy, regulation, and taxation. 

I.6. Economic Indicators 

Economic indicators for GDP, unemployment, and inflation help analysts evaluate a 

nation’s economic condition and forecast future performance. Like a patient’s weight, heart 

rate, and temperature, a country’s statistics make it easier to diagnose problems and suggest 

possible cures. These indicators are typically categorized into leading, lagging, and coincident 

indicators based on how they relate to the business cycle (Table I.2). 

Table I.2 Main Types of Economic Indicators. 

Indicator Description Type 
Gross Domestic 
Product (GDP) 

Measures the total value of goods and 
services produced in a country. 

Coincident 

Unemployment Rate Shows the percentage of the labor force that 
is jobless and actively seeking work. 

Lagging 

Inflation Rate (CPI) Tracks the rise in prices of goods and 
services over time (measured by CPI). 

Lagging 

Consumer Price Index 
(CPI) 

Measures average changes in prices paid by 
consumers. 

Lagging 

Producer Price Index 
(PPI) 

Measures average changes in selling prices 
received by producers. 

Leading/Lagging 

Interest Rates Set by central banks; influence borrowing, 
spending, and inflation. 

Leading 

Consumer Confidence 
Index 

Gauges how optimistic consumers are about 
the economy. 

Leading 

Retail Sales Measures consumer spending in stores and 
online. 

Coincident 

Balance of Trade The difference between a country's exports 
and imports. 

Coincident 

Stock Market 
Performance 

Reflects investor confidence and future 
expectations of the economy. 

Leading 
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 When looking only at the domestic economy, economists want to know: How large is 

the total output of goods and services? Is the labor force fully employed? And are prices rising, 

falling, or stable? Changes in these variables suggest growth, decline, or inflation. Economic 

indicators are key statistics that provide insight into a country's economic performance and 

overall health. They help governments, businesses, and investors make informed decisions. 

Recent global economic indicators show a mixed picture of recovery and persistent challenges. 

Global GDP growth is projected to be around 3.2% for 2024–2025, with stronger performance 

in emerging economies compared to advanced ones. Inflation is declining in many developed 

countries, allowing central banks to consider easing interest rates, but it remains high in several 

developing nations. Unemployment rates are relatively low in advanced economies, though 

youth unemployment remains a concern in many parts of the world. At the same time, public 

debt levels are elevated, prompting many governments to explore fiscal reforms. A notable 

example is Turkey, where inflation remains very high around 32.9% in 2025 significantly 

impacting purchasing power and economic stability. GDP growth is modest at 2.7%, while the 

unemployment rate hovers around 8.5%, with youth unemployment even higher. The Turkish 

government has set targets to reduce inflation to single digits by 2027, but this will require 

disciplined monetary policy, fiscal restraint, and efforts to stabilize the exchange rate. This case 

highlights the complex balance countries must strike between growth, inflation control, and 

social stability in today’s global economy (Figure I.5). 

 
Figure II.5 Analyzing a specific country's indicators. 

I.7. Economic Theories and Models 

Economic theories and models are essential tools used by economists to analyze, explain, 

and predict the behavior of individuals and the overall economy. A theory is a set of abstract 
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ideas based on observations and assumptions, aiming to explain how the economy functions. 

For instance, classical theory emphasizes the self-regulating nature of markets, while 

Keynesian theory argues for government intervention during economic downturns. Other 

approaches, like monetarism or behavioral economics, offer different perspectives depending 

on the factors being studied. Economic models, on the other hand, are simplified 

representations of economic reality, often using graphs or equations to illustrate relationships 

between key variables. Some well-known models include the supply and demand model, the 

circular flow diagram, the production possibility frontier (PPF), the IS-LM model, and the 

aggregate demand–aggregate supply (AD-AS) model. These models can be applied at the 

microeconomic level (studying households and firms) or the macroeconomic level (examining 

issues like inflation, unemployment, and growth). Although models rely on simplifying 

assumptions such as rational behavior or the idea that "all other factors remain constant" 

(ceteris paribus) they are still highly valuable for guiding economic decisions and shaping 

public policy. In summary, economic theories and models help us better understand how the 

economy works and allow us to anticipate the outcomes of different decisions in various 

economic situations. Economic theory is a framework of concepts, principles, and models used 

to analyze and understand the functioning of economic systems. It is a systematic approach to 

studying how societies allocate resources to produce, distribute, and consume goods and 

services. It also aims to provide a coherent and logical explanation of economic phenomena. 

They help answer questions like why prices rise or fall, why some industries thrive while others 

decline, and how people make choices about what to buy and produce. They seek to make 

predictions about future economic events and trends. By understanding past and present 

economic behavior, economists can forecast potential outcomes, which can guide individuals, 

businesses, and policymakers in their decision-making (Figure I.6). 

 
Figure I.6 Economic system diagram. 
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Examples of Economic Theories: 

- Classical Economics (Adam Smith): Markets are self-regulating; government 

intervention should be minimal. 

- Keynesian Economics (John Maynard Keynes): During recessions, active government 

intervention is necessary to boost demand. 

- Monetarism (Milton Friedman): The money supply is the main driver of economic 

cycles. 

- Behavioral Economics: Psychological factors affect economic decisions, challenging 

the assumption of fully rational behavior. 

- Marxist Economics (Karl Marx): Focuses on class struggle and the role of labor in  

production. 

I.8. Current Economic Issues 

Current economic issues are multifaceted and deeply interconnected with global events, 

technological shifts, and societal challenges. Inflation remains a major concern in many 

countries, exacerbated by the pandemic’s stimulus measures and supply chain disruptions. As 

central banks raise interest rates to tackle inflation, there are fears of slowed economic growth 

and higher borrowing costs. Geopolitical tensions, especially the Russia-Ukraine conflict, have 

further strained global supply chains, increasing production costs and delaying deliveries. 

Meanwhile, labor markets are undergoing significant transformations, with shifts toward 

remote work, labor shortages in certain sectors, and the growth of the gig economy. Energy 

prices are also volatile due to the energy crisis, prompting many nations to speed up their 

transition to renewable energy, though challenges remain in balancing sustainability with 

energy security. Economic inequality is widening, both within and between countries, driven 

by stagnant wages for lower-income groups and unequal access to opportunities. Furthermore, 

rising levels of government and private sector debt raise concerns over long-term financial 

stability, especially in developing economies. Climate change and environmental issues are 

contributing to economic instability, with natural disasters increasing in frequency and costs, 

while the transition to a green economy presents both long-term benefits and short-term 

financial burdens. Technological disruptions, especially automation and AI, continue to 

reshape labor markets, creating concerns over job displacement and economic inequality. 

Finally, geopolitical instability, trade wars, and shifting alliances are adding another layer of 

complexity to global economic dynamics. These issues, compounded by demographic shifts 
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such as aging populations and youth unemployment in various regions, present ongoing 

challenges that require global cooperation and policy innovation. seven decades. 

I.8.1. Income Inequality 

Economists are increasingly examining how income inequality affects economic 

performance and social outcomes. While most are convinced that extreme inequality can inhibit 

long-term economic growth, they also recognize that a certain level of inequality is a natural, 

and even a necessary, by-product of a growing economy. After all, as people become more 

productive and improve their skills, education, and ability to innovate, some will climb the 

socio-economic ladder faster than others. What matters, it seems, is not the level of inequality 

but how quickly the incomes of low-income individuals grow relative to those of high-income 

earners. Income convergence a growing middle class is a hallmark of rising prosperity and is 

fairer for a society as a whole. Income divergence widening income inequality, where those 

with high incomes become richer but those with low incomes stagnate or grow more slowly is 

a sign of economic inequality. Although these income divergence and income convergence 

debates have a long history, the topic of income equality has recently been thrust onto the front 

pages of newspapers and magazines around the world because the divergence threshold appears 

to have been reached in many countries (Figure I.7). 

 
Figure I.7 Income before (green) and after (pink) taxes and transfer payments. 

Environmental economists are particularly concerned about the impact of economic 

activity on the environment, especially on climate change. Because pollutants are produced as 

a by-product of economic activity, there is a clear trade-off between economic growth and the 

environment. Despite the importance of environmental economics, predominately in the 

context of growth and resources, most economics textbooks give the subject only a brief 
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treatment. A list of key issues in environmental economics includes climate change, green 

energy, toxics and pollution, and the economics of sustainable development. Mindful of the 

past, environmental economists are keen to explore the full set of issues in new textbooks 

dedicated entirely to the subject. 

I.8.2. Environmental Economics 

Economic growth is the fundamental means for attaining widespread and rising standards 

of living. However, growth needs to be attained through a sustainable process, which does not 

endanger the environment and the needs of future generations. Economic growth and the 

maintenance of environmental quality are, therefore, important economic policy objectives. 

Indeed, environmental problems associated with growth have spurred increasing interest and 

activity in the field of environmental economics. An analysis of the environment leads to 

consideration of pumping pollutants into the environment beyond acceptable levels for 

instance, with reference to air and water pollution. In addition, environmental problems include 

associated issues within the theme of renewable natural resources (such as over-fishing), non-

renewable and exhaustible natural resources (such as the mining of mineral-sands for uranium), 

and management of international environmental commons (such as oceans and the ozone 

layer). Environmental economics is concerned with the relationship between the economic 

process and the natural environment. The basic economic problem of the field may be defined 

as the management or allocation of environmental resources so as to achieve economic 

objectives in a way that satisfies the demands for economic growth with minimum 

environmental degradation. Neoclassical economics, including environmental economics and 

resource economics, sees the economy as an abstract entity separate from the natural world. 

When the economy and environment interact, it is an externality that can be corrected with 

market-based tools, such as pricing environmental goods (Figure I.8). 

 
Figure I.8 Environmental economics. 
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Defined narrowly, environmental economics is concerned simply with economics as it 

relates to the environment and environmental problems. Naturally, therefore, it intersects many 

other areas of economics, including welfare economics, public economics, resource economics, 

and international economics. Environmental economics is concerned with the economic effects 

of national environmental policies and international environmental conflicts, as well as market 

failure and government failure. The interdependence of economic systems and the global 

ecosystems means that different countries have entered the 21st century with both deep 

environmental challenges and opportunities. Environmental economics includes a systematic 

analysis of the causes and consequences of overproduction of environmentally damaging 

externalities, as well as the macroeconomic repercussions such as changing income levels, 

unemployment, wage–price inflation, and fiscal deficits that arise from policies aimed at 

controlling emissions. Under the broad umbrella of environmental economics lie the theory 

and application of methods designed to enable policymakers to integrate economic and 

ecological objectives; the aim is a gradual shift towards a green economy, defined as one that 

results in improved human well-being and social equity while significantly reducing 

environmental risks and scarcities. 

I.8.3. Economic Crises 

Growing inequality of wealth and income is often cited as a matter of grave concern. 

Some economists advocate redistributive policies: increased progressive taxation, increased 

government-provided benefits for the poor, the provision of free education and health care, 

and/or encouragement of employee ownership. The costs incurred by the environment and by 

future generations are also often issues for concern. These concerns lead some economists 

toward more regulation and oversight (Figure I.9). 

Economic crises are always a topical issue. Although the boom and bust cycle is an ever-

present feature of capitalism, the scale is sometimes extreme, with serious social and political 

consequences. Crises come in different forms and arise for different reasons housing market 

collapses that deleverage an economy, inflations that reach hyper-inflationary levels, complete 

currency collapses, or crises that arise due to the bursting of a speculative bubble in stock and 

bond markets and significant bankruptcies among the financial institutions of a country or 

region. The recent experience of Eastern Asia vividly illustrates the consequences of financial 

crises. In 1997, the crisis started with the collapse of the Baht in Thailand and spread rapidly 

to Singapore, Malaysia, Indonesia, the Philippines, Hong Kong, South Korea, Taiwan, and 

Japan. 
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Figure I.9 Economic crises. 

I.9. Future of Economics 

Technology, economic development, and sustainability are shaping–at a rapid pace–the 

future of economics. Future economists will have to grapple with the implications of a changing 

economy that is constantly shaped by technological progress, social endeavors, and political 

priorities. Changing economic environments are challenging nonergodic economic 

relationships and concepts. New research fields, especially in behavioral economics, will 

provide input for a more realistic understanding of economic phenomena. Technology 

Economics aims to fathom the consequences of the technological development of societies. 

Sustainability is emerging as a focal point of economics in the 21st century. A growing interest 

in sustainability makes Economics better equipped to integrate non-economic values, 

especially human life, and well-being, into normative analyses. Sustainable economics 

emerges from a desire to change the way members of society view consumption. Finally, 

economics should become a new institution. Beyond a pure examination of economic 

phenomena, it must become an academic discipline that actively promotes politics and human 

welfare. The ultimate objective is to render economic behavior and economic sciences 

primarily responsible for human well-being rather than economic growth. 

I.9.1. Technological Advancements 

The development and application of scientific knowledge to produce new products and 

processes constitute technology. Historically, some technologies emerge as innovations while 

others represent improvements in established ways of producing goods and services. 

Technological changes affect economics at the industry level, where the nature of competition 

is influenced, and at the economy-wide level, where overall productivity can be either 

promoted or impeded. Because they embody new product designs and new production 
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methods, technological changes affect the array of goods and services available as well as the 

resources employed in producing those goods and services. 

Changes in product design and production methods have significant impacts on the 

pattern of competition in an industry. Product design also influences the productivity of an 

industry as well as that of the economy as a whole. Superior product design can create a 

substantial increase in demand for a product, and if the producer is the only one capable of 

manufacturing the new product, this increase in demand acts as a barrier to entry by other firms, 

providing the first mover a protracted period of free-rider gains. New product designs can also 

make a substantial contribution to productivity growth within an industry, particularly if they 

permit the substitution of a less costly input for a more expensive input in the production 

process. Technological advancement has brought about significant benefits for businesses and 

industries across the globe. From increased efficiency and productivity to improved 

communication, data management, and mobility, technology has transformed the way we work 

and do business. By embracing these advancements, businesses can stay ahead of the curve, 

remain competitive, and drive innovation and progress in their respective fields (Figure I.10). 

 
Figure I.10 The Benefits of Technological Advancement. 

I.9.2. Sustainability and Economics 

A sustainable economy conforms to the principles of sustainability, avoiding the long-

term depletion of natural capital. Sustainable economic theories encompass environomics, 

ecological economics, and green economics. At first glance, it may seem paradoxical to 

combine the apparently opposite concepts of sustainability and growth within one and the same 

phrase, namely “sustainable growth.” A structured definition of growth within the context of 

sustainability, for instance sustained swings, would go a long way toward removing the 
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paradox and the accompanying uncertainty. Without such a definition, the intuitive notion of 

swings implies unsustainability. Comprehensible definitions are the prerequisite for 

measurable indicators of realized sustained swings and hence for the precise assessment of the 

sustainability of economic systems. They allow concepts of strong and weak (better 

“preferential”) sustainability to be further specified in terms of “sustained swings”. Because 

sustainability is perfection. Because “sustainable growth” is a contradiction in terms. Because 

growth is a numeral deviation of a variable from a time average. Because Jungles Swings 

Growth G.S.G.  is a more adequate catch phrase for the far-reaching idea underlying the 

tsunami hypothesis, a simple “at a glance.” of the concept of G.S.G. is provided. Jungles swings 

are the waves extending the paradigm of “Big swings in nature.” Strong sustainability is 

preferable. Sustainability must not be confused with any form of growth. The resilience of the 

economic systems is a measure of sustainability. In our changing world, economic 

sustainability is a vital concept. It preserves financial balance while ensuring that our actions 

don’t harm the environment or hurt people. This blog on economic sustainability examples will 

show how governments, businesses, and individuals are working for a better future (Figure 

I.11).  

 
Figure I.11 The environmental, economic, and social components of sustainability. 

Economic growth is a key requirement for poverty alleviation and welfare improvement, 

especially in developing countries. At the same time, growth exerts strong pressures on natural 
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capital, potentially resulting in environmental degradation and depletion of renewable and non-

renewable natural resources. A critical challenge for economies is to balance growth and 

natural capital protection in order to be on a sustainable path of development. This involves 

sustaining growth and development while avoiding the over-exploitation of natural capital, 

thereby allowing environmental and natural resources to recover for future generations. There 

is an urgent need to identify spatial patterns of relationships between growth and natural capital 

in order to support policy formulation 

I.10. Conclusion 

The study of economics is both interesting and important. It guides individuals in 

making better choices about resource use and helps public- and private-sector institutions 

achieve their objectives. As a result, economics provides a valuable perspective for 

understanding our everyday lives. Scarcity stands at the core of economics. It compels 

individuals to allocate time among work, leisure, education, or training; forces managers and 

business owners to balance production, sales, and personal lives; and drives government 

officials to choose among competing projects. Because it is impossible to satisfy all these 

demands simultaneously, every decision incurs an opportunity cost. Generally speaking, 

individuals and organizations aim to make decisions that generate benefits exceeding these 

costs. For this reason, an understanding of economics involves studying both the nature of costs 

and benefits as well as the methods used for their estimation. The forces of supply and demand 

play a central role in economics. They determine the allocation of resources, the quantity of 

goods and services produced, the floors and ceilings on prices, and groups that require 

protection. Consequently, the analysis of supply and demand becomes a crucial part of 

economic discourse. 
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Chapter II: Macroeconomics and Microeconomics 

 

 

II.1. Introduction  

The economy of a state is an intricate system that operates mainly in two distinct yet 

interconnected ways namely, macroeconomics and microeconomics. Macroeconomics 

performs an overall examination of the economy of a state, while microeconomics engages in 

an analysis of the individual economic behaviour of the participants in the economy, such as 

consumers and producers. Macroeconomics assesses the performance of an economy as a whole 

by concentrating on aggregates such as GDP, unemployment rate, and the inflation rate, type 

of policies implemented by the government to achieve the GDP growth, and the impact of such 

policies towards the economy. On the other hand, microeconomics is the branch of economics 

that studies how individuals, households, and firms make decisions and allocate their scarce 

resources. In particular, microeconomics tries to understand how these economic agents interact 

in a particular market and determine the equilibrium price and output level. The 

microeconomics approach is more concerned with the demand and supply analysis of certain 

markets or industries and its impact on different households and firms. Economics, in general, 

is the study of the allocation of resources among different uses in order to satisfy unlimited 

human wants. This broad definition of economics encompasses the whole economy 

(macroeconomics) as well as its individual economic participants (microeconomics). 

II.2. Fundamentals of Macroeconomics 

Macroeconomics is the branch of economics that studies the behavior and performance 

of an economy as a whole. It focuses on broad phenomena such as national income, output, and 
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the interrelations among the different sectors of the economy to better understand how the 

whole economy functions. Key indicators examined include total national output, total 

employment, the general level of prices, and the rate of economic growth. Macroeconomists 

can examine the behavior of any nation in the world and explain how the nation's economy 

operates. They may also consider certain aspects of the global economy, including the effects 

of high inflation and unemployment in one country on other economies. The term aggregate is 

often used in connection with macroeconomic data to indicate that the data refer to a number 

of units taken together. For example, terms such as aggregate demand and aggregate output 

refer to the total demand for goods and services, or the total output of goods and services, in 

the economy. Macroeconomics also addresses the efficient utilization of as many scarce 

resources as possible and the achievement of a high level of employment and income. The 

determination of the best price or price level is another important concern, as is the rate of 

economic growth. Macroeconomists seek to create the framework within which their 

government can manage the economy properly (Figure II.1). 

 
Figure II.1 Circulation of macroeconomics. 

II.2.1. Definition and Scope 

Macroeconomics studies the whole economy and its key aggregates. For example, in 

macroeconomics one might ask: How fast is the country’s economy growing? How many 

people are without jobs? What causes inflation? How do countries recover from recessions? 

Macroeconomics is the branch of economics that analyzes the behavior and performance of an 
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economy as a whole, focusing on broad aggregates and their interactions including national 

income, total employment, total investment, aggregate consumption, government spending, and 

international trade. Macroeconomics is concerned with economy-wide phenomena such as 

changes in unemployment, national income, rate of growth, gross domestic product, inflation, 

and price levels. Economic policies such as monetary and fiscal policy are examined for their 

macroeconomic consequences. 

Microeconomics examines the economy on a smaller scale. Where macroeconomics 

studies national income or output, microeconomics analyzes the demand for a particular 

commodity such as petrol, the supply of a product such as cotton cloth, or the price of a service 

such as a ride in a Volkswagen (a few kilometers) in a city. The behavior of a price rate, such 

as the interest rate or the exchange rate, can be examined from both macroeconomic and 

microeconomic angles. In what is described here as microeconomics, the central issues relate 

to the forces operating within the market system and the problems that might arise from it – i.e., 

demand and supply of the factors of production and of commodities, distribution of income and 

output, and the behavior of prices. 

II.2.2. Key Macroeconomic Indicators 

Economists study indicators like GDP and unemployment to judge economic 

performance, while politicians use these figures to justify changing economic policies. Despite 

differences, most economists and politicians agree on why these indicators matter, what causes 

fluctuations, and the appropriate role of government in addressing them. Economic output is 

closely related to overall living standards of a society and the level of prosperity achieved by 

its members (Figure II.2). 

 
Figure II.2 Macroeconomic Indicators. 
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A rise in the output of goods and services ultimately translates into improved living 

conditions. Increased production provides workers with more income that can be used to buy 

various goods and services. By purchasing a larger quantity and variety of goods and services, 

society creates more jobs, putting an end to periods of economic recession. 

II.2.3. The Role of Government in Macroeconomics 

The government plays an indispensable role in macroeconomics by acting as a regulator 

and influencer of economic activity. Political interventions are key for reducing the impact of 

economic fluctuations, curbing inflationary tendencies, controlling periods of rapid economic 

growth, and managing unemployment. Governmental powers against such economic problems 

are exercised through various policy implementations. 

Government policy ultimately affects interest rates, foreign exchange rates, and the 

money supply in the market. Depending on the prevailing economic conditions, the government 

either adopts an expansionary or contractionary economic policy. An expansionary economic 

policy results in increased money supply to overcome periods of recession and unemployment. 

Conversely, a contractionary economic policy aims to reduce the degree of economic activity 

in the country to control inflation during periods of excessive economic growth and demand for 

goods and services. 

II.3. Fundamentals of Microeconomics 

Microeconomics focuses on smaller-scale economics by examining markets on the 

demand side and the supply side. It analyses how prices, production, and demand interact and 

the influence of monopolies within markets. It represents the opposite approach of 

macroeconomics, which instead examines an economy on a larger scale. Comparative analyses 

of the two approaches differences, similarities, and interrelationships—are undertaken in a 

separate section. 

II.3.1. Definition and Scope 

Macroeconomics is the part of economic science that deals with the behavior of the 

economy as a whole. It studies economic aggregates, or summaries of individual behavior, such 

as the entire country’s income, expenditure, and employment. The main concern of 

macroeconomics is to understand broad aggregates of the economy such as income, output, 

employment, prices, consumption, savings, and investment. Microeconomics, by contrast, is 

the study of individual parts of the economy. It examines things that happen in smaller units 

and in economic units such as firms and households. The microeconomic theory of demand 
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seeks to find out how different price levels affect the quantity demand for a particular good. 

Microeconomics also studies the various forms of market conditions such as a perfect 

competition, monopoly, or an oligopoly through which firms conduct their business. 

II.3.2. Demand and Supply Analysis 

Demand and supply analysis is the core of economic thought. The demand for a 

commodity in a market is the amount that consumers wish to purchase at particular prices 

during a specified period. The relationship between prices and quantities is called the demand 

schedule and can be illustrated in a demand curve. The demand curve typically slopes 

downward, indicating an inverse relation between price and quantity demanded: at higher 

prices, fewer goods are bought, and at lower prices, more goods are demanded. Demand is 

determined by price. However, demand and quantity demanded are not identical. Demand 

denotes the relationship between price and quantity demanded at every possible price level; 

quantity demanded is the amount of the commodity a consumer wishes to buy at a particular 

price. This is why the demand curve is downward sloping. 

A supply schedule, depicted graphically as a supply curve, is a table that shows the 

relationship between the price of a good and the quantity supplied by producers. Under the 

assumption of perfect competition, supply is determined by marginal cost: Firms will produce 

additional output as long as the cost of extra production is less than the market price. A rise in 

the cost of raw materials would decrease supply, shifting the supply curve to the left because at 

each possible price a smaller quantity would be supplied. This shift may also be thought of as 

an upwards shift in the supply curve, because the price must rise for producers to supply a given 

quantity. A fall in production costs would increase supply, shifting the supply curve to the right 

and down. Mathematically, a supply curve is represented by a supply function, giving the 

quantity supplied as a function of its price and as many other variables as desired to better 

explain quantity supplied. The two most common specifications are: 

 

Where: Q is quantity supplied  and P is price. The supply curve is a curve that shows a 

positive or direct relationship between the price of a good and its quantity supplied, ceteris 

paribus. In the Figure II.3, the quantity supplied of a good is taken on the X-axis (horizontal 

axis) and the price on the Y-axis (vertical axis). The upward sloping supply curve S0 shows the 

positive or direct relationship between the price of a good and its quantity supplied, ceteris 

paribus. 
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Figure II.3 A graph of the upward sloping supply curve. 

II.3.3. Market Structures 

A market structure in economics refers to the organization and characteristics of a market. 

It relates mainly to the number of firms in the market, and the degree of competition between 

them. Different markets are theoretically categorized based on these two features of the market, 

to explain the very different ways they function, and how much power each company possesses. 

The extremes of market structures are perfect competition and monopoly, with imperfect 

competition covering everything in between. Perfect competition is the theoretical structure in 

which many companies in the market sell homogenous products. The market exists in such a 

way that no participant has the power to dictate product prices. Each company in the market is 

a price taker, and all enjoy equal access to information. Because of the large number of buyers 

and sellers in the market, the decisions of any single agent do not influence the price of any 

product (Figure II.4). 

 

Figure II.4 Market structures diagram. 
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II.4. Comparing Macroeconomics and Microeconomics 

Economics studies the production, distribution, and consumption of goods and services, 

focusing on how individuals and businesses allocate resources. Traditionally, economics splits 

into two broad fields macroeconomics, which examines the economy as a whole, and 

microeconomics, which analyzes individual markets. Macroeconomics considers large 

aggregates such as aggregate demand, inflation, and unemployment, while microeconomics 

studies demand and supply in individual markets (Table II.1). 

Macroeconomics contrasts with microeconomics in scale. It analyzes the entire economy 

instead of individual markets, studying price indices, national income, money supply, 

unemployment, government fiscal and monetary policy, and international trade. 

Macroeconomics and microeconomics are interdependent; the details of individual markets 

affect the economy's total picture, just as the broader economic context influences individual 

markets. Many economists argue that macroeconomics should reflect microeconomics, linking 

macroeconomics back to the actions of individual consumers and businesses a synthesis 

sometimes called micro-founded macroeconomics. 

Table II.1 comparison of Macroeconomics and Microeconomics. 

Aspect Macroeconomics Microeconomics 
Definition Study of the economy as a whole Study of individual economic units 

Focus Economy-wide phenomena. Decisions of individuals, households, 
and firms. 

Key 
Topics 

GDP, inflation, unemployment, 
fiscal policy, monetary policy. 

Supply and demand, pricing, 
consumer behavior, production costs. 

Scope National and global levels. Specific markets or sectors. 
Main 

Agents 
Government, central banks, entire 

industries. 
Consumers, workers, firms. 

Goals Economic growth, price stability, full 
employment. 

Profit maximization, utility 
maximization, resource allocation. 

Tools Used Aggregate demand/supply models, 
IS-LM model, Phillips curve. 

Demand-supply curves, elasticity, 
cost-revenue analysis. 

Examples How does inflation affect GDP 
growth? 

How does a price change affect the 
quantity demanded of coffee? 

II.4.1. Differences and Similarities 

Macroeconomics examines the overall functioning of a country, encompassing broad 

issues that influence every individual. It is concerned with matters such as inflation, 

employment, economic growth, balance of payments, deficits, surpluses, and exchange rates. 

Government and central bank actions affecting money supply, tax rates, and market regulations 
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fall within the macroeconomic analysis. Macroeconomics takes into account aggregate data and 

accumulation, with the Gross Domestic Product (GDP) serving as a key measure of total output. 

Inflation and inflationary expectations are critical indicators, while economic growth is assessed 

in both nominal and real terms to isolate the impact of inflation. The unemployment rate 

provides insights into the size and share of the labour force that remains unutilized. 

Fundamentally, macroeconomics investigates why economies experience fluctuations in 

growth rate and unemployment level, why inflation arises, and why the trade account is 

frequently not in balance. It also guides the formulation of economic policies aimed at 

minimizing recessionary effects during a negative economic shock while preserving long-run 

growth. Neoclassical economics attributes these fluctuations and imbalances primarily to 

external shocks such as supply harvest shocks, energy crises, or oil embargoes. Keynesian 

economics believes that lack of aggregate demand, fueled by deficient consumer spending, 

exports, and investment, leads to these economic difficulties. Monetarism holds that an 

inconsistent and growing money supply induces such economic discomfort. Contemporary 

economic thinking tends to view macroeconomics as a synthesis, drawing upon the insights of 

these schools of thought (Figure II.5). 

 

Figure II.5 Difference between microeconomics and macroeconomics. 
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II.4.2. Interrelationship Between the Two Fields 

Macroeconomics primarily studies the behaviour of the economy as a whole; therefore 

the study is aggregate. For example, all-incomes in the country added together give rise to 

income of the economy. When income increases, the demand for goods and services shows an 

increasing pattern. The analysis is done on a population level, taken as a whole, looking at the 

opportunity available to consume goods and services. The study of demand-supply schedules 

for a particular commodity is called microeconomics. The demand-supply analysis of onion, 

sugar, rice, etc., on the basis of individual demands and production, also falls into this category. 

Macroeconomics analyses the behaviour of price level; that is, average price of the economy as 

a whole. Change in price level means inflation. Inflation is the condition in which the prices of 

all goods and services in the economy show a rising trend. The condition of change in prices of 

a particular commodity is called change in the relative price, which is the main concern of 

microeconomics. 

It is the study of the working of the economy as a whole. It analyses the problems of 

unemployment, inflation, balance of payments, fiscal deficit, etc. It stipulates suggestions for 

achieving economic growth and price stability. Macroeconomics makes a careful study of 

ownership-income disparities accross countries and its impact on economic growth. It analyses 

the impact of economic relationships between countries on economic welfare. Fiscal policy 

aims at accelerating economic development by controlling income and employment. Monetary 

policy aims at consolidating the rapid progress and development of a country by controlling 

inflation and stabilising the business cycle. Supply-side policy aims at increasing productive 

capacity through discoveries in the field of agriculture and industry. These changes go a long 

way in promoting economic development and growth. 

II.5. Macroeconomic Theories 

The term "macroeconomics" was coined in 1933 by Ragnar Frisch and refers to the branch 

of economics that studies the overall functioning and phenomena of a national economy. It 

seeks to analyze economic fluctuations and the associated problems of unemployment, 

inflation, poverty, and economic growth. Macroeconomic theories attempt to establish 

regularities and laws that govern these fluctuations and their consequences. Classical theories, 

which dominated up to the 1930s, viewed the economy as self-sustaining and unchanging in its 

course, emphasizing full employment and the free play of market forces. The Great Depression 

undermined this notion by demonstrating persistent mass unemployment and deflation. 

Subsequently, Keynesian theories highlighted the economy's inherent instability and advocated 
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for government intervention to stabilize aggregate demand. Later, Monetarists countered with 

arguments stressing the role of money supply in influencing economic activity. Despite 

criticism and the emergence of New Classicist and New Keynesian schools, the Keynesian 

approach remains prevalent. More recently, supply-side theories have come to the forefront, 

emphasizing aspects of long-term economic growth and development. 

II.5.1. Classical Economics 

The classical economic paradigm, dominant during the nineteenth and early twentieth 

centuries, is often viewed as the earliest macroeconomic model, even though it originally dealt 

with allocations within markets for individual goods and factors of production. It has been 

adapted to macroeconomic analysis in numerous ways. The classical school's fundamental 

proposition is that market-based economies have a natural capacity to take care of themselves. 

Increases in saving lead to increases in investment; decreases in consumption lead to increases 

in employment, output, and income; government's primary economic role should be to keep 

public budgets balanced; and economic stability is ensured by the self-regulating nature of 

markets. When these assertions are read in the broad sense, the viewpoint becomes the familiar 

Keynesian doctrine that nations should balance their economic budgets. Nevertheless, the latter 

approach tends to scrutinize it with contempt. The classical model generally treats the business 

cycle or cyclical fluctuations in employment, output, and prices as an unimportant temporary 

phenomenon. It assumes that disturbed economic conditions can and will be alleviated through 

either natural economic forces or government monetary action, particularly in the case of 

inflation. The classical model has for many years been the basis for the development of 

monetary theories of business cycles, such as monetarism and Austrian theory, which continue 

to exert a strong influence on the formation of economic policy, particular. About the 

consumption behaviour, Keynes makes two comments: 

  Keynes suggests that the expenditure on consumption depends primarily on the 

absolute income of the current period, which means, consumption is a positive function 

concerning the absolute level of current income. The more the income, the more is the 

consumption expenditure.  

  Keynes points out that the expenditure on consumption does not have a proportional 

relationship with the income. With an increment in income, the consumption also increases but 

the proportion is different. The proportion to income is called Average tendency to consume. 

Keynes argues that the average tendency to consume falls as income increases. The Keynes 

consumption function can be expressed as follows:  



Chapter II     Macroeconomics &Microeconomics 
 

Dr. Amel Gacem        32 

C = m + n Y 

Where: C is consumption expenditure, Y is National income (excluding the taxes) and 

‘m’ and ‘n’ are constants. Keynesian theory can be showed through Figure II.6, which includes 

the income and consumption curve. 

 

Figure II.6 the income and consumption curve. 

II.5.2. Keynesian Economics 

Keynesian school of thought is mainly represented by the renowned British economist 

John Maynard Keynes (1883–1946). The Great Depression of the 1930s led more economists 

to believe that pure market forces are not necessarily self-correcting. They argued that the 

government should interfere to help the economy deal with the problems of depression. Keynes 

pointed out that the level of national income and employment is influenced by the demand of 

the people in the economy. Keynesian economics refers to the economic theory that advocates 

the impact of total spending on the economy as it drives the aggregate demand. It states how 

the introduction of certain monetary policies could positively affect employment, inflation, and 

other outcomes, thereby keeping the economy active. Keynesian economics is different from 

classical economics, which claims that aggregate supply and not aggregate demand keeps an 

economy strong and going. The theory also believes that increasing government spending and 

lowering taxes help prevent financial struggles for an economy by raising people's purchasing 

power and enhancing consumer demands (Figure II.7). Keynesian economics offers a robust 

framework for understanding and addressing economic fluctuations, particularly during 

downturns. By emphasizing the importance of aggregate demand and advocating for 

government intervention, Keynes challenged the classical view that economies are self-

correcting in the long run. While his theories have been criticized, especially concerning 
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inflation and government debt, they remain a cornerstone of modern economic policy, 

particularly in times of crisis. Keynesian principles continue to shape fiscal policies worldwide, 

underscoring the need for active government involvement to maintain economic stability and 

growth. 

 
 

Figure II.7 Keynesian economics diagram. 

II.5.3. Monetarism 

In the 1960s Milton Friedman opposed Keynesian views on demand management and 

inflation unemployment trade-off. He argued that the money supply was the key to economic 

fluctuations and that changes in the rate of inflation were caused primarily by changes in the 

rate of growth of the money supply. Therefore, a monetary authority such as the Central Bank 

should focus on stabilising the money supply (and not use the money supply as a way to stabilise 

the economy) if it wishes to minimise the rate of inflation. The quantity theory of money had, 

in the past, been regarded as a key theory for explaining economic fluctuations. However, it fell 

into disfavour between 1930 and 1950 when Keynesian theory became dominant. From about 

1950 to 1960 the Keynesian demand management approach seemed to explain economic 

movements well. Nevertheless, as Keynesian theory seemed unable to explain the tendency for 

the Phillips curve to shift upwards after the 1950s, Friedman turned to monetarism (which is 

based on the quantity theory of money) to try to find a more persuasive explanation. Thus, 

monetarism has revived the quantity theory of money and, using the idea that money demand 
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is linked to income and prices, the theory is more empirically testable than the earlier less exact 

quantity theory of money. The quantity theory of money is at the backend of the concept of 

monetarism. The quantity theory says that the main cause of inflation is an increase in the 

money supply. According to this quantity theory, the value of money or its purchasing power 

depends on the quantity of money in circulation and there is a positive or direct relationship 

between money supply and inflation. The quantity theory of money can be expressed in the 

form of the following Fisher equation of exchange, which is given below:  

MV= PT 

The equation is named after the American economist Irving Fisher who formulated it to 

explain the quantity theory of money. 

M = Money supply, the total quantity of money in the economy 

V = Velocity of money circulation, the number of times money changes hands 

P = The general price level of goods and services in the economy or the average price 

level.  

T = Total volume of transactions 

In the short run, V and T are constant, which means a direct relationship between M and 

P. When money supply (M) increases, the general price level (P) also increases leading to 

inflation. When money supply (M) decreased, the general price level (P) also increase leading 

to slowing down of inflation or even deflation. The Figure II.8 illustrate the workings of 

monetarism. In this graph on the left, an increase in money supply from MS1 to MS2, is causing 

the interest rate to fall from r1 to r2. This increase in money supply affects the macroeconomy 

as illustrated by the graph on the right. The initial macroeconomic equilibrium is at the point of 

intersection of AD1 and SRAS1. The price level is P1 and the real GDP is Y1. The LRAS is a 

vertical straight line, as suggested by monetarists. Due to an increase in the money supply, 

individuals and firms increase consumption and investment, leading to a rise in aggregate 

demand from AD1 to AD2. The general price level is increased from P1 to P2 causing inflation. 

The real GDP is increased from Y1 to Y2. Monetarists say that this happens only in short run 

due to the money illusion where people make decisions based on their nominal income. In the 

long run, workers will bid up wages due to inflation and this increases the production cost for 

firms, leading to a fall in short run aggregate supply form SRAS1 to SRAS2. The real GDP will 

come back to Y1 at the natural rate of unemployment and the general price level will further 

increase from P2 to P3. Monetarists believe that an increase in money supply will increase real 

GDP in the short-run but has no effect on the real GDP in the long-run. In the long run, any 
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increase in money supply will only cause inflation. Hence inflation is a monetary phenomenon, 

which should be controlled by controlling the money supply. 

 
Figure II.8 the working of monetarism. 

II.5.4. New Classical and New Keynesian Theories 

The New Classical macroeconomic theory offers a fresh perspective on how money 

affects the economy. It argues that money is largely neutral that is, changes in the money supply 

mainly influence only the price levels rather than real economic variables such as output or 

employment. The classical dichotomy, which separates real from nominal variables, is thereby 

largely preserved over the long run. A cornerstone of this approach is the assumption that 

economic agents behave rationally: they use all available information efficiently and form 

expectations about the future in a way that on average proves accurate. Consequently, their 

forecasts tend to be correct, save for random errors. According to this view, anticipated 

monetary policy cannot systematically manage macroeconomic variables, as agents will adjust 

their behavior in advance. Therefore, economic fluctuations largely arise from real shocks such 

as changes in technology, resource availability, or fiscal policies that alter underlying 

production capabilities rather than from monetary disturbances. 

Contrastingly, the New Keynesian approach accepts rational expectations but introduces 

real rigidities within the economy that impede the immediate adjustment of prices and wages 

to shocks. Despite these frictions, a classical dichotomy of real and nominal sectors can be 

maintained in the long run. New Keynesians emphasize the complexity of the business cycle, 

interpreting it as the net outcome of various disturbances, including fluctuations in private 

demand, uncertainty about the future, shifts in relative prices, and changes in credit supply. 
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II.6. Microeconomic Theories 

Microeconomics is a branch of economics that focuses on the actions of individuals and 

industries, like the dynamics between buyers and sellers, borrowers and lenders. It examines 

how these decisions affect supply and demand for goods and services, which in turn determines 

prices, and how prices influence the quantity supplied and demanded. Compared to 

macroeconomics, which looks at whole economies and focusing on issues like growth and 

inflation, microeconomics looks at the smaller picture. In essence, macroeconomics takes a top-

down approach, whereas microeconomics takes a bottom-up approach. A supply-and-demand 

diagram is the classic model in microeconomics for teaching about markets. Microeconomic 

theories include neoclassical economics, which emphasizes supply and demand and the 

marginal analysis of consumer choice. Behavioral economics challenges the purely rational 

agent assumption, incorporating psychological insights. Game theory studies strategic 

interactions where the outcome for each participant depends on the choices of others. For a 

historical view of the synthesis of supply and demand theory, see Keynes’s discussion in the 

General Theory of Employment, Interest and Money. 

II.6.1. Neoclassical Economics 

Proponents of neoclassical economics have challenged the simplistic assumptions of the 

classical economics model. Neoclassical economics assumes that the future is not very different 

from the present and all individuals aim for rational satisfaction. The theory concentrates on 

achieving efficient distribution of resources and demand-based equilibrium. Neoclassical 

economics suggests that whenever the level of demand exceeds the level of supply, the efficient 

equilibrium price varies. Price adjustment is the key factor in restoring equilibrium. A system 

of prices, wages, and interest rates is the instrument through which equilibrium is guaranteed 

in the markets for goods, capital, and labor. Neoclassical economics does not concentrate on 

the causes of crisis, such as fluctuation in aggregate demand. 

Modern economists who follow neoclassical economics played a very significant role in 

developing economies of all countries, especially after the Great Depression of the 1930s and 

the Second World War. However, there are several other approaches in economics that explain 

the present economic situation of the world and that have developed economic policies 

especially for such situations. These theories differ in explaining the causes of the Great 

Depression and why there are inflationary conditions at one time with meltdown at other times, 

despite remedial measures taken in the past based on neoclassical economics (Figure II.9). 
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Figure II.9 Top assumptions of neoclassical economic theory. 

II.6.2. Behavioral Economics 

Before examining changes in economic models of microeconomics, it is essential to 

consider whether assumptions in the neoclassical model are realistic. Consequently, behavioral 

economics has emerged as an important new theory. Broadly speaking, behavioral economics 

addresses economics from the perspective of the actions and psychologies of individuals. 

Behavioral economics accepts assumptions concerning the actions of individuals and uses them 

as a foundation to explain market failure and the demand for redistribution. It also draws on 

conclusions about how selected policies can change incentives and thus individuals’ decision 

making. Furthermore, it incorporates theories of motivation into utility functions (the 

relationship between individuals’ preferences and the satisfaction they derive) and scrutinizes 

ways in which these motive functions can be manipulated.  

In addition, game theory, developed to improve decision-making situations in political 

science and international relations, has been adopted in economics. Game theory extends the 

decision-making domain to include the strategic consciousness of opponents. Beyond the time 

dimension that is the focus of the theory of choice (decision theory), it considers the presence 

of other economic agents and their motives. It examines the logical decisions that companies 

or individuals make regarding their actions when they realize that other companies or 

individuals may possess information that is superior to their own (Figure II.10). 
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Figure II.10 Behavioral Economics. 

II.6.3. Game Theory 

Game theory is the study of how people make decisions in situations of conflict or 

cooperation. It analyzes how people interact strategically, anticipating the reactions of others 

and forming expectations about their behavior. The core idea of game theory is that people's 

choices depend not only on the intrinsic attractiveness of each option but also on how attractive 

the other options would be for the other players. Decision making is dynamic, not static. Game 

theory has applications in many areas of microeconomics, including imperfectly competitive 

markets, pricing, investment, product differentiation, bargaining, negotiation and auctions, 

regulation, and trade. It also forms the basis of much of other social science, including political 

science. The behavior of firm managers no longer concerns microeconomics alone. 

II.7. Economic Policies 

Public policies are formulated on the basis of macroeconomic analysis to achieve the 

economic objectives of growth and stability. Macroeconomic theories explain the causes of 

economic fluctuation and suggest desirable economic policies. Economic fluctuation denotes 

the tendency of an economy to move away from the position of consistency and stability (ideal 

equilibrium). When economic activity increases beyond the full-employment level for some 

time, it produces inflationary pressure and unsatisfactory phase of the trade cycle is reached. 

When economic activities remain below the level of consistency and stability for a period of 

time, unemployment and business depression arise as a result. Most macroeconomic theories 

not only explain the causes of these phases, but also suggest policies to cure them. Thus, 

macroeconomics helps in making appropriate economic policies that lead an economy just 
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beyond the phase of consistency and stability. Macroeconomic policies based on the Keynesian 

theory follow the two-track approach to control inflation as well as trade depression. They 

emphasize not only demand management policies but also measures to increase productive 

capacity of the economy. They may be classified as follows: Demand (management policies), 

Supply (management policies). Okun’s study reveals that the Keynesian approach prevails up 

to a point of full employment and a further removal of cyclical unemployment is possible only 

with the increase in the productive capacity of the economy (Figure II.11). 

 
Figure II.11 Economic Policies. 

Fiscal policy deals with decisions regarding government spending and taxation. The 

funda- mentals of fiscal policy can be understood by referring to Macroeconomic Theory. 

Expansionary fiscal policy, involving an increase in government spending and a decrease in 

taxes, is employed to stimulate the economy when it is growing below its natural growth rate. 

By increasing demand, production is encouraged, thereby creating more job opportunities and 

reducing unemployment. The increase in income raises the standard of living. On the downside, 

a large fiscal deficit can lead to excessive money supply, resulting in inflation. Contractionary 

fiscal policy, characterized by a decrease in government spending and an increase in taxes, is 

used to control inflation. By reducing demand, spending power diminishes, leading to lower 

income and a reduced standard of living. In the Figure II.12, the Real GDP is taken on the 

horizontal axis (x-axis) while the price level is taken on the vertical axis (y-axis). The initial 

equilibrium is at E1 which is the point of intersection of the aggregate demand curve AD1 and 

short-run aggregate supply curve SRAS1. The initial price level is P1 and the initial output level 

is Y1. When tax rates are decreased and government spending is increased, the aggregate 

demand curve is shifted towards the right from AD1 to AD2. The new equilibrium point is E1. 

The real GDP is increased from Y1 to Y2 showing economic growth and a fall in unemployment. 
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The general price level is increased from P1 to P2 showing a resulting inflation which is a side-

effect of an expansionary fiscal policy.  

 
Figure II.12 The effects of expansionary fiscal policy on macroeconomic objectives. 

II.8. Global Economics 

The interaction between economies in the world is studied under international economics. 

The two divisions of international economics are international trade and international finance 

or international monetary economics. International economics examines the world currency 

market, or foreign exchange market, and the role of the International Monetary Fund (IMF), the 

Asian Development Bank, or the World Bank. It deals with the determination of exchange rates 

and foreign exchange reserves of individual countries. Finally, it concerns the world trade 

organization (WTO) and the provisions of GATT (General Agreement on Tariffs and Trade). 

It also explains the current debate about trade protection and exchange controls. In international 

trade, the economists analyse the cause, nature, and effects of imports and exports. As compared 

with the concepts of comparative advantage and terms of trade, there are a number of theories 

of international trade from the earliest Mercantilists to the modern trend of anti-foreign-trade 

theorists or Supporters of autarchy. A lot of charts to get through, so let's keep it global, let's 

keep it simple and in basic point form. If one was to focus on the OECD (Organisation for 

Economic Co-operation and Development) leading economic indicator, a conclusion could be 

made that the world stock markets aren’t all that disconnected from growth fundamentals. The 

OECD  is a forum and knowledge hub for data, analysis and best practices in public policy. We 

work with over 100 countries across the world to build stronger, fairer and cleaner societies 

The recent spike in volatility and a correction in share prices comes on the back of a growth 
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scare and financial uncertainty regarding the future level of stimulus (will the Fed hike?). The 

OECD’s LEI is dipping below 100 at the same time the MSCI's World Index annualised 

performance has turned negative (Figure II.13) . 

 
Figure II.13 Global growth has been slowing rapidly according to OECD indicator. 

II.9. Current Issues in Macroeconomics 

Macroeconomics is the study of the economy as a whole. Like microeconomics, it 

analyzes certain economic models with the help of limited assumptions and tries to give 

solutions to the problems. The indicators that signify changes of economy on a large scale, for 

example a country or a region of the world, are gross domestic product (GDP), price-levels, 

unemployment, etc. It also studies policies of government, that is, fiscal policies, monetary 

policies, and trade policies. A broad view is taken in deciding macroeconomic policies in order 

to address the prevailing problems, and individual needs of utility of a particular consumer play 

only a secondary role. Theories are formulated to explain the fluctuations or cycles of an 

economy and to highlight the policies of the government intended to prevent or cure the 

disequilibrium of an economy. Fiscal Policy is the use of the Gov Budget to influence the 

economy. An expansionary Fiscal Policy is one designed to stimulate the economy. 

Contractionary Fiscal Policy is the type designed to slow down the economy. Monetary Policy 

is the manipulation of a nation Money Supply to stabilize the economy and promote economic 

growth. Keynesian Economic theory views the Demand Side as unstable. Monetarists argue 

that inflation is always and everywhere a monetary phenomenon and that Fiscal Policy is 

ineffective because the economy tends to “crowd‐out private spending. Classical or Laise‐ faire 

economics is the theory that believes in no government intervention in the economy. It 

considers the economy to be perfectly stable. It is also known as the supply‐side economics. 
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II.10. Market failure and government intervention 

Market failure or failure of market occurs when the allocation of goods and services by a 

free market is not efficient. That is, there exists another conceivable outcome where a market 

participant may be made better-off without making someone else worse-off. Market failure is 

one of the justification for government intervention into the market. The preference of 

government intervention to correct market failure must be careful, since government may also 

fail. Link to other current topics: Current Issues in Microeconomics. Market failure occurs 

whenever the assumptions necessary for a competitive market to produce a Pareto-optimal 

allocation of resources are violated.  

Despite Adam Smith’s invisible hand theory of the market’s ability to allocate resources 

efficiently without government intervention, many situations exist where the conditions for 

perfect competition are not met and a market failure occurs. Examples of these include 

monopoly, monopoly of information, externalities, and public goods. These allow scope for 

public policy to potentially enhance economic efficiency. Public policy can induce a more 

efficient allocation of resources but it must be recognized that governments themselves are 

subject to failure.  

The six broad causes of market failure are: lack of competition in markets; lack of 

information; existence of externalities; existence of public goods; Factor immobility; and 

inequity. Let us consider the case where a private firm is polluting the environment, this 

pollution is an example of a social cost and the result is over-production. There is a loss of 

social benefit. This is called the deadweight loss. Key Terms in Market Failure are: 

 Externalities:  These occur when a third party is affected by the decisions and actions 

of others. 

 Social benefit:  the total benefit to society = Private Marginal Benefit (PMB) + External 

Marginal  Benefit (XMB). 

 Social Cost: total cost to society = Private Marginal Cost (PMC) + External Marginal 

Cost (XMC). 

 Social Efficiency: This occurs when resources are utilised in the most efficient way. 

This will occur at an output where Social Marginal Cost (SMC) = Social Marginal Benefit 

(SMB). Figure II.14  shows output in free-market equilibrium and how a tax can shift output to 

socially efficient level. 
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Figure II.14 Output in free-market equilibrium. 

II.11. Future of Economic Theory 

The future of economic theory appears as a battleground of new ideas competing with 

established ones. In the field of macroeconomics, Monetarism has declined, but the 

abovementioned new ideas have not yet secured firm support. Among them, the New Classical 

Economics, chiefly associated with Robert Lucas, is currently dominant. Behavioral Economics 

poses a theoretical challenge to Neoclassical Economics, although their interplay has become a 

vibrant area of research. With the advent of computers, Game Theory, analyzing human 

behavior on computer battlefields, has blossomed into a special field within economics. The 

evolution of economics reflects a cyclical pattern: The age of theory was followed by a period 

of observation. Next, other fields of knowledge such as psychology or politics interfered. 

Economics now embraces other disciplines such as psychology, biology, and power 

relationships. These fields have yielded particular dimensions of related knowledge.  

Ultimately, the ever recurring phenomenon seems inevitable the return to theory in an 

older or new guise. Evolutionary economics theory refers to a branch of economics studying 

the sustenance of economic systems like manufacturing, selling, and buying using social 

evolution system. 

 It draws inspiration from similar subject branches like economic sociology, 

anthropology, and foreign political economy. It does have enormous implications for other 

areas of economics like industrial organization, economic history, business cycle study, and 

financial crisis (Figure II.15).  
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Figure II.15 Economics development strategies. 

Generally, traditional economic theories assume that people and governmental 

organizations act rationally. However, contrary to rational choice theory, evolutionary 

economics identifies intricate psychological aspects as the main forces behind the economy. 

Instead of continuously gravitating toward a state of equilibrium, evolutionary economists 

contend that the economy is dynamic, continually shifting, and chaotic. Numerous procedures 

are involved in producing items and acquiring the necessary resources, and these processes 

evolve as technology advances. As production and procurement procedures change, 

organizations that oversee these systems and output must adapt, as must consumer behavior. 

Evolutionary economics studies how human conduct extends to economics to understand 

economic behavior and advancement about evolution and human evolutionary tendencies, 

including predation, emulation, and curiosity. For example, human’s sense of fairness and 

justice.  The survival of the fittest paradigm is pervasive in a free market. Since there are many 

options for consumers, few businesses can completely satisfy their demands, and everything is 

constantly changing, so many competitors will be eliminated. Most evolutionary economists 

concur that failure is beneficial and equally necessary as success, which is one of the most 

important lessons.  

II.12. Conclusion 

Every branch of knowledge strives to compartmentalize within well-defined limits. 

Notwithstanding all the effort, the whole knowledge remains indivisible and every part in 

symbiotic relationship with the rest of knowledge. Even economics has also been divided into 

major categories, like macroeconomics and microeconomics. Both of them have different 
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objectives and deal with different parts of knowledge. However, these parts are not independent 

of each other; therefore, every part has been studied in proper proportion to maintain balance 

in economics. Macroeconomics is the social science that studies the behaviour and performance 

of an economy as a whole. It deals with the sum total of individual economic units and studies 

economy-wide phenomena such as gross national product, inflation, unemployment, national 

income and changes in interest rates and the size of national debt. Fiscal policy and monetary 

policy which are important economic tools for stimulating and regulating macroeconomic 

activity are also within the macroeconomic sphere. Macroeconomics is distinct from 

microeconomics, the study of individuals, households and firms’ behaviour in decision making 

and allocation of resources. 
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Chapter III: Organization of a Business 

 

 

III.1. Introduction  

Business organization is the coordination of the various activities of a business in order to 

achieve clearly defined objectives. Any business must organize its activities so as to increase 

efficiency, ensure survival, plan for growth, and increase wealth and profits. Taken in its wider 

sense, the term business organization refers to the structure or framework within which 

business activities are organized and carried out. Business organization provides the process, 

guides, plans, controls, channels, and motivates the human efforts of a business, thus enabling 

it to move in a desired direction: organization is a means for achieving business objectives. To 

undertake all the functions of a business effectively, certain activities such as purchasing and 

production, finance and marketing, personnel management, etc. are to be performed. Each 

activity requires special attention and expertise. These activities are allotted to different 

departments, which are created on the basis of specialization or function and organized 

systematically into a business organization. In any business organization, certain important 

functions have to be discharged for its successful functioning. 

 These are referred to as the functional areas of a business. The functional areas of a 

business include human resources management, finance, marketing, operations, sales and 

support service, control, and planning and information. There must be a regular flow of 

information regarding the business and its environment. Such information assists in planning, 
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discussion of problems, responding to queries, and motivating various groups in the enterprise 

and society.  

III.2. Types of Business Structures 

A business may be organized in several ways, each associated with particular advantages 

and disadvantages. One classification scheme distinguishes sole proprietorship, partnership, 

corporation, limited liability company (LLC), and non-profit organization. A sole 

proprietorship is owned by one individual who manages the operations and finances. In a 

partnership two or more individuals share ownership. A corporation is a separate legal entity 

managed on behalf of its shareholders by an executive team that reports to a board of directors. 

A non-profit organization is similar to a corporation, but exists to support an idea and not to 

make a profit. An LLC allows owners of the company to enjoy the limited liability features of 

a corporation while having the tax efficiencies and operational flexibility of a partnership. 

Business licenses may be simple to obtain or difficult and expensive, depending on the type of 

business and the location.  Businesses may also be subject to considerable regulation; for 

example, non-profit organizations rely on tax exemption for support but that support is 

contingent on meeting specific criteria and submitting paperwork to maintain that exemption 

status. That dependence on a government agency makes non-profits more subject to break-up 

if they do not operate within these specific federal guidelines. There are several types of 

business structures, each with its own characteristics, advantages, and disadvantages (Figure 

III.1).  

A corporation (C corporation) is a separate legal entity from its owners (shareholders), 

offering strong liability protection and easier access to capital, but it suffers from double 

taxation and regulatory complexity. An S corporation is similar but allows profits and losses to 

pass through to shareholders’ personal tax returns, avoiding double taxation; however, it has 

strict eligibility requirements. A limited liability company (LLC) combines elements of 

partnerships and corporations. It provides liability protection and flexible tax treatment, but the 

rules and paperwork vary by state. A cooperative (co-op) is owned and operated by a group of 

members for their mutual benefit. It emphasizes democratic decision-making and profit-

sharing among members, though it can be slower in decision-making and attracting investment. 

Finally, a nonprofit organization is formed for educational, charitable, or social purposes rather 

than profit. It benefits from tax exemptions and access to grants but must reinvest earnings 

back into its mission and follow strict regulations. 
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Figure III.1 Main types of legal business structures. 

III.3. Organizational Hierarchies 

Organizational hierarchies refer to the structure of authority and responsibility within a 

business or institution. They define how roles, power, and responsibilities are assigned, 

controlled, and coordinated. At the top of the hierarchy is typically the executive level, which 

includes positions like the CEO, president, or directors. Below them are middle managers, such 

as department heads or team leaders, who are responsible for implementing strategies and 

supervising staff. At the bottom are operational employees or front-line workers, who carry out 

the core activities of the organization. There are different types of hierarchical structures. A 

tall hierarchy has many layers of management, offering clear lines of authority but potentially 

slowing down communication. A flat hierarchy, on the other hand, has fewer levels, 

encouraging collaboration and faster decision-making, though it can lead to role confusion. 

Another form is the matrix structure, where employees may report to more than one manager, 

such as both a functional manager and a project manager (Figure III.2).  

  

Figure III.2 Diagram of a traditional organizational hierarchy. 
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Each structure has its own advantages and challenges, and organizations often choose the 

one that best supports their goals, size, and work culture. n an organizational structure with a 

hierarchical nature, the employees directly report to the managers, not the VPs or the CEOs, 

regardless of the number of employees at each level. So if there are ten employees assigned to 

one manager in your organization, the span of control of that manager is 10. Likewise, if there 

are four employees under the manager, then their span of control is four. Structure levels of a 

traditional organizational hierarchy:  

- Functional Management : responsible for a specific function (marketing, finance, 
HR). 

- Middle Management : responsible for implementing strategies and managing teams. 
- Supervisors : responsible for direct supervision of employees. 

 -  Employees : perform daily tasks and activities. 

III.4. Functional Areas of a Business 

Business organisations are structured in a variety of ways and will have different roles 

within each area. The main functional areas of a business include Human Resources, Finance, 

Marketing, Operations and Sales. Functions are often combined. For example, HR may be 

combined with administration. A business is typically divided into several functional areas, 

each responsible for specific tasks that contribute to the overall success of the organization. 

One of the key areas is Operations, which focuses on producing goods or delivering services 

efficiently (Figure III.3).  

 
Figure III.3 The main functional areas in a business. 

The Finance department manages the company's money, including budgeting, 

accounting, and financial planning. Marketing is responsible for promoting the business, 

understanding customer needs, and developing strategies to attract and retain clients. The 
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Human Resources (HR) department handles recruitment, employee relations, training, and 

compliance with labor laws. Another important area is Sales, which is directly involved in 

selling the company’s products or services and generating revenue. The Information 

Technology (IT) department supports the technological infrastructure of the business, ensuring 

systems and software run smoothly. In larger companies, there may also be Research and 

Development (R&D), which focuses on innovation and improving products or services, and 

Customer Service, which ensures client satisfaction and handles inquiries or complaints. Each 

of these functional areas works together to support the business's objectives and help it remain 

competitive and successful. 

III.5. Roles and Responsibilities 

Business organisation is a very broad topic, so before learning about roles and 

responsibilities it is best to look at some other business organisation related topics as well. A 

business organisation can be described as the style, form or type of business. Different types 

or forms of businesses are sole trader, partnership, limited company, limited liability 

partnership, franchise, co-operative and non-profit organisations. Businesses have different 

levels or layers of management, also called hierarchies. Broadly, there are three main types of 

hierarchies in a business: flat, hierarchical and matrix groups. Businesses are divided into 

functional areas too. Human resources, finance, marketing and operations (or production) are 

typical business functions or departments that work with one another to carry out the business’s 

goals. Roles and responsibilities can be categorised by level in the business, or by job title and 

the functions they perform (Figure III.4). 

In any organization, roles and responsibilities define what individuals are expected to 

do and the authority they hold within the company. A role refers to a person’s position or 

function within the business, such as manager, accountant, sales executive, or technician. Each 

role comes with specific responsibilities, which are the tasks and duties assigned to that 

position. For example, a manager is responsible for overseeing a team, planning operations, 

and ensuring goals are met. A sales executive is responsible for reaching sales targets, 

communicating with customers, and promoting products or services. Clearly defined roles and 

responsibilities are essential for maintaining structure, avoiding confusion, and ensuring 

accountability. They help employees understand what is expected of them, how they contribute 

to the business’s success, and who they report to or collaborate with. Effective role assignment 

also improves teamwork, productivity, and decision-making within the organization.  
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Figure III.4 Roles and responsibilities. 

III.6. Business Processes and Workflows 

 Business processes and workflows are essential for ensuring that tasks within an 

organization are carried out efficiently and consistently. A business process is a set of 

structured activities or tasks that produce a specific outcome, such as processing a customer 

order, hiring a new employee, or manufacturing a product. These processes are often repeated 

regularly and involve different departments working together. A workflow, on the other hand, 

is the specific sequence or flow of steps within a process, showing how tasks move from one 

person or team to another. Workflows define who does what, in what order, and under what 

conditions. By clearly mapping out processes and workflows, businesses can reduce errors, 

save time, and improve communication between departments. Automating workflows using 

technology can further enhance efficiency and consistency. Overall, well-designed business 

processes and workflows help companies operate smoothly, deliver value to customers, and 

adapt to change effectively (Figure III.5).  

 

Figure III.5 A workflow diagram. 
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III.7. Communication in Organizations 

Communication in organizations refers to the way information is shared and exchanged 

between individuals and teams to ensure smooth operations and effective decision-making. It 

plays a vital role in aligning goals, coordinating tasks, building relationships, and solving 

problems. Communication can be formal, such as meetings, reports, memos, and official 

emails, or informal, like casual conversations or instant messaging between coworkers. It can 

also be internal, within the organization, or external, with clients, suppliers, or the public. There 

are different directions of communication: downward (from managers to employees), upward 

(from employees to management), and horizontal (between employees or departments at the 

same level). Effective communication improves teamwork, reduces misunderstandings, boosts 

morale, and increases productivity.. On the other hand, poor communication can lead to errors, 

conflicts, and reduced efficiency. In today’s digital age, organizations also rely heavily on 

communication tools like email, video conferencing, and collaborative platforms to stay 

connected and manage tasks efficiently. There are different forms of communication in an 

organization that have different functions. Let’s look at them: internal operational 

communication, external communication, upward communication, downward communication 

and horizontal communication (Figure III.6). 

 
Figure III.6 Types of organizational communication. 

III.9. Change Management 

Change management (also organizational change management, change control, 

organizational transformation, or organizational development) is a collective term for all 

approaches to prepare, support, and help individuals, teams, and organizations in making 
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organizational change. Such methods typically include organizational structure, strategies, 

operational methods, technologies, or organizational culture. Change management 

incorporates a framework to consider the full organization and its stakeholders when 

implementing change, accounting for the varying impacts and differences between 

organizational components. Broadly, change management involves methods that redirect or 

redefine the use of resources, business process, budget allocations, or other modes of operation. 

All change management methods share a common focus on the intended outcomes of a change 

and classification of the types of changes, development, remedial, or transition, and how they 

effect change within the organization. Consideration of change management can be given 

through one of two lenses: project change management or organizational change management. 

Project change management ensures that the project meets its intended outcomes, and 

Organizational change management addresses the broader change to the impacted organization 

or communities of stakeholders. The realization that a common interest in change exists 

between these views can enhance the consideration of change throughout an organization. 

Change management has at times been considered a subset of project management or program 

management (Figure III.7). 

 
Figure III.7 Change management process. 

III.10. Technology in Business Organization 

Effective organization is essential to the success of every business. Without proper 

organization, the business would lack structure and suffer from communication issues. 

Technology can help a business stay organized. Whether operating as a sole proprietorship or 

a corporation, businesses must organize their employees and resources to effectively produce 

goods or services, maintain communication, and remain efficient. Business technology is the 
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overarching term for the application and integration of information technology within business 

operations. This goes beyond having an IT department  it’s the integration of technology within 

the business context. It includes: Management practices, organisational structure, tools, 

technology governance. All designed to optimise the use of technology across your operation 

for competitive advantage (Figure III.8). 

 
Figure III.8 Technology is important to Business. 

III.11. Legal Considerations 

Businesses wanting to organize into a corporation, limited liability company, or a non-

profit corporation are often required by law to register a name with the state. The business 

name is usually also registered with the county clerk as a fictitious name or "doing business 

as" name. A separate business license may also be required from the county or city. Licensing 

ordinances may also require a license to be obtained from the city or county in which the 

business is operating. Other permits and licenses may also be required such as those issued by 

the Department of Alcohol and Beverage Control, Internal Revenue Service, Food and Drug 

Administration and/or State Board of Equalization. 

III.12. International Business Organization 

An operational hierarchy is an organizing framework for coordinated operation, assigning 

responsibility and allocating resources to achieve a predetermined objective. The hierarchy 

defines reporting relationships and indicates the levels of management within the organization. 

Business process analysis evaluates the efficiency of a process in the fulfillment of key 

performance indicators and business objectives. The international organization of business is a 

form of organizational structure used when a business carries out its model on an international 
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scale and must therefore face international management. This process usually involves 

problems in international communication, as well as in control and coordination, owing to the 

cultural differences of the people who contribute to the activities. Any international business 

organization, depending on its requirements and operations, would have an organization 

structure to streamline all its processes. In this section, we will try to understand some of the 

major types of organizational structures (Figure III.9). 

 
Figure III.9 International business structures. 

III.13. Future Trends in Business Organization 

At the dawn of the 21st century, the effects of globalization, the Internet, new 

communications technology, higher levels of personal wealth, and a myriad of other factors 

are pushing all types of businesses in new directions. Although the core organizing principles 

of the past still hold, new features and emphases are emerging. For example, revolutionary 

advances in information technology have made "virtually" assembling a team in a few hours 

common place, but the very speed and concentration of information has increased the risk of 

aberrant "group" behavior. Businesses, therefore, are struggling to find a balance between the 

old and the new that allows them to thrive while still minimizing risk. Technology continues 

to redefine organizations as well. Internet banking affects what activities banks perform; new 
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manufacturing technologies affect how a product is produced; and product technologies can 

make a particular product obsolete overnight witness the impact of cell phones on pagers, 

pocket compasses, and home phones. Other changes, both within and outside a company, can 

also redefine organizations, steering them in new directions. Increased national and 

international competition may force a company to change its structure or the way it manages 

people, new management ideas can influence the way products are developed and sold, a new 

CEO may emphasize different organizational values, or simple demographics can have an 

impact. Future trends in business organization will be shaped by technological advancements, 

shifting workforce dynamics, and evolving societal values. Companies will adopt hybrid work 

models, combining remote and in-office work, to offer increased flexibility and inclusion. Flat 

and decentralized organizational structures will become more prevalent, promoting autonomy 

and innovation. Artificial intelligence (AI) will play a key role in automating complex tasks 

and providing data-driven insights. Businesses will prioritize employee experience, diversity, 

and inclusion, while emphasizing environmental sustainability and social responsibility. 

Workers will need to acquire new skills to remain relevant in a constantly changing 

environment. Finally, companies will need to demonstrate transparency and accountability in 

their operations and impact (Figure III.10). 

 
Figure III.10 International business management. 

III.14. Case Studies of Successful Organizations 

A handful of investigations and analyses have already considered the organizational 

structure of business. One example is a study whose objective is to complete a comparative 

analysis of organizational culture and structure in order to find if and how they contribute to 

business success (Figure III.11). A sample of 60 companies from the top 500 was taken: 30 

successful companies that have demonstrated growth success and 30 companies from the top 

500 list of those that have failed. The majority of failed companies are characterized by a flat 



Chapter III     Organization of a Business 
 

Dr. Amel Gacem        57 

culture, a conservative structure, more management layers, and a high number of employees. 

In contrast, the growing companies are defined by a flexible culture, a dynamic structure, fewer 

management layers, and a lower number of employees. It is argued that the culture and structure 

of an organization complement each other in a contributing manner by increasing business 

success. The case studies of successful companies like Apple, Amazon, and Tesla demonstrate 

how innovation drives market dominance. By continuously pushing the boundaries of what is 

possible, these companies have been able to establish themselves as leaders in their respective 

industries. By following the tips mentioned above, companies can emulate their success and 

use innovation as a key to maintaining dominance in markets. 

 
Figure III.11 Case studies of successful organizations. 

III.15. Conclusion 

Organization of a business means arranging people and activities and distributing resources 

in a structured way to meet business needs. A clear and properly planned organization helps 

everything and everybody perform. The aim of business organization is to make maximum use 

of available resources. There are several forms of business organizations. Each has different 

legal requirements. These include sole proprietorship (one partner with unlimited liability), 

partnership (two or more partners with unlimited liability), corporation (limited liability), 

limited liability company (LLC), and not-for-profit organization. To operate legally, all 

businesses must be registered and licensed according to state law. These structures provide 

essential functional areas such as human resources, finance, marketing, operation, and sales. 

Maintaining proper communication with employees inside and outside a company is also 

critical. Establishing business processes that ensure efficient workflows and smooth operations 

is equally important. 
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Chapter IV: Human Resource Management 

 

 

IV.1. Introduction  

Human resource management, referred to as HR management or simply HRM, is the 

management of an organization's workforce, or human resources. It incorporates strategic 

approaches to the effective management of people in a company or organization, enabling them 

to work productively and help the business gain a competitive advantage. It is designed to 

maximize employee performance in service of an employer's strategic objectives. Procedural 

and organizational activities performed by an organization's human resource department have 

significant impacts on employees' day-to-day experience of their work. Topics that fall within 

the umbrella of human resources include employee compensation, recruiting, performance 

management, organization development, safety, wellness, benefits, employee motivation, 

communication, administration, and training. 

The HR management process, human resource planning (HRP), refers to the forecasting 

of human resource requirements to ensure that the required number of employees, along with 

their required skills, are available when they are needed. A strategic approach to managing 

employment relations ensures that employer and employee contributions are complementary 

and that no party to the employment relationship seeks to gain at the expense of the other; 

therefore, employment relations deals with minimizing conflict and developing strong levels 

of employee engagement through communicating information about how the business is doing 

and involving employees in decisions about their work-life. 
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IV.2. The Role of HR in Organizations 

Human Resources (HR) play an active role in shaping organization culture, policies, and 

practices. HR professionals apply their knowledge and expertise to create organisations that 

offer a satisfying environment to all employees. Human Resources Development (HRD) 

enables employees to develop skills and knowledge that improve productivity and adapt to a 

changing environment. HRD promotes continuous learning necessary for maintaining 

competitive advantage (Figure IV.1). 

 
Figure IV.1 The importance role of HR. 

Recruitment and selection procedures are designed to identify and employ individuals 

who can perform the required work effectively and productively, and whose values align with 

those of the organization. Appropriate human resource development activities support these 

objectives. Onboarding and orientation strategies allow employees to settle quickly into their 

new roles. New-Hire Training helps new employees acquire the knowledge and skills for 

satisfactory performance. Planning and delivering learning activities enables employees to 

update and upgrade their knowledge and skills, while assessing training needs ensures that 

planned activities align with organizational goals. Performance appraisal provides feedback to 

improve effectiveness and productivity. Correcting undesirable behavior through interviewing 

or counseling aids in bringing substandard employees into line. Finally, providing suitable 

remuneration, benefits, and incentives satisfies properly performing employees and motivates 

them to higher levels of performance. 

IV.3. Recruitment and Selection Processes 

Recruitment and selection represent the human resource functions that focus on identifying 

and hiring the best-qualified candidates from within or outside an organization for internal or 
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external jobs. The process is often referred to as hiring or staffing—in other words, the process 

of finding, screening, recruiting, and training the new employees. In larger organizations, the 

recruitment and selection process is a function within the human resource department. The 

process begins with an analysis of the requirements of a job, along with the key qualities for a 

prospective candidate. The recruitment strategy is then designed for a specific job. HR 

managers then manage the interview and the selection of new hires (Figure IV.2).  

 

Figure IV.2 Steps of recruitment process. 

The activities associated with the recruitment and selection of individuals includes: 

recruitment, preliminary interview, selection, employment, placement, induction, a period of 

trial, and training. Various department controls are exercised, right from recruitment, to 

training and retraining, and from performance ratings to remuneration plans. Because of the 

time gap between various recruitment activities, the process becomes complex. Strategic 

human resource management ensures that strategies are in place for the successful execution 

of activities that take place within the bounded time periods. 

IV.4. Employee Onboarding and Orientation 

Employee Onboarding and Orientation. This step completes the process of acquiring 

human resources. New employees are oriented with the job and the organization to help them 

adjust as quickly as possible. An effective orientation enables employees to settle in quickly. 

In addition to being given information about the job, employees can be made familiar with co-

workers, supervisors, personnel policies, working conditions, fringe benefits, and other aspects 

of the organization. Setting up a good ‘Help System’ with, for example, a co-worker, a 

supervisor, a friend, or a personnel department official who can be consulted whenever the new 
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employee has questions also aids the process of socialization within the organization (Figure 

IV.3). 

 

Figure IV.3 Employee onboarding. 

Training and Development. Training is designed to improve the performance of an 

employee in his present job. He may be training for a completely new job or for better skills in 

performing the present job. Development on the other hand is the term given to education and 

growth activities undertaken by the organization when an employee is trained for a higher 

responsibility or for future requirements. Training is necessary in every organization. Without 

it new recruits will never be able to handle their jobs. With changing technology and 

machinery, even old employees need to be trained constantly. The only question is why one 

trains the employees of different organizations. The objective of training is to improve the 

knowledge, skills, abilities or attitude of an individual in order to increase efficiency and 

effectiveness in his present job. 

IV.5. Training and Development 

Training comprises activities designed to modify knowledge, skills, attitudes, and behavior, 

enhancing an individual's ability to perform a certain task. Development involves activities to 

prepare employees for changing roles in the organization and equip them with capabilities for 

future challenges. Training is a planned learning experience that employs a systematic 

approach to inculcate knowledge and develop the capability of skills in employees for definite 

purposes. Development is a perennial education (training) aimed at the growth of individuals 

in terms of attitude and social behavior intended to prepare them for future assignments and 

roles (Figure IV.4).  
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Figure IV.4 Training and development diagram. 

Techniques employed include conferences, workshops, outside lectures, and special 

projects. Trainers endeavor to help employees grow within the organization and realize their 

full potential. Human resource professionals need to encourage growth and career development 

of employees by organizing relevant training programs, seminars, sessions, meetings, 

performance appraisals, regular feedbacks and so on. Performance monitoring is imperative, if 

you really want your employees to do well. 

IV.6. Performance Management Systems 

Performance management systems encompass activities that ensure organizational goals 

are consistently met in an effective and efficient manner. Performance management focuses on 

both individual and organizational performance. Managing individual performance is primarily 

concerned with managing the performance of the employee to achieve the goals of the 

organization. On the other hand, managing organizational performance deals with monitoring 

and reporting the level or business performance as compared with predetermined standards.  

Performance management is the procedure by which an organization involves its 

employees in improving organizational effectiveness in the accomplishment of agency mission 

and goals. Every organization aims to optimize the performance of its employees through a 

well-defined performance cycle in order to reach its objectives. To accomplish this, it is 

essential to have a system in place that enables managers to oversee, mentor, train, and inspire 

their employees (Figure IV.5). Performance management is not the evaluation of performance, 

but the continuous process of creating an environment in which people perform to the best of 

their abilities. Put in another way, performance management is the process of identifying, 



Chapter IV     Human Resource Management 

Dr. Amel Gacem        63 

measuring and developing the performance of individuals and teams and aligning performance 

with the strategic goals of the organization. 

 
Figure IV.5 Stages of performance management cycle. 

An essential part of performance management is performance review by which managers 

and employees review the performance of the latter. Performance management refers to 

ensuring that goals are consistently being met in an effective and efficient manner. 

IV.7. Compensation and Benefits 

Compensation serves as a significant motivator that encourages employees to increase their 

work rate. As a part of the organization’s effort to recognize the value of employees, a well-

planned compensation system helps induce higher work performance. The compensation 

structure includes salary packages, leave salaries, bonuses, incentives, and rewards for 

innovation and improved performance. Salaries are usually fixed on a monthly, weekly, or 

daily basis, depending on the job.  

Employees working outside their normal working hours or under certain arduous 

conditions receive extra allowances. Besides fixed salaries and wages, employees may also 

receive bonuses based on their skills, length of service, or exceptional job performance. 

Employees working in special regions may benefit from allowances such as hill allowance or 

flood-prone area allowance (Figure IV.6). Employee benefits represent the costs incurred by 

the organization to protect employees’ social well-being. The organization provides 

contributory benefits such as insurance, group insurance for deaths and accidents, insurance 

for service-related diseases, provident fund, gratuity, pension, sickness benefits, 

unemployment benefits, maternity benefits, etc. These benefits are granted to aid workers 

during times of incapacity or unemployment. 
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Figure IV.6 Offering competitive compensation. 

Recreation allowances, medical expenses, maternity leave, and loans for housing and 

education also aid in meeting contractual obligations and protecting the lived lives of 

employees. The total amount spent on employee benefits is often referred to as social costs. 

IV.8. Legal and Ethical Considerations in HR 

Legal and ethical considerations in HR are crucial to maintaining fair, transparent, and 

compliant practices within an organization. From a legal perspective, HR must adhere to a 

variety of labor laws and regulations, such as those related to equal employment opportunity, 

anti-discrimination, wages and benefits, and health and safety. For example, laws like the Equal 

Employment Opportunity (EEO) and the Americans with Disabilities Act (ADA) in the U.S. 

prevent discrimination based on race, gender, age, disability, and other protected 

characteristics. In terms of ethical considerations, HR is responsible for fostering a fair and 

inclusive work environment. This involves ensuring that recruitment, promotions, and 

compensation are based on merit and performance, not personal biases. Ethical HR practices 

also include maintaining confidentiality of employee records, promoting diversity and 

inclusion, and addressing harassment or unethical behavior in the workplace. Moreover, HR 

professionals must create policies that support work-life balance and employee well-being, 

recognizing the importance of ethics in both individual and organizational behavior. Balancing 

legal compliance with ethical responsibility is essential for building trust with employees and 

protecting the organization from legal risks (Figure IV.7). Ethical practices during business 

operations are fundamental to an industry's long-term growth. Organizations, therefore, expect 

HR managers to perform their duties with honesty and integrity. Psychological tests, accident 

insurance, and group health plans must also be approved by the HR departments. 
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Figure IV.7 Legal considerations in employee relations. 

Ethical operations in the organization can help the company achieve sustainable growth 

and encourage shareholders, creditors, and customers to contribute money at affordable costs. 

IV.9. HR Technology and Analytics 

HR Technology and Analytics refer to the use of technology and data-driven insights to 

improve human resources practices and decision-making. With the advancement of digital 

tools, HR departments are increasingly leveraging technologies such as Human Resource 

Information Systems (HRIS), applicant tracking systems (ATS), and performance management 

software to streamline processes like recruitment, employee engagement, and payroll 

management. 

 These tools help automate repetitive tasks, reduce administrative burden, and ensure more 

accurate data collection. HR Analytics also known as People Analytics involves the use of data 

and statistical methods to analyze trends and patterns within the workforce. This can include 

employee turnover rates, productivity metrics, or employee satisfaction. By utilizing data, HR 

can predict future trends, such as which employees are at risk of leaving or identifying factors 

that lead to high employee performance (Figure IV.8). Predictive analytics and machine 

learning algorithms are increasingly used to make informed decisions about talent acquisition, 

succession planning, and employee development. HR Analytics is an important aspect of 

business management because it provides organizations with valuable insights and deeper 

understanding of their workforce. By HR data analysis, organizations can identify trends, 

patterns, and correlations related to employee performance, engagement, absenteeism, and 

retention, which can help them make data-based decisions that optimizes their talent 

management strategies. HR  analysis help organizations improve their recruitment, employee 

engagement and retention efforts while curtailing turnover rates and absenteeism. By analyzing 
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data related to the employee lifecycle, organizations can identify improvement areas and adjust 

their recruitment and retention strategies to attract and retain top talent. HR Analytics also help 

organizations optimize their performance management processes. 

 
Figure IV.8 HR Technology and Analytics. 

By analyzing data related to employee performance, organizations can identify areas of 

improvement and adjust their performance management processes to drive better results for the 

organization as a whole. 

IV.10. Global HR Management 

Global Human Resources Management (GHRM) is a practice that involves managing 

employees who work for a company in different countries. Multinational organizations face 

unique challenges in managing human resources in diverse geographical locations. Global 

human resource management includes managing workforces in different countries with 

different cultures, laws, and regulations. Global associations such as the Society for Human 

Resource Management facilitate the exchange of knowledge and strategies shaping human 

resource management worldwide. A global economy requires organizations to be responsive 

to multiple nations and cultures and to need a greater exposure to global markets while 

managing human resources in a global economy. It requires the identification, development, 

and implementation of the aspect of corporate culture so that the human resources of the 

organization blend together into a unit to achieve the corporate objective and mission. It, 

therefore, involves management of these forces conceived to meet the requirements of the 

organization and to achieve the corporate objectives and mission. Some of the key activities 

involved in global HRM are: 

- Recruiting employees from different countries. 

- Training employees to work in a different cultural environment. 
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- Compensating employees as per the country’s laws and regulations. 

- Maintaining a constant communication channel between employees. 

- Ensuring compliance with local laws and regulations. 

Global HRM is essential for companies that operate in multiple countries, as it helps them 

manage their employees effectively. Besides, it also helps them maintain compliance with local 

laws and align employees with the company’s overall goals (Figure IV.9). 

 

Figure IV.9 Global human resource management. 

IV.11. Future Trends in HR Management 

The future of human resource management is undergoing a major transformation, driven 

by technological advancements, changes in the workforce, and evolving societal expectations. 

The integration of artificial intelligence and automation in recruitment processes and 

administrative tasks enhances efficiency while freeing up time for more value-added activities. 

At the same time, there is a stronger focus on employee experience, with greater 

personalization of career paths, the incorporation of mental and physical well-being at the core 

of workplace priorities, and the implementation of flexible work models that adapt to the new 

realities of hybrid and remote work. Managing diversity, inclusion, and equity has become a 

critical issue, while companies are adopting continuous learning practices to keep up with the 

rapid evolution of skills. The use of data and predictive analytics allows HR to better 

understand team dynamics and improve talent retention. Finally, the rise of freelance workers 

and the gig economy requires HR departments to rethink their talent management strategies. 

These trends are profoundly redefining the role of HR, which must now blend technological 

innovation with a human-centered approach (Figure IV.10). 
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Figure IV.10 Future trends in HR management. 

IV.12. Conclusion 

With highly developed methods of management, the human factors, such as relations with 

employees, the quality of work, and job satisfaction have become matters that can be measured 

and influenced. Formal personnel departments that care for wage conditions, employment 

conditions, and employees' social needs can influence indirectly by developing administration. 

In the future, the skills of supervisors regarding formal and informal personal contacts will be 

of primary importance for achieving good employee relations. Modern personnel 

administration is carried out in such a manner that it can influence the formal aspects and the 

structure of each enterprise easily. The personnel director is usually part of the regular formal 

hierarchy. Most of the time, the supervisors belong to the same unit. They have an informal 

relationship with the employees and develop gradually through daily contacts. These mutual 

relations especially the social organization behind the formal social organization will be 

decisive for the attitude and motivation of employees influenced by new, different conditions; 

for example, reorganization, rationalization, and decentralization. 
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Chapter V: Entrepreneurship Philosophy 

 

 

V.1. Introduction  

Entrepreneurship is defined as the activity of organizing, managing, and assuming the risks 

of a business or enterprise. An entrepreneur is an individual who creates a new business in the 

face of risk and uncertainty for the purpose of achieving profit and growth by identifying 

opportunities and assembling the necessary resources to capitalize on those opportunities. In 

general, entrepreneurship has been heavily discussed in economics because it is the method 

that new and existing businesses use to increase the wealth of individuals and society. 

Entrepreneurship is the process of designing, launching, and running a new business, often a 

startup company offering a product, process, or service. It features substantial go-it-alone risk 

and the prospect of great rewards. The people who create these businesses are called 

entrepreneurs. They are the founders, controllers, and recipients of risks and rewards associated 

with the organizations. Entrepreneurship offers the ability to put a unique, winning idea into 

play, and it enables one to be the one who struts down the runway of success. 

V.2. Historical Perspectives on Entrepreneurship 

History of Entrepreneurship roughly starts in the second half of the 17th century when 

Richard Cantillon first employed entrepreneur to some type of adventures who are forming a 

society based on their own decisions and finances. J. B. Say considered the role of entrepreneur 

as a partner of production. He was the one who coupled all the factors of production and created 

an enterprise. The execution of innovation and the inclusion of the factors of production led to 

making good profits by producing products according to the needs of the people and the risks 
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involved. For that he was entitled as the risk bearer. The risk bearing theory is supported by 

Frank H. Knight. He was clearly supported in expressing the difference between the risk and a 

definite uncertainty. Risk is a state in which people are betting on the possible outcomes and 

calculating it whereas uncertainty is a definite outcome which cannot be calculated or guessed. 

In all the above cases, the entrepreneur was considered as a risk taker who is playing the game 

based on the possible risks and also is the decision maker based on the possible outcome of the 

product (Figure V.1). 

 

Figure V.1 Historical perspectives on entrepreneurship. 

The risk bearing and the decision making role of the entrepreneur will be followed by the 

innovations and improvements in the production factors and progress in the economy. Joseph 

A. Schumpeter said that entrepreneurship is the process of carrying out innovations and the 

process of creative destructio. Innovation will occur in any of the following ways- Introduction 

of a new good, Introduction of a new method of production, opening of a new market, conquest 

of a new source of the raw material, creation of a new organization. Innovation is the 

advancement of the factors of production that lead to the development of a country by shifting 

the resources from low productive sectors to high productive sectors. The innovation will be 

an exceptional thing in the society and the one who do so are the seekers of profit. The profit 

earned by the innovator is the entrepreneur surplus that the society will be giving for the value 

added. 

V.3. Theoretical Frameworks in Entrepreneurial Thought 

Entrepreneurial thought is supported by several theoretical frameworks that help explain 

how entrepreneurs identify opportunities, take risks, and create value. One of the foundational 

theories is the Economic Theory of Entrepreneurship, which emphasizes the role of 

entrepreneurs in driving innovation and economic development, as described by thinkers like 

Joseph Schumpeter. The Psychological Theory focuses on the personality traits and cognitive 
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processes of entrepreneurs, such as risk tolerance, need for achievement, and internal locus of 

control. Sociological Theories highlight the influence of social networks, cultural values, and 

institutional contexts on entrepreneurial behavior. Additionally, the Opportunity-Based Theory 

views entrepreneurship as the ability to recognize and exploit opportunities within a dynamic 

environment. Modern frameworks such as Effectuation Theory and Causation Theory explore 

how entrepreneurs make decisions under uncertainty, while the Resource-Based View (RBV) 

emphasizes how unique combinations of resources and capabilities lead to competitive 

advantage. Together, these frameworks provide a multidimensional understanding of 

entrepreneurship, integrating individual, social, and environmental factors that shape 

entrepreneurial activity.  

V.4. The Role of Innovation in Entrepreneurship 

Innovation plays a central role in entrepreneurship, serving as a key driver of value creation, 

competitive advantage, and economic growth. Entrepreneurs use innovation to develop new 

products, improve existing services, create more efficient processes, and address unmet market 

needs. It enables businesses to differentiate themselves in crowded markets and respond to 

changing customer preferences and technological advancements. Innovation is not limited to 

technology it also includes business models, marketing strategies, and organizational practices. 

By fostering a culture of creativity and experimentation, entrepreneurs can adapt to uncertainty, 

overcome challenges, and seize new opportunities. Ultimately, innovation transforms ideas 

into viable solutions, making it an essential element of entrepreneurial success and 

sustainability (Figure V.2). Innovation is the backbone of entrepreneurship. The desire for 

inventive problem-solving and creative renewal in technology, business models, processes, and 

organizational architecture distinguishes the entrepreneur.  

 

Figure V.2 The theoretical framework for entrepreneurship. 
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Contemporary analysis underscores the entrepreneur’s role as an agent of information and 

disequilibrium in economic development. Entrepreneurs catalyze structural change via the 

introduction of new goods or services, habitation of new markets, adoption of new primacy in 

untried localities, generation of novel organizational environments in any sphere of economic 

activity, or the inception of new production forms and functions. 

V.5. Ethics and Morality in Business 

Ethics in business is the study of business activities in moral aspects. Business ethics 

assesses both positive and negative aspects of business activity. It examines the established 

customs, values, and institutions of society in their relationship to the business activity in order 

to the extent to which a business may be expected to support them or generate towards their 

distress. Ethical problems at various stages of conducting business activities always occur. 

Ethical issues arise in any aspect of business in which the business itself is conducting 

activities. Even the business itself is a source of various hazards that can damage society. That 

is why the presence of the business is also highly expected to provide actual added value in 

improving the quality of life and happiness of society. Business activities carried out in the 

field of trade and services is one of the fields of business that has a very close relationship with 

society, because in addition it has more values in meeting the needs of society, it also has a 

very important role in improving the quality of life and social welfare. Business ethics do not 

all come with the same guidelines, with many adapting for relevant industries. That being said, 

we have examples from the Institute of Business Ethics (Figure V.3), who recommend the 

following: 

 Honesty: Businesses should always prioritise ethical conduct in communications with 

customers and employees, as well as not misusing intellectual property or trade secrets for 

personal gain. Honesty typically involves aiding in informed buying decisions. For example, a 

pharmaceutical company could opt to be fully open about the potential downsides of its new 

Viagra drug. This could deter potential customers, but allow others to account for the new 

information. 

 Respect: Businesses should recognise that ethical principles impact employee 

behaviour, contributing to building a reputation for ethical behaviour. All stakeholders and 

shareholders have rights, but so do suppliers, consumers, and society in general. For example, 

allowing flexible work arrangements for employees, specifically in industries such as nursing, 

demonstrates respect and consideration for a person’s work/life balance. 
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 Transparency: As mentioned above, organisations should be open about their 

activities to maintain ethical practices. This includes explaining policy decisions, disclosing 

information about conflicts of interest too, and not concealing gifts offered or accepted to curry 

favour with a government official or regulatory board. Aside from this, when it comes to 

customers, having a detailed outline of your suppliers to clear up issues such as potential abuse 

(slave labour in third-world countries) can promote integrity and trust for your company. 

 Responsibility And Accountability: All businesses should be answerable for their 

actions and take responsibility for the consequences of any ethical decisions they make. This 

means if poor decisions are made, there should be full transparency on why the decision was 

made and how the company will make up for it. 

 Justice: Organisations should demonstrate ethical behaviour by respecting human 

rights, such as labour laws and equal opportunities legislation where these exist. They should 

ensure that workers have safe working conditions, and always follow discipline and dismissal 

laws. Businesses should develop ethical models and practices to guide their dealings, ensuring 

that all parties are treated fairly and that undue influence is not used to get a better deal for one 

side over another, nor profit from insider trading. 

 

Figure V.3 Ethical company culture. 

V.6. Entrepreneurial Mindset and Characteristics 

Entrepreneurship is the process and act of creating a business, usually from scratch, to gain 

profit by taking risks. The entrepreneur utilizes various different services and products in the 

community and organizes them in such a way that can create a better market that can be easily 

sold to customers for profit. The entrepreneurial mindset is a specific way of thinking that 
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determines whether a person becomes an entrepreneur or not. There are three characteristics of 

a perfect entrepreneur, namely: risk-taker, creative, and innovative. Taking risks means not 

fearing failure, operating a business without thinking about losses, and proceeding with the 

business even if there is a possibility of failure. Creativity refers to the ability to develop new 

ideas or invent something new that can be used as the company's product. Innovation is the 

ability to develop existing ideas or inventions to make them better. 

An entrepreneurial mindset is an awareness and focus on identifying an opportunity 

through solving a problem and a willingness to move forward to advance that idea. The 

entrepreneurial mindset is how entrepreneurs see the world. The entrepreneur evaluates 

everything in terms of their business. The business is always considered when making 

decisions. Most actions taken are for the benefit of the business, but sometimes it helps the 

entrepreneur adopt the appropriate mindset (Figure V.4).  

 

Figure V.4 The Entrepreneurial Mindset. 

V.7. Cultural Influences on Entrepreneurship 

Culture plays a significant role in shaping entrepreneurial behavior, attitudes, and 

outcomes. It influences how individuals perceive risk, opportunity, success, and failure. In 

cultures that value individualism, such as those in the United States or Western Europe, 

entrepreneurship is often encouraged through a strong emphasis on personal achievement, 

innovation, and self-reliance. In contrast, collectivist cultures may place greater importance on 

social harmony and group approval, which can affect risk-taking and decision-making 

processes. Cultural norms also shape the level of support entrepreneurs receive from family, 

society, and institutions. Additionally, values related to time orientation, uncertainty 
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avoidance, and power distance concepts from Hofstede’s cultural dimensions can impact 

entrepreneurial intentions and the types of ventures that are pursued. Understanding these 

cultural influences is crucial for policymakers, educators, and investors seeking to foster 

entrepreneurship in diverse settings, as cultural context often determines not only whether 

people choose to become entrepreneurs but also how they approach and sustain their ventures 

(Figure V.5). 

 

Figure V.5 Entrepreneurship and the economic, formal institutional, and cultural 
characteristics. 

 Cultural factors play a significant role in shaping entrepreneurial attitudes and behaviors. 

These factors influence how individuals perceive entrepreneurship, the opportunities they 

identify, and the actions they take to start and grow their businesses. Here are several key ways 

in which cultural factors impact entrepreneurial attitudes and behaviors:  

- Cultural norms and values: Cultural norms and values shape individuals beliefs and 

attitudes towards entrepreneurship.  

- Social networks and social capital: Cultural factors impact the availability and structure 

of social networks, which in turn affect entrepreneurial attitudes and behaviors.  

- Education and training: Cultural factors also influence the availability and quality of 

education and training programs related to entrepreneurship.  

- Cultural attitudes towards failure: cultural factors also shape individuals' attitudes 

towards failure and risk-taking.  

- Institutional factors: Cultural factors interact with institutional factors, such as legal and 

regulatory frameworks, to shape entrepreneurial attitudes and behaviors.  

Cultural factors play a crucial role in shaping entrepreneurial attitudes and behaviors. 

These factors influence individuals beliefs, values, social networks, education, attitudes 

towards failure, and the institutional environment they operate in. Recognizing and 
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understanding these cultural factors is essential for policymakers, educators, and entrepreneurs 

themselves to promote and support entrepreneurship effectively. 

V.8. The Impact of Technology on Entrepreneurial Practices 

Entrepreneurs are agents of change, and that change is increasingly supported, shaped and 

enabled by digital technology. The emergence of the digital economy presents entrepreneurs 

with new challenges and opportunities. The technological foundations for the digital economy 

have been building for many decades. This enables a paradigm shift in the way entrepreneurs 

conduct business. Emerging technologies, such as artificial intelligence, blockchains, and 

algorithms are increasingly incorporated into new businesses, helping entrepreneurs to 

generate new ideas and profits. Technology has become an indispensable tool for 

entrepreneurs, empowering them to navigate the challenges of the modern business landscape. 

From enhanced connectivity to automation, access to information, and disruptive innovation, 

technology has reshaped entrepreneurship in profound ways. As we continue to embrace 

technological advancements, entrepreneurs must adapt and leverage these tools to drive 

innovation, create value, and thrive in an ever-evolving business environment (Figure V.6). 

 

Figure V.6 The Role of technology in entrepreneurship. 

V.9. Networking and Community Building 

Mentorship and guidance represent the most important community building blocks for new 

entrepreneurs, providing emotional support during stressful times and setting up a broad 

network and knowledge base. Many experienced entrepreneurs will readily indicate that their 

own success stemmed from the counsel of mentors whose accomplishments and failures 

allowed them to guide less experienced entrepreneurs. Mentors, whether formal or informal, 



Chapter V     Human Resource Management 
 

Dr. Amel Gacem        77 

provide the entrepreneur with an invaluable coaching relationship and critical connections to 

the professional networking community. Many marketplaces that have spawned a large number 

of successful companies also feature a strong ecosystem of non-profits, angel groups, and 

venture capital community members who provide a continuous series of mentoring functions 

for entrepreneurs. The absence of this type of mentoring infrastructure is increasingly identified 

as one of the key reasons why some geographic regions have difficulty replicating the level of 

entrepreneurship found in Silicon Valley, California or Boston, Massachusetts. 

Community-building within a babysitting cooperative is not a passive process; it requires 

intention, empathy, and active participation. As members invest in relationships, they weave a 

safety net that extends far beyond babysitting shifts a safety net that catches dreams, 

aspirations, and lifelong connections (Figure V.7). 

 
Figure V.7 Building a strong community and networking opportunities. 

V.10. Challenges and Barriers to Entrepreneurship 

The ecological problems of our time must be addressed and solved if a sustainable future 

for humankind and the environment is to be achieved. Because of a low prosperity level and 

limited financial and technological resources, developing countries are particularly vulnerable 

to environmental degradation. However, the requirement for these countries under the United 

Nations Framework on Climate Change (UNFCCC) to pursue low-carbon-development paths 

with adaptive capacity must also be satisfied. Hence, financial mechanisms in the context of 

the UNFCCC will result in an economy-wide transformative process in developing countries. 

Although the arguments for pursuing more sustainability-oriented business models are strong, 

the market-based capital allocation system in most countries results in a continuous increase in 

environmental degradation. Moreover, current shareholder-oriented corporate governance 
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models of listed companies reluctant to promote sustainability because of their short-term focus 

and pressure from shareholders. 

Entrepreneurship is the dynamic process of initiating and managing a business venture to 

bring valuable innovations, products, or services to the market. It embodies a spirit of creativity 

and courage, where individuals spot opportunities, take calculated risks, and proactively pursue 

their vision to make a positive impact. Successful entrepreneurs display adaptability, resilience, 

and a strong sense of initiative, overcoming challenges with unwavering persistence. Their 

ventures not only aim to achieve financial success but also focus on creating value for 

customers, employees, and society as a whole. By fostering competition, driving innovation, 

and contributing to economic growth, entrepreneurship plays a vital role in shaping industries 

and improving the lives of people worldwide (Figure V.8).  

 

Figure V.8 Challenges of entrepreneurship. 

V.11. Case Studies of Successful Entrepreneurs 

Case studies of successful entrepreneurs offer valuable insights into the mindset, strategies, 

and resilience required to build thriving ventures. For instance, Elon Musk, founder of Tesla 

and SpaceX, exemplifies visionary leadership and high-risk innovation, having disrupted both 

the automotive and aerospace industries through relentless pursuit of long-term goals. 

Examples of organizations that ignited new industries include: Google, which revolutionized 

information access through search engines and web advertising; Microsoft, which put a 

personal computer on each employee’s desk; Apple, which created the personal computer 

industry; and Amazon, which pioneered online retailing and quickly expanded into innovative 

Web services. Entrepreneurship is therefore the heart of a growing economy. It has unleashed 

the human spirit of innovation and imagination that has been the driving force of our western 
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civilization clearly illustrated in real-life examples of successful innovators and lessons from 

failures and perseverance. 

V.12. Conclusion 

Entrepreneurship has been a topic of interest throughout the history of mankind and it 

continues to be one of the flourishing professions in the world. Entrepreneurs are always ready 

to acquire new knowledge in the area of innovation and technological development, which has 

led to a transformation in the methods of production, management, and marketing. People have 

different views about the term entrepreneurship that are related to economic theories, 

sociological perspectives, and psychological aspects of human behavior. Economic theories 

consider entrepreneurship as an economic phenomenon that attempts to generate new wealth 

and increase productivity. Sociological perspectives define entrepreneurs as individuals who 

perform new and different functions in society and hence adapt to changes. Psychological 

approaches characterize entrepreneurs as people with certain traits such as a desire for 

independence, self-confidence, creativity, and achievement that motivate them to take up the 

challenge of starting and managing their own business. 
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Chapter VI: Business Creation Project 

 

 

VI.1. Introduction  

Business creation is officially presented and defined in the project form. The creation of a 

business implies the existence of an individual or group of individuals with an idea that they 

want to turn into something real, an initiative that plans, organises, finances and develops the 

activities that make this idea real. This allows the placement in the market of a product or 

service that responds to a real need that has previously been analysed and evaluated. During 

the process of creating a business, the main objective is to turn that business idea into a 

determination that makes sense. Market research and business analysis processes make it 

possible to identify the correct ways of developing the project. Business planning allows 

objectives and goals to be defined in a realistic way and, finally, the financing stage enables 

methods to be sought that best fit the type of business being created. 

VI.2. Market Research and Analysis 

The validity of a business idea is established by an understanding of the market into which 

the new venture is proposed to enter. The business creation process involves verification of a 

business idea and analysis of its suitability and acceptability for addressing a market need or 

exploit a market opportunity. It revolves around the gathering of sufficient and meaningful 

information for making business decisions related to locating, developing, maintaining, and 

expanding the market for a new business across any worldwide geographic area. The center of 

business creation is market research. Market research functions as a tactful strategy for 
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identifying a target market, assessing the attitude of customers, and adjusting the business 

model to meet the customer needs (Figure VI.1) .  

 

Figure VI.1 Market research analysis. 

Market research analysis is a systematic process that involves collecting, processing, 

interpreting, and evaluating data related to a specific market, industry, or business environment. 

Its primary purpose is to gain insights into consumer behavior, market trends, competitive 

landscape, and other relevant factors that inform business decisions.  Market research analysis 

involves a series of systematic steps to gather, process, and interpret data to gain insights into 

a specific market or industry. These steps are crucial for making informed business decisions 

and developing effective strategies (Figure VI.2).  

 Key Components: 

- Data Collection: Gathering data from primary sources (surveys, interviews, focus 

groups) and secondary sources (market reports, government publications, industry 

publications). 

- Data Processing: Ensuring data accuracy and reliability through cleaning, coding, and 

categorization. 

- Data Analysis: Using analytical techniques and statistical tools to extract meaningful 

insights. 

- Competitive Analysis: Assessing competitors' strengths, weaknesses, strategies, and 

market share. 

- Consumer Behavior Analysis: Understanding consumer preferences, purchasing habits, 

motivations, and pain points. 
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Figure VI.2 Market research analysis steps. 

 Benefits: 

- Informed Decision-Making: Providing valuable insights to support strategic business 

decisions. 

- Risk Mitigation: Identifying potential risks and challenges to develop proactive 

strategies. 

- Market Understanding: Gaining a deeper understanding of target audience 

demographics, preferences, and behaviors. 

- Competitive Advantage: Developing strategies to capitalize on competitors' weaknesses 

and stay ahead in the market. 
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- Product Development: Guiding product development with consumer preferences and 

needs. 

 Types of Market Research: 

- Qualitative Research: Understanding underlying motivations, attitudes, and perceptions 

through in-depth interviews and focus groups. 

- Quantitative Research: Collecting and analyzing numerical data through surveys and 

structured questionnaires. 

- Exploratory Research: Gaining insights and identifying potential issues or 

opportunities. 

- Descriptive Research: Describing market demographics and behaviors. 

- Causal Research: Establishing cause-and-effect relationships between variables. 

 

VI.3. Business Planning 

A business plan provides a roadmap for new business development. It can be used to: test 

the feasibility of a business idea; measure progress and success of an operational business; set 

objectives and goals for the business; apply for grants or to borrow money; and help determine 

financial projections, such as sales, income, cash flow, and break-even point. Your market 

research, whether formal or informal, will help identify objectives and goals for the business 

plan. If considering a new business, market research will either confirm that a new business 

opportunity exists or alert you to revamp your business concept. If your business is already 

operational, your business plan and market research can help identify new directions or areas 

to expand. Business planning is a crucial process that involves creating a roadmap for an 

organization to achieve its long-term objectives. It's the foundation of every successful 

business, providing a framework for decision-making, resource allocation, and measuring 

progress towards goals. 

 Key Components of Business Planning: 

- Executive Summary: A concise overview of your business plan, highlighting the 

company's mission, objectives, strategies, and key financial projections. 

- Company Description: A detailed overview of your organization, including its history, 

mission, values, and legal structure. 

- Market Analysis: An examination of the industry, target market, and competition, 

demonstrating a thorough understanding of market trends, growth potential, customer 

demographics, and competitive landscape. 
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- Products or Services: A description of the products or services offered, emphasizing 

their unique features, benefits, and competitive advantages. 

- Marketing and Sales Strategy: An outline of the organization's approach to promoting 

and selling its products or services. 

- Operational Plan: A description of the day-to-day operations, including facilities, 

equipment, technology, and personnel requirements. 

- Financial Plan: A comprehensive view of the organization's financial health and 

projections, including income statements, balance sheets, cash flow statements, and break-even 

analysis. 

 Importance of Business Planning: 

- Helps secure funding and investment by demonstrating a clear vision and financial 

viability. 

- Provides a roadmap for growth and success, guiding organizational development and 

decision-making. 

- Enables effective decision-making, based on a clear understanding of the organization's 

goals, strategies, and financial situation. 

- Facilitates communication and collaboration among team members, ensuring everyone 

is working towards the same objectives. 

 Business Planning Process: 

- Defining Business Purpose and Goals: Clarifying the business's purpose, mission, and 

long-term goals. 

- Conducting Market Research and Analysis: Understanding the industry landscape, 

identifying target customers, and gauging the competition. 

- Creating a Business Model and Strategy: Developing a business model that outlines 

how the organization will create, deliver, and capture value. 

- Developing a Marketing Plan: Detailing how the organization will promote its products 

or services to target customers. 

- Establishing Operational and Financial Plans: Outlining day-to-day activities and 

financial projections. 

- Reviewing and Revising the Business Plan: Regularly updating the plan to reflect 

changing market conditions and business realities. 

A business plan is like a roadmap for your business, typically comprising 15 to 20 pages. 

It outlines your strategy, including details about your product, how you will market it, and your 

financial plans. Creating and updating this plan as your business grows is essential. For small 
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business owners, understanding the importance of a business plan is like having a reliable 

guide. It helps you avoid getting lost, asking for directions, or starting over from scratch. 

Instead, it boosts your chances of success by helping you plan, see the big picture, and make 

crucial decisions. It's a valuable tool for entrepreneurs. The importance of a business plan 

cannot be overstated. It is a crucial tool for entrepreneurs and small business owners, helping 

them define their goals and monitor their progress as their company evolves. A well-thought-

out business strategy should be the top priority when starting a new business. Additionally, 

business plans are pivotal in attracting investors, enabling potential investors to assess whether 

your company is headed in the right direction and is a wise investment (Figure VI.3).  

 

 

Figure VI.3 Business Planning. 

A well-crafted business plan provides a comprehensive roadmap for long-term growth 

and success. 

VI.4. Legal Considerations 

Legal considerations play a crucial role in the creation, management, and growth of a 

business. They encompass a wide range of areas, such as choosing the right legal structure for 

the business, protecting intellectual property (patents, trademarks, copyrights), complying with 

labor laws, fulfilling tax obligations, managing commercial contracts, and adhering to industry-

specific regulations. Poor handling of legal aspects can result in financial penalties, legal 

disputes, or even business closure. It is essential for any entrepreneur or business owner to 

consult legal experts to ensure their activities are compliant and to prevent legal risks. These 

considerations become even more critical when expanding internationally, as legal frameworks 

vary from country to country. Legal considerations are crucial for businesses to ensure 
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compliance with laws and regulations, minimize risks, and protect their interests(Figure VI.4). 

Here are some key legal considerations: 

- Business Structure: Choosing the right business structure (sole proprietorship, 

partnership, LLC, corporation) affects liability, taxes, and ownership. 

- Contracts and Agreements: Clear and comprehensive contracts with suppliers, 

customers, employees, and partners can prevent disputes and protect rights. 

- Intellectual Property: Protecting IP rights (trademarks, copyrights, patents) is essential 

for maintaining competitive advantage and preventing infringement. 

- Employment Law: Compliance with employment laws (wages, benefits, workplace 

safety) is necessary to avoid lawsuits and penalties. 

- Data Protection and Privacy: Ensuring compliance with data protection regulations 

(GDPR, CCPA) to safeguard customer data and maintain trust. 

- Compliance with Industry Regulations: Understanding and adhering to industry-

specific regulations (healthcare, finance, environment) to avoid fines and reputational damage. 

- Dispute Resolution: Establishing processes for resolving disputes with customers, 

employees, or partners can help mitigate conflicts and protect business interests. 

- Liability and Risk Management: Implementing measures to minimize liability and 

manage risks can protect the business from financial losses and reputational damage. 

-Termination and Exit Strategies: Planning for business termination or exit can help 

minimize losses and ensure a smooth transition. 

 

Figure VI.4 Ethical and legal considerations. 
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VI.5. Funding Your Business 

Funding your business is one of the most critical steps in turning an entrepreneurial idea 

into a successful venture. Entrepreneurs have several options to secure the necessary capital, 

depending on the stage and scale of their business. Self-funding (also known as bootstrapping) 

is one option, where the founder uses personal savings or assets. Alternatively, businesses can 

seek external funding through loans from banks or financial institutions, or by attracting 

investors via angel investors or venture capital. Another avenue is crowdfunding, where money 

is raised from a large number of people, typically through platforms like Kickstarter or 

Indiegogo. Each funding option comes with its own set of advantages and risks, including the 

level of control retained by the founder, the repayment terms, and the pressure to achieve rapid 

growth. Understanding the business’s financial needs, the risks involved, and the long-term 

strategy is key to selecting the right funding approach. a great business idea, and you're eager 

to get started. But before you launch your business, you need to think about how you're going 

to finance it. After all, businesses don't just finance themselves it takes money to make money. 

There are a few different ways to get funding for your business (Figure VI.5). 

 

Figure VI.5 Funding for your business. 

You can use your own savings, take out a loan, or look for investors. Let's take a closer 

look at each of these options: 

- Use your own savings: If you have some money saved up, you can use it to finance 

your business.  

- Take out a loan: If you don't have enough saved up to finance your business, you can 

take out a loan.  

- Look for investors : If you can't finance your business with your own savings or a loan, 

you may need to look for investors.  
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VI.6. Marketing Strategies 

Marketing strategies are structured plans designed to promote a product, service, or brand 

to a specific audience with the goal of increasing sales, building brand awareness, and fostering 

customer loyalty. These strategies can vary widely depending on the business model, industry, 

and target market. Key approaches include digital marketing, which involves using tools like 

social media, search engine optimization (SEO), email campaigns, and online advertising to 

reach customers online. Content marketing focuses on creating valuable and relevant content 

to attract and engage audiences, while influencer marketing leverages individuals with large 

followings to promote products authentically. Other strategies include brand positioning, 

market segmentation, and customer relationship management (CRM). Successful marketing 

strategies are data-driven, customer-focused, and regularly adapted to market trends, consumer 

behavior, and technological changes. By combining creativity with analytics, businesses can 

craft compelling campaigns that drive real results. Marketing strategies influence the demand 

for a product. In general, the following concepts are important when setting the marketing 

strategies of a business: Developing a brand identity that serves as a guide for product design, 

values, culture, and communications. Designing customer acquired, converted, and retaining 

processes for a product on the digital platform. Networking and building partnerships with 

organisations and individuals within the ecosystem of the business. The 5 P’s are product, price, 

promotion, place, and people. These are important factors involved in marketing your products 

and services (Figure VI.6). They can be used when planning a new business venture, evaluating 

an existing product, or trying to optimize sales with a target audience. It can also be used to 

test your current marketing strategy against new audiences. 

 

Figure VI.6 The 5 Ps mean in a marketing strategy. 



Chapter VI     Business Creation Project 
 

Dr. Amel Gacem        89 

VI.7. Operations Management 

Operations Management is a vital component of any business, encompassing the practices, 

techniques, and tools that organizations use to produce and deliver goods and services 

efficiently and effectively. Whether in manufacturing or service industries, operations 

management plays a crucial role in building a competitive edge and driving long-term success. 

mploying proficient staff, ensuring operations are ethical and safe, and choosing strategic 

locations are important for maintaining operational excellence. This not only enhances 

efficiency but also supports the organization's commitment to ethical practices and safety 

standards, crucial for sustainable growth and customer trust (Figure VI.7). Purpose of 

Operations Management : 

Increase Productivity: The goal of operations management is to increase productivity 

through process simplification, the adoption of best practices, and the use of technology.  

Improve Quality: Operations management ensures quality control, aiming to meet or 

exceed customer expectations through implementing quality standards, conducting inspections, 

and continually improving processes. 

Maximize the Expenses: Cost optimization heavily relies on operations management. 

Through effective resource management, waste reduction, and manufacturing process 

optimization, businesses can save costs and stay competitive in the marketplace. 

- Control the Supply Chain: Operations management oversees the entire supply chain, 

managing logistics, supplier communication, and the flow of information and materials from 

suppliers to manufacturers and customers. 

 

Figure VI.7 Operations management. 
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VI.8. Sales Strategies 

Selling requires specialized planning and execution. The sales strategies of a business 

involve all activities associated with selling a product or service. These strategies are the most 

important components in the overall marketing plan in many cases, they dictate the success or 

failure of any venture. When a business sells all product offerings at the listed prices, it thrives 

on whatever the current market manager dictates. A lot of businesses have salesmen who are 

simply saddled with the task of meeting a sales target. No in-house thought out strategy for the 

long term. The sales team ends up engaging in short term unfocused strategies that damage the 

company’s long term profitability and brand. A Sales strategy is built entirely on your deep 

accurate knowledge of your targeted market (Figure VI.8). You have to know: 

- The size of your targeted market: How many potential customers are there, how much 

they can afford to spend on your product and who are your competitors. 

- The selling points of your competition: How they convince the people in your targeted 

market to buy their products. 

- The dissatisfaction or pain points of your targeted market. What your competition is 

not doing right. 

- The spread of your targeted market. Do they all reside in one geographic region or are 

they spread across multiple geographic regions. What is it that uniquely binds them. 

 

Figure VI.8 Sales strategy. 
 

VI.9. Financial Management 

Business creation projects represent the set of phases, activities, tasks and decisions that go 

into the development of a business. A business can be created for-profit (aiming to generate 

income) or non-profit (aiming to efficiently provide social or humanitarian services). These 

management phases include the creation and administration of the business, such as marketing, 
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operations, sales, financing and leadership. Financial management refers to applying 

management concepts to budgeting, forecasting, managing, and controlling a company's 

financial resources to achieve its objective. It aims to maximize investors profit by optimizing 

the firm's money usage. It deals with all the areas connected to profitability, expenses, cash, 

and credit. Management of finances is the foundation of all enterprises. They need to earn a 

higher rate of return on investment of market-sourced money than the related expenses. 

Financial management frequently balances the legal and accounting sides of a company. It 

consists of three essential components: reducing the cost of finance, ensuring sufficient funds, 

and utilizing funds appropriately (Figure VI.9). 

 

Figure VI.9 Financial management. 

Financial management involves planning, organizing, and controlling a company's 

financial resources to achieve its goals. Key aspects include: 

- Budgeting: Creating and managing financial plans. 

- Forecasting: Predicting future financial performance. 

- Cash Flow Management: Managing inflows and outflows of cash. 

- Risk Management: Identifying and mitigating financial risks. 

- Financial Reporting: Providing accurate and timely financial information. 

Effective financial management enables businesses to make informed decisions, 

optimize resources, and achieve long-term sustainability. 

VI.10. Conclusion 

In creating a business, market research and analysis reveal the environment and indicate 

whether the idea is back on course. After the plan is made with objectives and goals, the 

financial projections portray how much money is required. In creating a business, market 

research and analysis reveal the environment and indicate whether the idea is back on course. 
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After the plan is made with objectives and goals, the financial projections portray how much 

money is required. No business plan is ready without financial projections. Having a business 

partner is vital; nowadays, no one can face the business world alone, regardless of financial 

power. Building a sales team and thinking about it from day one helps a company breathe. The 

sales team knows the business, brand, and product inside and out, saving money on marketing 

bills and building solid client relationships. 
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Chapter VII: Project Management Mechanisms 

 
 

 

VII.1. Introduction  

Project management mechanisms are techniques used in particular phases of a project. 

These phases are Initiation, Planning, Execution, Monitoring and Controlling, and Closure. 

Within these different phases are several popular mechanisms. In the Planning phase, there are 

Gantt charts, the Critical path method, and PERT diagrams. The Execution phase requires team 

management techniques, Conflict resolution, and leadership styles. Project management has 

many mechanisms, including Budgeting, Risk management, Change management, 

Performance measurement, Quality management, Lessons learned, and Stakeholder 

management. Project management utilizes specific methods and approaches tailored to 

different project types and resolves real issues during the life cycle of a project. Popular 

methods and approaches include Waterfall, Agile, Scrum, Lean, and Kanban. A method offers 

practical guidelines on managing a project, while an approach provides a viewpoint for solving 

project problems. 

VII.2. Project Life Cycle 

The project life cycle holds the key, offering a structured framework for navigating the 

intricacies of project execution. Understanding the project life cycle is essential for project 

managers, as it furnishes a systematic overview of a project’s trajectory. In this introduction, 

we’ll dive into the significance of the project life cycle and provide a concise overview of its 

primary phases, setting the stage for a deeper exploration of each stage’s relevance and 

practical application to efficient project management. The lifecycle prescribes the specific tasks 
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performed within each phase. American National Standards Institute defines the project 

lifecycle according to the following five phases (Figure VII.1). 

 
Figure VII.1 Project life cycle. 

VII.3. Project Management Methodologies 

Project management methodologies or approaches provide frameworks within which 

project management mechanisms can be organized, executed, and led. Different methodologies 

may emphasize key project characteristics in the Implementing Mechanism, such as fast 

delivery of working product versus thorough upfront planning, and a specific combination of 

Approaching, Planning, Leading, Monitoring and Controlling Mechanisms will be employed 

to ensure that the associated phases of the project life cycle deliver the desired priority 

outcomes. Here are the list of most popular Types of Project Management: Waterfall, agile, 

Scrum, Lean, Kanban, Six Sigma and PRINCE2 (Figure VII.2). In a 2017 Harvard Business 

Review report, Project Manager personalities were categorized into four distinct types such as: 

- Executor: An executor supports the company’s current growth strategy and succeeds as 

a reliable project leader. 

- Prophet: Although a prophet may not completely follow the company’s present plan, 

they have long-term vision and excel at finding new development prospects. 

- Expert: An expert is an analytical professional who bases decisions on facts and advice, 

making reliable, informed business choices, even exploring opportunities beyond current 

strategies. 

- Gambler: The gambler stays at the present method, but due to data restrictions, they 

may fail to expect venture success. They might discover overlooked growth opportunities 

through risky bets. 
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If you want to better understand these project management methods and improve your 

skills, consider joining our PMP Certification course. It offers comprehensive training to help 

you succeed in any project management role. 

 

Figure VII.2 Types of project management. 

VII.4. Project Planning Tools 

Project planning tools are essential for organizing tasks, timelines, resources, and 

collaboration throughout the course of a project. There are many tools available, each with its 

own strengths depending on the project’s needs. Management in business simply means 

process to control or handle things or people like planning, decision making, organizing, 

financial, human resources, etc. to attain or achieve the organization's goals and objectives. 

Project management means application of knowledge, tools, techniques to project activities so 

as to achieve goals and meet success criteria in given period of time. Main aim to achieve goal 

within given limitation or restriction (Figure VII.3).  

 

Figure VII.3 Various tools and techniques used in project management. 
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The best tool for your project will depend on the type of work you’re doing, your team's 

size, and your preferred workflows. If you want something simple and intuitive, Trello or 

Basecamp may work well.  

VII.5. Risk Management in Projects 

Project risk management is a systematic strategy for identifying, addressing, and 

minimizing risk-related problems that arise in a project. Although a risk cannot be entirely 

eliminated, it can be mitigated by using the appropriate tactics. Different techniques are 

required at various phases of the project. One such approach is the identification of risk, 

followed by its analysis. Risk management in projects is the process of identifying, assessing, 

and controlling potential threats or uncertainties that could affect the project’s success. 

Effective risk management helps project teams mitigate the impact of negative risks (threats) 

and take advantage of positive risks (opportunities). Risk analysis can be conducted using 

various methods, each suited to different types of projects and industries (Figure VII.4). 

 

Figure VII.4 Methods of risk Analysis in project management. 

VII.6. Quality Management in Projects 

Quality management in projects is a comprehensive approach to ensuring that the project’s 

deliverables meet or exceed the required standards and stakeholder expectations. It involves all 

activities related to defining, assuring, and controlling the quality of the project processes, 

products, and services. Quality management is not just about meeting technical specifications 

but also ensuring that the processes are efficient and effective. Key Components of quality 

management in projects are: Quality planning, quality assurance (QA) and quality control (QC) 

(Figure VII.5). Quality management is essential for the success of any project. It ensures that 

the final deliverables meet or exceed stakeholder expectations, are fit for purpose, and are free 
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of defects. By integrating quality management into every stage of the project from planning to 

execution teams can identify issues early, reduce risks, and deliver a high-quality outcome. 

 

 Figure VII.5 The elements of a quality plans 

VII.7. Budgeting and Financial Management 

Budgeting and financial management are fundamental to the success of any project, 

ensuring that resources are allocated efficiently and the project stays within its financial 

constraints. The process begins with budgeting, which involves defining the project scope 

clearly to prevent scope creep and creating a detailed Work Breakdown Structure (WBS) that 

helps estimate the costs of each task and deliverable. Once these estimates are made, the overall 

project budget is developed, incorporating both direct and indirect costs, contingency reserves, 

and management reserves. The next phase is financial management, which focuses on tracking, 

controlling, and optimizing project costs throughout the project lifecycle. This includes 

monitoring actual spending against planned costs, using techniques such as Earned Value 

Management (EVM), which compares metrics like Planned Value (PV), Earned Value (EV), 

and Actual Cost (AC) to assess financial performance. Regular variance analysis helps identify 

any discrepancies, while cash flow management ensures liquidity by balancing inflows and 

outflows of funds. Budgeting is a fundamental aspect of financial management that plays a 

crucial role in helping individuals and businesses achieve their financial goals. It involves 

carefully planning and allocating resources to ensure that expenses do not exceed income, 

enabling individuals to save, invest, and build wealth. In this section, we will delve into the 

importance of budgeting in financial management (Figure VII.6), exploring insights from 

various perspectives and providing in-depth information on the subject:  
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- Financial Control: Budgeting provides individuals with a sense of control over their 

finances.  

- Goal Setting and Achievement: Budgeting helps individuals set realistic financial goals 

and provides a roadmap for achieving them.  

- Debt Management: Budgeting is an essential tool for managing and reducing debt.  

- Emergency Preparedness: Budgeting helps individuals build an emergency fund, 

providing a financial safety net during unexpected events or emergencies.  

 

Figure VII.6 he Importance of budgeting in financial management. 

VII.8. Performance Measurement 

Performance measurement is the process used to assess the efficiency and effectiveness of 

projects, programs and initiatives. It is a systematic approach to collecting, analyzing and 

evaluating how “on track” a project/program is to achieve its desired outcomes, goals and 

objectives. Performance measurement is typically done by an organization to demonstrate 

accountability, support decision making and improve processes (Figure VII.7). 

 
Figure VII.7 Types of performance measures. 
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Performance measurement is a crucial aspect of operations management, allowing 

organizations to evaluate their efficiency and effectiveness. It involves selecting metrics, 

collecting data, and analyzing results to drive continuous improvement. This systematic 

process aligns operational activities with strategic goals, enabling data-driven decision-

making. Key components include metrics selection, data collection, analysis, reporting, and 

action planning. Performance measurement helps identify inefficiencies, allocate resources 

effectively, and promote accountability. It encompasses financial and non-financial measures, 

as well as leading and lagging indicators, to provide a comprehensive view of organizational 

performance. 
 

VII.9. Change Management 

Change management is a structured approach to transitioning individuals, teams, and 

organizations from a current state to a desired future state. It involves identifying the need for 

change, developing strategies to address it, and executing the change process to achieve 

successful outcomes. Change management aims to ensure that the transition is smooth, 

minimizes disruptions, and ultimately enhances organizational performance. The process of 

change management typically consists of several steps or activities that guide change leaders 

through the transition. These steps help manage the transition from the current state to the 

desired future state, ensuring that change is successfully implemented and sustained. The 

change management process can be broken down into three key phases: Preparing for change, 

managing change and reinforcing change. Several key steps should be followed to ensure a 

successful change management process (Figure VII.8). 

 

Figure VII.8 Steps in the change management process. 
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- Step 1: Preparation for Change. 

- Step 2: Building a Vision. 

- Step 3: Planning the Change. 

- Step 4: Implementing the Change. 

- Step 5: Monitoring and Reviewing the Change. 
 

VII.10. Conclusion 

Project management is the discipline of initiating, planning, executing, controlling, and 

closing work with the goal of achieving specific project objectives within an established 

schedule, budget, and resource allocation. The practice guides project teams in the work 

required to meet these objectives successfully, and is often regarded as a subset of overall 

management activities that align an organization with its strategic goals. Projects can be 

undertaken across various domains, with infrastructure construction workloads constituting a 

significant segment of overall project work. Successful project management relies on an 

adequate selection of mechanisms throughout the entire project lifecycle. Mechanisms 

implement methods or strategies that support the management process and ensure it progresses 

toward a successful outcome. Depending on the selected project management method such as 

traditional predictive methods or more flexible agile methods most projects will encompass the 

phases of Initiation, Planning, Monitoring, Controlling, Execution, and Closure, in order. 

Certain mechanisms operate exclusively within specific phases, while others span multiple 

phases. For example, the risk management mechanism, which embodies the principle of careful 

risk consideration, is applied during initiating, planning, monitoring, and controlling phases. 

Project planning mechanisms differ noticeably from planning mechanisms in other 

management areas, highlighting the distinctive characteristics of project management. 
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CHAPTER VIII: Financial Planning for Project 
Management 

 

 

 

 

VIII.1. Introduction  

Financial planning is the task of determining how a business will afford to achieve its 

strategic goals and objectives. In the context of project management, financial planning 

estimates the capital required and determines its competition. This ensures that the required 

funds are full-handed at the time of application. In addition, it helps in framing the credit 

policies. Thus, a comprehensive financial plan, properly drawn, is an essential aspect of every 

project. A financial plan serves as a guide to determine the budgeting needs and is key to 

managing cash flows. It reconciles the project funding needs with the appropriate sources of 

funds, considering the effect of leverage on project returns. Different financial plans are 

prepared for different needs.  

An operational financial plan caters to the short-term requirement of firm’s operating 

activity and also determines the optimum working capital. A strategic financial plan is directed 

towards determining the capital structure mix so as to enhance profitability and at the same 

time achieving maximum financial stability. A contingency financial plan draws out a policy 

and framework whereby the firm can either prevent the operation or full effect of the financial 

risk or adopt appropriate remedial measures to minimize the risk impact. According to some, 

the financial plan is an integrated functional plan, with leader role, which co-ordinates the total 

funding and investment proposal of project. 
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VIII.2. Importance of Financial Planning in Projects 

Financial planning in project management is the process of estimating the capital required 

and determining its competition. It involves determining project funding sources and utilizing 

those resources as required. Financial planning helps in assessing viable alternatives for the 

projects. Achieving project objectives within the schedule hinges on not only time management 

but also the execution of the project within budget. Therefore, it is essential to have a financial 

plan for estimating project duration and closely monitoring ongoing work. Financial planning 

is a critical component of successful project management. It ensures that a project is financially 

feasible, resources are used efficiently, and financial risks are mitigated. Figure VIII.1 is an 

overview of the 7 step financial planning process. 

 

Figure VIII.1 The Seven Step financial planning process. 

- Step 1: The client’s personal and financial circumstance are analyzed, and any 

incomplete information should be addressed. 

- Step 2: Client goals should be identified and prioritized. 

- Step 3: Analyze the current course of action and determine potential alternatives. 

- Step 4: Develop financial planning recommendations designed to maximize the 

potential for meeting the client’s goals. 

- Step 5: Present the financial planning recommendations and discuss whether to modify 

the goals or recommendations. 

- Step 6: Implement the financial planning recommendations and who should implement 

which recommendations. 

- Step 7: Monitor the progress with respect to meeting the client’s goals. 
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It clearly displays where the process begins and ends.  It also gives a short description of 

each step in the process.  I believe this diagram could improve by turning its linear structure 

into a cycle.  This would allow users to better understand that financial planning is never truly 

finished. Financial planning is not just about keeping costs in check it's a strategic tool that 

aligns financial resources with project goals. Without it, projects are more vulnerable to failure 

due to cost overruns, misallocated resources, and financial mismanagement. 

VIII.3. Key Components of Financial Planning 

Financial planning is essential for the success of any project, as it provides a clear roadmap 

for managing resources, controlling costs, and mitigating risks. The process begins with 

budgeting and cost estimation, where project managers predict expenses and allocate funds 

accordingly. Effective cash flow management ensures that money is available when needed, 

preventing delays or shortages. Securing the necessary financing, whether through equity, debt, 

or grants, is another critical step to ensure the project can be executed. Risk management 

strategies, including contingency planning, help address unforeseen financial challenges. 

Throughout the project, financial monitoring and control are vital for tracking progress and 

ensuring the project stays within budget. Additionally, assessing the project's profitability 

through ROI analysis and understanding tax implications are crucial for long-term financial 

success. Lastly, accurate financial reporting and forecasting keep stakeholders informed and 

allow for proactive adjustments to the project’s financial strategy. Together, these components 

create a comprehensive framework that supports the project's financial health and ensures its 

overall success. The study of banking and finance for a company or project includes financial 

ratios. Budgeting refers to the inflows and outflows of funds for a project. Costs can be 

estimated by using budget cost estimate, definitive cost estimate, or project financial appraisal. 

Financial analysis covers the basic principles of managing financial risks and the techniques 

for limiting financial exposure. A financial plan builds a roadmap to help you make important 

financial decisions and plan for the future. The Figure VIII.2  are the major areas of financial 

planning. 

- Cash Flow/Budgeting : This aspect helps to study your current financial situation, i.e. 

where the money is being spent and how to create a budget that is critical for financial success. 

Therefore, With this process you can determine your monthly surplus and start with planning 

your investments more systematically. 

- Debt Management: Managing debt effectively is a key to financial stability. A financial 

planner can help you manage and prioritize your debt requirements. 
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- Insurance Planning: It is important to understand the risks you are exposed to and have 

protection or insurance.  

- Investment Planning: It involves building a portfolio that includes different investment 

classes (equity and debt – mutual funds, stocks, FDs, PPF, etc.), diversification and risk 

management.  

- Retirement Planning: This helps to maintain the same lifestyle in your retirement 

through systematic savings and investments by evaluating and analyzing your retirement needs. 

- Tax Planning: The primary objective is to save money and mitigate your tax burden. 

- Estate Planning: This refers to passing on the assets or investments from one generation 

to another after your demise. 

- Review & Rebalancing: This is the last step to follow once the plans have been 

implemented. There are many factors that affect your investments and decisions. Thus, 

reviewing them periodically and implementing the necessary changes is important. 

Financial planning is an essential aspect of both personal and organizational success. 

Whether it’s ensuring long-term growth through strategic financial plans, managing day-to-day 

operations with operational plans, or preparing for unforeseen circumstances with emergency 

funds, each type of financial plan serves a critical role. By addressing specific goals, managing 

risks, and optimizing resources, financial planning enables individuals and businesses to 

achieve their objectives while maintaining financial health. With proper planning, it becomes 

possible to not only navigate current challenges but also to build a strong foundation for the 

future, securing financial stability and growth. 

 

Figure VIII.2 Major areas of financial planning. 
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VIII.4. Types of Financial Plans 

Financial plans are usually categorized into three groups operational, strategic, and 

contingency. Operational plans, or budgets, schedule the spending of financial resources over 

a period of time. Strategic plans accommodate long-term financing needs of a project, 

determining capital structure and mix of debt and equity. Contingency plans evaluate 

opportunities or mitigate problems arising during the project. A contingency plan allocates 

budget to a separate account or monitors forecasted income and expenses, preparing for 

unexpected financial conditions. Financial plans are non-negotiable when you need a roadmap 

for future resource allocation and better cash management. It works whether it is personal 

financial planning or a financial roadmap for an organization. Indispensable tools, plans help 

you to plan meticulously as you assess your financial position, risk-taking abilities, and 

potential growth (Figure VIII.3). 

- Strategic Financial Plan: This plan outlines the organization’s long-term financial goals 

and strategies, including market expansion, acquisitions, or new product development. 

- Operating Budget: An operating plan works on short-term financial goals and 

objectives, detailing revenue and expense projections for a specific period, typically a year. 

- Cash Flow Management Plan: It aims to ensure sufficient liquidity by monitoring cash 

inflows and outflows, managing working capital, and projecting future cash needs. 

- Investment Plan: An investment plan defines the organization’s investment goals and 

strategies, including portfolio diversification, asset allocation, and risk management. 

- Debt Management Plan: It provides a possible framework for managing and reducing 

debt, including repayment schedules, interest rates, and refinancing options. 

- Risk Management Plan: This plan Identifies and addresses financial risks, such as 

market volatility, currency fluctuations, or regulatory changes, through strategies like 

insurance, hedging, and contingency planning. 

- Succession Planning: focuses on ensuring a smooth transition of ownership or 

leadership within the organization, including strategies for management succession, ownership 

transfers, and estate planning. 

- Retirement Planning: It aims to secure the financial well-being of employees, offering 

retirement savings plans, investment options, and strategies for long-term financial security. 

- Contingency Plan: This plan preemptively addresses potential crises or unexpected 

events by developing strategies to mitigate financial risks and ensure business continuity. 
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Figure VIII.3 Types of financial plans. 

VIII.5. Project Cost Estimation 

Project Cost Estimation is an essential aspect of Financial Planning for Project 

Management. Cost estimation refers to the forecast of all expenses that a business may incur 

over the duration of a project. When attempting to deduce the cost of a project, a project 

manager will gather information about similar projects, accounting for factors such as scale, 

volume, and specific project requirements to find the most accurate analogous estimate. Cost 

estimates are then used to set budgets and determine the required amount of financing. Various 

methods are available for estimating costs, including expert judgment and three-point 

estimation formulas. Factors that influence project cost estimation include project size and 

complexity, project duration, project quality requirements, timing, organizational structures, 

risk appetite and tolerance, resource efficiency, contingency availability, and inflation. Cost 

estimation models are some mathematical algorithms or parametric equations that are used to 

estimate the cost of a product or a project. Various techniques or models are available for cost 

estimation, also known as Cost Estimation Models (Figure VIII.4). 

 

Figure VIII.4 Cost estimation models. 
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VIII.6. Financial Risk Management 

Financial risk management is an integral part of financial planning for projects. Projects 

are exposed to financial risk if they are likely to experience financial loss due to current and 

future external financial events. Uncertainty of future cash flows can be identified and 

quantified so that appropriate actions can be undertaken to avoid the uncertainty during 

implementation. Project management applies numerous techniques to identify and quantify 

risk, but in the final phase of risk-management strategy it is often necessary to undertake 

sensitivity analysis. This process identifies the degree of risk posed by individual elements of 

a project, thus indicating the areas in which preventative action should be concentrated in order 

to produce the greatest reduction in total financial risk. Financial risk managers are 

professionals who are responsible for identifying, evaluating, and managing financial risks 

within an organization. They use financial analysis, modeling, and forecasting to help their 

organization make informed decisions and reduce financial risk (Figure VIII.5). 

 

Figure VIII.5 Some of the key responsibilities of financial risk managers. 

 Some of the key responsibilities of financial risk managers include: 

- Risk assessment: Identifying potential financial risks that could impact the 

organization's financial performance and developing strategies to mitigate those risks. 

- Risk measurement: Measuring the impact and likelihood of various financial risks using 

statistical models, scenario analysis, and other techniques. 

- Risk management: Developing and implementing strategies to manage financial risks, 

including hedging, insurance, and diversification. 
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- Compliance: Ensuring that the organization is in compliance with all applicable 

financial regulations and guidelines. 

- Reporting: Communicating financial risk information to senior management and other 

stakeholders, including regulators, investors, and auditors. 

-Training: Educating employees throughout the organization on financial risk 

management best practices and procedures. 

VIII.7. Funding Strategies for Projects 

Funding strategies for projects vary based on the project's nature, scope, and financial 

needs. Equity financing allows businesses to raise capital by selling ownership stakes, 

providing investors with a share of future profits but without the obligation to repay. In contrast, 

debt financing involves borrowing funds that must be repaid with interest, which allows the 

business to retain full ownership but creates regular repayment obligations. Grants and 

subsidies are non-repayable funds, typically from government or philanthropic sources, ideal 

for social or research-driven projects. Crowdfunding, through platforms like Kickstarter or 

GoFundMe, enables small-scale fundraising from a large number of backers, often in exchange 

for rewards. Other strategies include partnerships or joint ventures, where risks and resources 

are shared, and revenue-based financing, where repayments are linked to future revenues. 

Combining several strategies is often the most effective way to secure sufficient capital and 

mitigate financial risks (Table VIII.1). 

Table VIII.1 The different funding strategies for projects. 

Funding 
Strategy 

Advantages Challenges Best For 

Equity 
Financing 

No repayment, access 
to expertise 

Loss of control, 
profit sharing 

High-growth startups 

Debt Financing Retain ownership, tax-
deductible 

Regular repayments, 
interest 

Established businesses 
with steady cash flow 

Grants & 
Subsidies 

No repayment, adds 
credibility 

Highly competitive Research, social, or 
non-profit projects 

Crowdfunding Broad support, tests 
market interest 

Marketing effort, 
may not meet goal 

Startups, creative 
projects 

Internal 
Financing 

Full control, no 
interest or equity 

dilution 

Depletes reserves Established businesses 
with strong cash flow 

Joint Ventures Shared risks, 
additional resources 

Shared profits, 
conflicts 

Large-scale, complex 
projects 
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VIII.8. Monitoring and Controlling Financial Performance 

Monitoring financial performance is an integral part of financial planning, which involves 

setting financial goals and budgets based on the cost estimates for each activity that make up 

the project during its implementation. The objectives, budget, and forecasts are then constantly 

monitored to ensure that the plan is being implemented according to expectations. Financial 

risk management is an essential facet of this monitoring proving invaluable when confronting 

the inherent uncertainties of projects. Effective project financial oversight enables early 

identification of deviations from the plan. Monitoring and measuring financial performance is 

a crucial aspect of achieving and sustaining financial transformation for businesses. It allows 

organizations to assess their financial health, identify areas of improvement, and make 

informed decisions to drive growth and profitability. From various perspectives, monitoring 

and measuring financial performance involves analyzing key financial indicators, such as 

revenue, expenses, profitability ratios, and cash flow(Figure VIII.6). 

- Revenue Analysis: One way to measure financial performance is by analyzing revenue 

trends. This involves tracking the company's sales over a specific period and comparing it to 

previous periods or industry benchmarks.  

- Expense Management: effective expense management is essential for financial 

performance. By monitoring and controlling expenses, businesses can optimize their cost 

structure and improve profitability. This can be achieved through strategies like budgeting, 

cost-cutting initiatives, and analyzing expense ratios.  

- Profitability ratios: Profitability ratios provide insights into a company's ability to 

generate profits from its operations. Key ratios include gross profit margin, operating profit 

margin, and net profit margin. These ratios help assess the efficiency of the company's 

operations and its ability to generate returns for shareholders.  

- Cash Flow analysis: monitoring cash flow is crucial for financial performance 

evaluation. Positive cash flow ensures the company's ability to meet its financial obligations 

and invest in growth opportunities. By analyzing cash flow statements, businesses can identify 

cash inflows and outflows, assess liquidity, and manage working capital effectively.  

 Financial ratios: financial ratios provide a comprehensive view of a company's financial 

performance. These ratios include liquidity ratios, solvency ratios, and efficiency ratios. 

Liquidity ratios assess the company's ability to meet short-term obligations, solvency ratios 

evaluate long-term financial stability, and efficiency ratios measure operational efficiency. In 

summary, monitoring and measuring financial performance involves analyzing revenue, 

expenses, profitability ratios, and cash flow. By assessing these key indicators, businesses can 
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gain valuable insights into their financial health, identify areas for improvement, and make 

informed decisions to achieve and sustain financial transformation. 

 

Table VIII.6 Monitoring and measuring financial performance. 

VIII.9. Tools and Software for Financial Planning 

Financial planning is the task of determining how a business will afford to achieve its 

strategic goals and objectives. Usually, a company creates a Financial Plan immediately after 

the vision and objectives have been set. The Financial Planner starts by examining the current 

financial position of the organization and sets the direction for the activities and solutions that 

will take the organization to the next level of success and profit. In general, Budgets, Forecasts, 

and various strategies for funding the activities are the key elements of a Financial Plan. In 

today’s digital age, there are numerous tools and software that help individuals and businesses 

plan, track, and manage their finances more efficiently. These tools vary from personal 

budgeting apps to comprehensive enterprise-level financial management systems. Table VIII.2  

is an overview of some of the most popular and widely used tools and software for financial 

planning. 

Financial planning for a project involves estimating the cost of completing the project 

and managing the project's finances in a way that meets its objectives. It includes the time cost 

of money and risks associated with the project. Creating a Financial Plan gives project 

stakeholders a clear picture of the project's financial needs, including cash flow and timelines, 

and can also flag up any costs that might arise in the future. Without a clear plan, projects can 
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easily turn from being money-makers to money-losers. Rapid increases in budgets without a 

Financial Plan can create financial chaos in any project, both in the short and long term. Recent 

examples (such as the London Olympics) show how crucial good Financial Planning is for 

large projects. 

Table VIII.2 Financial planning tools. 

Tool/Software Description Best For Key Features 
QuickBooks Accounting software for 

small businesses. 
Small to medium 

businesses 
Invoicing, tax 

calculations, financial 
reporting 

Mint Personal finance 
management tool. 

Individuals and 
families 

Budgeting, bill 
reminders, credit 

score tracking 
YNAB Budgeting tool focused on 

zero-based budgeting. 
Individuals focused 

on saving and 
budgeting 

Real-time tracking, 
goal setting 

Xero Cloud-based accounting 
software. 

Small to medium-
sized businesses 

Invoicing, bank 
reconciliation, payroll 

Personal 
Capital 

Wealth management tool 
for retirement and 

investment tracking. 

Individuals 
planning for 
retirement 

Portfolio tracking, 
retirement planning 

Trello Project management tool 
that can be adapted for 

budgeting. 

Teams and project-
based businesses 

Task management, 
resource allocation 

Sage Intacct Cloud-based ERP 
software for financial 

management. 

Growing 
businesses 

General ledger, multi-
entity management 

Zoho Books Accounting software for 
small businesses. 

Small businesses Invoicing, expense 
tracking, project 

billing 
Brixx Financial forecasting tool 

for businesses. 
Small and medium-

sized businesses 
Cash flow analysis, 
scenario planning 

Microsoft 
Excel 

Spreadsheet tool for 
customizable financial 

planning. 

Anyone needing 
flexible tracking 

Financial models, 
budgeting templates 

VIII.10. Conclusion 

Financial planning determines how a project will meet its objectives via budgeting, 

forecasting, and funding. The practical importance of financial planning follows naturally from 

the key questions that all businesses ask: What funds do you need? When will you need them? 

What will you use them for? The project manager should be able to arrive at a clear statement 
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in the form of a careful assessment of costs, a guideline for the timing of these costs, and the 

sources from which the funds will be drawn. A more comprehensive plan is usually necessary 

for attracting investors or for planning the long-term sustainability of the project. The 

importance of proper financial planning is made clear by the fact that most projects fail because 

of poor financial planning and control. Good pre-planning can make financial risks visible and 

highlight the need for managing those risks. Advance planning prepares the organization for 

the unknown and makes adaptation easier. Estimates prepared early in the project provide 

guidelines for benchmarking actual progress and comparing alternatives when problems arise. 

Planners should remember that the resources most of all others are needed for the success of 

the project. 
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CHAPTER IX: National Credit Device in Algeria 

 

 

IX.1. Introduction  

National credit refers to the availability, pricing, and conditions of loans granted to 

customers in a domestic banking context taking into account the overall financial needs and 

economic development of the country. To evaluate the correct staging of a country in the 

implementation of a national credit policy, one must resort to indicators that portray its extent 

and role in economic development. These indicators are related to the size of credit granted, its 

importance in the country’s economy, the degree of credit orientation in terms of the economic 

sectors. The main objective for national credit is to provide financial resources to enterprises 

to support investment funded by internal and external sources, and to provide financial 

resources to individuals to support consumption. 

A properly structured economy follows a development path that leads to the provision of 

larger volumes of credit at lower interest rates. The central bank has the task of regulating the 

banking system through the reduction or increase of the volume of money in the financial 

system in conjunction with the degree of economic growth. The intervention of banks in the 

credit market and the availability of credit at lower interest rates reflect economic growth and 

a better standard of living. Higher credit volume at higher interest rates reflect fragile growth 

and unbalanced economics. 

IX.2. Historical Background of Credit Systems  

Since Algeria's independence in 1962 and the establishment of the People's Democratic 

Republic of Algeria, credit institutions have operated within a defined legal framework. This 
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framework encompasses a set of rules and procedures designed to regulate all forms of credit, 

including banking credit, non-banking credit, private borrowing, and non-banking institutions 

performing banking functions. The legislation defines the conditions for granting credit and 

borrowing methods, implements mechanisms to control, organize, and oversee operations, and 

establishes the necessary arrangements for combating and recovering unpaid debts. Credit 

constitutes a primary tool for economic growth and stability, yet countries differ in their 

exposure to the associated risks. Several factors including the country's economic structure, 

banking mechanisms, and the health of public finances influence GDP growth and the domestic 

economy's resilience. Generally, nations with strong economies, efficient banking and financial 

systems, and robust public finances lean less on physical production and more on growing 

financial services. The credit system offers diverse tools or financial services, such as 

investment credit, which balances the capital market, or working capital, which helps 

companies manage day-to-day activities. Together, these services play a key role in economic 

fluctuations whether in development or recession by facilitating the production and supply of 

goods and services that meet various needs. 

IX.3. Legal Framework Governing Credit  

Credit is an operation that allows a debtor to have financial resources or materials with the 

commitment to repay the debt in the prescribed manner. Credit is not a result of a contractual 

relationship but a financial operation governed by many laws and regulations, mainly 

performed by financial institutions such as banks, financial companies, and other types of 

institutions, including the central bank or others that provide credit operations to individuals, 

institutions, and companies. Different types of consumer credit are also offered to gain 

maximum benefits and meet the People's needs according to the present circumstances. The 

Central Bank of Algeria undertakes the organization and regulation of credit facilities for all 

types of enterprises, including financial companies, banks, and public institutions. It 

determines the policy of granting credit to different economic activities by providing credit risk 

analysis for each financial institution. It is noted that national credit plays an important role in 

the development of the national economy and acceleration of its growth.  

The legal framework governing credit in Algeria is primarily established by Ordinance No. 

03-11 of August 26, 2003, which regulates money and credit and outlines the role of the Bank 

of Algeria in supervising financial institutions. Credit activities are conducted by licensed 

banks and financial institutions under strict regulatory oversight, including capital 

requirements and risk management standards. Consumer credit is specifically governed by Law 
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No. 09-03 of 2009, which ensures consumer protection through transparency, limits on interest 

rates, and the right to withdraw from contracts. The Commercial and Civil Codes also provide 

legal grounds for credit agreements, collateral, and enforcement mechanisms. In recent years, 

Algeria has introduced reforms to incorporate Islamic finance principles and support financial 

inclusion. The centralized credit registry, managed by the Bank of Algeria, plays a key role in 

monitoring borrower information and ensuring responsible lending practices (Table IX.1). 

Table IX.1 The legal framework governing credit in Algeria. 

Legal Area Key Law / Institution Notes 
Monetary & Credit 

Law 
Ordinance 03-11 (2003) Foundational law for credit 

and banking 
Consumer Credit Law 09-03 (2009) Regulates personal credit 

contracts 
Banking Supervision Bank of Algeria Issues prudential rules and 

supervises 
Civil & Commercial 

Credit 
Civil Code / Commercial Code Covers contractual rules, 

enforcement 
Islamic Credit Law 20-06 (2020) Enables Sharia-compliant 

credit 
Collateral & 
Enforcement 

Civil procedures, 
pledge/mortgage laws 

Allows security for loans 

Credit Information 
Sharing 

Central Credit Register (Bank of 
Algeria) 

Monitors borrower credit 
history 

IX.4. Types of Credit Facilities Available 

Types of Credit Facilities Available Credit is a tool widely used in business. Companies 

and merchants regularly use it and get involved in various forms of transactions through credit. 

It is necessary for the survival of an economic activity and for the company and the prosperity 

of the economy in general. Credit originated as a means of survival or to meet urgent needs 

and basic human desires. It still exists in its primitive form through individuals' transactions 

which include an element of credit among friends and relatives. With the numerous needs that 

individual encounters and the large dissimilarities in income, credit and borrowing from other 

persons became necessary especially with the large difference between the daily earnings and 

large expenditures. Individual life span necessities, as well as many and varying needs, make 

it impossible for the individual to own funds corresponding to these needs and thus it became 

important to resort to borrow money to fill this gap. There are majorly two types of credit 

facilities; short term and long term, where the former is used for working capital requirements 

of the organization, including paying off creditors and bills, while the latter is used to meet the 
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capital expenditure requirements of the enterprise, generally financed through banks, private 

placements, and banks. Broadly, there are two types of credit facilities: Broadly, there are two 

types of credit facilities: 

- Short term loans: Mainly for working capital needs 

 - Long-term loans: Required for capital expenditure (consisting mainly of building 

manufacturing facilities, purchase of machinery and equipment, and expansion projects) or 

acquisition (which could be bolt-on, smaller in size or could be transformative, comparable 

size). These credit facilities are raised from private placement or capital markets and are 

typically unsecured. To compensate for the enhanced credit risk that the lenders are willing to 

take, they are costlier for the company. Hence, they are considered by the corporation only 

when the banks are not comfortable with further lending. This type of debt is typically 

subordinated to bank loans and is larger in the tenor (8-10 years). Credit facilities refer to 

various types of loan products or lines of credit provided by financial institutions to individuals, 

businesses, and governments to meet their financing needs. These facilities are generally 

categorized into short-term and long-term credit options. Common types include term loans, 

which are disbursed in a lump sum and repaid over a fixed period with interest; overdrafts, 

which allow account holders to withdraw more than their available balance up to a set limit; 

and lines of credit, which give borrowers flexible access to funds as needed (Figure IX.1). 

 
Figure IX.1 Types of credit facilities available. 

 For businesses, trade finance facilities such as letters of credit, bills discounting, and invoice 

financing are essential for supporting domestic and international trade. Leasing and factoring 

are also widely used for asset acquisition and working capital financing. In the consumer credit 

category, facilities include personal loans, credit cards, automobile financing, and mortgage 

loans. In Algeria, credit facilities are offered by commercial banks, public financial institutions, 
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and government-backed programs like ANGEM, CNAC, and the restructured ANSEJ, often 

with preferential terms to support entrepreneurship and social development. The availability 

and type of credit depend on factors such as the borrower’s creditworthiness, the nature of the 

project, and regulatory policies in place. 

A line of credit (LOC) is a financial arrangement that provides individuals or businesses 

with the flexibility to borrow money up to a predetermined limit. It can be done through writing 

checks or employing a bank card for purchases or cash withdrawals. Operating much like a 

credit card, a line of credit permits borrowers to withdraw funds as required and repay the 

borrowed amount gradually. These financial tools are commonly offered by banks and credit 

unions, and they may also be known as bank lines or personal lines of credit. The versatility of 

a line of credit makes it a convenient option for managing varying financial needs over time 

(Figure IX.2). 

 

Figure IX.2 Type of line of credit. 

IX.5. Role of the Central Bank in Credit Regulation 

The major objective of the central bank in regulating credit is to guard the value of currency 

in the interest of the State and preserve the strength and integrity of banking for the interest of 

both banks and the public. Credit occupies a very significant place because its correct use is a 

condition of general prosperity and its undue expansion the cause of great havoc and misery. 

Credit is the lifeblood of commerce. It assists in the creation of wealth and the measures the 

money of the country home to the scenes of industry and production. Credit creates business. 

Central banks play a crucial role in the economy, as they are responsible for regulating the 

supply of money, managing interest rates, and maintaining financial stability. Their decisions 

can have a significant impact on the economy, affecting everything from inflation and 
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employment to exchange rates and asset prices. The role of central banks in the economy has 

been the subject of much debate over the years, with some arguing that they should have more 

power to control the economy, while others believe that they should be more limited in their 

scope (Figure IX.3) . Here are some key points to consider regarding the role of central banks 

in the economy: 

-  Monetary Policy: Central banks are responsible for setting and implementing monetary 

policy, which involves managing the supply of money and credit in the economy.  

  - Inflation Targeting: One of the key goals of central banks is to maintain price stability, 

typically by targeting a specific inflation rate.  

- Financial Stability: Central banks also play a critical role in maintaining financial 

stability, particularly during times of economic stress.  

- Exchange Rate Management: Some central banks also play a role in managing exchange 

rates, particularly in countries with floating exchange rates.  

- Regulation and Supervision: In addition to their monetary policy responsibilities, many 

central banks also oversee the regulation and supervision of banks and other financial 

institutions. Overall, the role of central banks in the economy is complex and multifaceted, 

with a range of tools and responsibilities. While there is ongoing debate about the appropriate 

level of central bank intervention in the economy, most economists agree that they play a 

critical role in promoting financial stability and maintaining a healthy economy. 

 
Figure IX.3 Role of the central bank in credit regulation. 

IX.6. Credit Risk Assessment Mechanisms 

Credit risk is produced by a change in the financial means of an individual or company 

accounting for a delayed or non-payment amount. The analysis of the credit risk therefore looks 

at the elements favouring or complicating a transaction between an individual or company and 

a bank. Credit risk is one of the main risks of the banking system and is defined as the 
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possibility that a client will not be able to meet the repayment dates set in the corresponding 

contracts; it means the risk that the bank will not be reimbursed, either in full or partly. The 

main function of the Central Bank of Algeria is the control and formulation of monetary and 

credit policy. All credit and deposit operations carried out within the banking system of the 

country are subject to the supervision of the Bank of Algeria which fixes the rates on credits 

and deposits, arranges the maturity of the credits and the deposits, and establishes limits on the 

credit granted by commercial banks to their customers.  

Credit risk assessment mechanisms are tools and processes used by financial institutions 

to evaluate the likelihood that a borrower may default on their financial obligations. These 

mechanisms typically include both quantitative and qualitative methods. Quantitative 

assessments rely on financial ratios, credit scores, historical payment behavior, and debt-to-

income ratios. Qualitative methods consider factors such as the borrower’s reputation, business 

model, industry risk, and management quality. In many countries, including Algeria, banks 

also utilize data from credit registries or bureaus to assess an applicant’s credit history. 

Additionally, internal credit scoring models, stress testing, and risk rating systems are 

commonly used to categorize borrowers into risk levels.  

Effective credit risk assessment enables lenders to make informed lending decisions, 

price loans appropriately, and comply with regulatory capital requirements. The credit risk 

management process involves developing credit policies, credit application and assessment, 

evaluating credit risk, credit decision and approval, credit monitoring, credit risk monitoring 

and management, and collections and follow-up. These key steps help evaluate and manage 

risks of missed or late payments by customers and prevent losses (Figure IX.4). 

 
Figure IX.4 The process of credit risk management diagram. 
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IX.7. ANSEJ System 

The National Agency for Youth Employment Support, abbreviated to ANSEJ, established 

in 1996, is a special-purpose organization with legal personality and financial autonomy, 

reporting to the Minister of Employment. ANSEJ was created to support project leaders in the 

creation and expansion of micro-enterprises producing goods and services. It is based on an 

economic approach, focusing on wealth creation and job creation. The agency has a network 

of 51 branches located throughout the country's provinces, as well as branches located in certain 

localities.  

The ANSEJ system (National Agency for the Support of Youth Employment) was an 

Algerian government initiative created to encourage entrepreneurship among young people, 

especially recent graduates and unemployed youth. Through this program, young entrepreneurs 

aged between 19 and 40 could access interest-free or low-interest loans, equipment financing, 

and tax exemptions to help launch small and medium-sized enterprises (SMEs). ANSEJ also 

offered training, mentoring, and project monitoring to support the long-term success of these 

businesses.  

The funding was often provided in collaboration with public banks, while the government 

offered guarantees to reduce the risk for lenders. Although the program was instrumental in job 

creation, it also faced criticism for bureaucratic inefficiencies and low repayment rates. In 

recent years, ANSEJ has been restructured and merged into the ANGEM and CNAC 

frameworks, as part of Algeria’s broader reforms to modernize support for entrepreneurship 

and employment. 

The National Agency for the Support of Youth Employment (ANSEJ) is a key 

organization in Algeria, focused on promoting employment and supporting young 

entrepreneurs. Its primary missions include: 

- Promoting Youth Employment: ANSEJ works to reduce youth unemployment by 

facilitating access to job opportunities, offering guidance, and creating employment programs 

targeted at young people, particularly in rural areas. 

- Supporting Young Entrepreneurs: The agency helps young people start their own 

businesses by offering financial assistance, advice, and training. It provides loans with 

favorable conditions for entrepreneurial projects, especially for those in high-potential sectors. 

- Training and Development: ANSEJ organizes training programs to improve the skills 

of young job seekers and entrepreneurs, helping them become more competitive in the labor 

market. This includes technical training, soft skills development, and managerial capacity 

building. 
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- Facilitating Job Creation: The agency promotes projects that generate sustainable jobs, 

particularly in fields such as agriculture, industry, and services. ANSEJ supports initiatives that 

can boost local economic development. 

- Providing Financial Support: ANSEJ offers financial aid in the form of loans or grants 

to youth who want to launch their own businesses. These funds help reduce barriers to entry 

for young entrepreneurs and make it easier to develop small and medium-sized enterprises 

(SMEs). 

- Encouraging Innovation: By focusing on innovation and new technologies, ANSEJ 

fosters a culture of entrepreneurship among the youth, encouraging the creation of businesses 

that can drive economic diversification. 

- Facilitating Access to Markets: ANSEJ helps young entrepreneurs navigate regulatory 

frameworks and gain access to both national and international markets for their products and 

services.  

In essence, ANSEJ's mission is to empower young Algerians, offering them the tools, 

resources, and support they need to build a successful career or business. The young developer 

benefits from tax advantages and financial assistance at the time of implementation, and from 

tax exemptions during the operation of their project. These advantages are granted both during 

the creation phase and during the expansion of production capacity. The tax advantages granted 

to micro-enterprises during the expansion phase only apply to new contributions.  

IX.8. ANGEM System 

The ANGEM system (Agence Nationale de Gestion du Micro-crédit), or National Agency 

for the Management of Microcredit, is an Algerian public institution established to support 

micro-entrepreneurship and income-generating activities, particularly for low-income 

individuals and those in vulnerable social groups, including women, the unemployed, and 

people in rural areas. ANGEM provides small loans, often without interest or with very low 

interest, to help beneficiaries start or expand micro-projects in sectors such as agriculture, 

handicrafts, services, and small trade. In addition to financing, ANGEM offers training, 

support, and monitoring services to ensure the viability of funded projects. Unlike ANSEJ and 

CNAC, which target younger or formally unemployed individuals, ANGEM focuses on 

promoting financial inclusion and poverty reduction. It plays a key role in the government’s 

broader strategy to support the informal economy and social entrepreneurship, especially in 

underserved regions. The National Agency for the Support of Youth Employment (ANSEJ) is 
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a key organization in Algeria, focused on promoting employment and supporting young 

entrepreneurs. Its primary missions include: 

- Promoting Youth Employment: ANSEJ works to reduce youth unemployment by 

facilitating access to job opportunities, offering guidance, and creating employment programs 

targeted at young people, particularly in rural areas. 

- Supporting Young Entrepreneurs: The agency helps young people start their own 

businesses by offering financial assistance, advice, and training. It provides loans with 

favorable conditions for entrepreneurial projects, especially for those in high-potential sectors. 

- Training and Development: ANSEJ organizes training programs to improve the skills 

of young job seekers and entrepreneurs, helping them become more competitive in the labor 

market. This includes technical training, soft skills development, and managerial capacity 

building. 

- Facilitating Job Creation: The agency promotes projects that generate sustainable jobs, 

particularly in fields such as agriculture, industry, and services. ANSEJ supports initiatives that 

can boost local economic development. 

- Providing Financial Support: ANSEJ offers financial aid in the form of loans or grants 

to youth who want to launch their own businesses. These funds help reduce barriers to entry 

for young entrepreneurs and make it easier to develop small and medium-sized enterprises 

(SMEs). 

- Encouraging Innovation: By focusing on innovation and new technologies, ANSEJ 

fosters a culture of entrepreneurship among the youth, encouraging the creation of businesses 

that can drive economic diversification. 

- Facilitating Access to Markets: ANSEJ helps young entrepreneurs navigate regulatory 

frameworks and gain access to both national and international markets for their products and 

services. 

In essence, ANSEJ's mission is to empower young Algerians, offering them the tools, 

resources, and support they need to build a successful career or business. This agency was 

established to support entrepreneurship and financial inclusion by providing microloans to 

individuals and small businesses, especially those who have limited access to traditional 

banking systems. The primary goal of ANGEM is to promote economic empowerment and 

reduce poverty by facilitating access to financing for projects in various sectors, such as small-

scale agriculture, handicrafts, trade, and services. It focuses on individuals, particularly those 

from disadvantaged backgrounds, to help them establish or expand their own small businesses.  

 



Chapter IX    

Dr. Amel Gacem        123 

X.9. CNAC System 

The CNAC (Caisse Nationale d’Assurance Chômage), or National Unemployment 

Insurance Fund, is a public agency in Algeria initially created to provide financial support to 

unemployed workers, particularly those who lost their jobs involuntarily. Over time, its role 

expanded to include support for entrepreneurship, especially for unemployed individuals aged 

30 to 55 who wish to start their own businesses. CNAC provides financial assistance, including 

loans with subsidized interest rates, partial project financing, and tax benefits. It also offers 

training, project evaluation, and follow-up services to help ensure the sustainability of 

supported ventures. Similar to ANSEJ, CNAC works in coordination with public banks and 

guarantees part of the risk. This initiative has become an important part of Algeria’s strategy 

to reduce unemployment and promote self-employment among experienced job seekers. In 

recent years, CNAC has been involved in national reforms aiming to streamline and unify 

support mechanisms for entrepreneurship under more efficient institutional frameworks.  

The National Unemployment Insurance Fund (CNAC) in Algeria is another crucial 

institution that plays a key role in supporting unemployed individuals, particularly those 

looking to start their own businesses or reintegrate into the workforce. CNAC's mission focuses 

primarily on facilitating unemployment insurance, supporting entrepreneurship, and offering 

financial support to job seekers. Here are the key missions of CNAC: 

- Providing Financial Support to Unemployed Individuals: CNAC offers financial 

assistance to individuals who have lost their jobs or are at risk of unemployment. This can be 

in the form of direct financial aid or unemployment benefits to help sustain individuals during 

periods of unemployment. 

- Encouraging and Supporting Self-Employment: One of CNAC’s main objectives is to 

encourage unemployed individuals to create their own businesses. The agency provides 

financial support, including grants and loans, to help unemployed people start businesses, 

thereby promoting self-employment as a solution to unemployment. 

- Offering Subsidies for Business Creation: CNAC provides subsidies to individuals, 

especially the unemployed, to facilitate the creation of small and medium-sized businesses. 

This financial assistance helps reduce the initial cost barrier and allows individuals to set up 

their businesses more easily. 

- Promoting Job Creation: By supporting the creation of new businesses, CNAC helps 

generate job opportunities, not only for entrepreneurs but also for others in the community. 

This contributes to the overall effort to reduce unemployment and stimulate the economy. 



Chapter IX    

Dr. Amel Gacem        124 

- Providing Training and Guidance: CNAC offers training programs for unemployed 

individuals, teaching them entrepreneurial skills, business management, and technical skills 

necessary to succeed in their businesses. These training programs increase the chances of 

success for new entrepreneurs. 

- Facilitating Integration into the Labor Market: CNAC’s mission extends to helping the 

unemployed reintegrate into the workforce through job placement programs, professional 

training, and guidance. It works to match unemployed individuals with available job 

opportunities in various sectors. 

- Supporting Youth and Vulnerable Populations: CNAC places a special focus on 

vulnerable groups, including young people, women, and those in disadvantaged areas. The 

agency aims to reduce the barriers that prevent these groups from accessing employment or 

starting their own businesses. 

- Providing Assistance to Specific Demographics: CNAC supports specific target groups, 

such as young graduates and disabled individuals, by offering tailored programs and assistance, 

ensuring that these groups have the opportunity to contribute to the economy. 

- Developing and Monitoring the Unemployment Insurance System: The agency is 

responsible for managing and overseeing the unemployment insurance system, ensuring it 

functions effectively. This includes assessing the needs of the unemployed, processing 

applications, and ensuring that benefits are distributed fairly. 

- Supporting Economic Development and Stability: Through its focus on 

entrepreneurship and employment, CNAC contributes to economic development by supporting 

the creation of new businesses and jobs, thus helping to reduce dependency on state subsidies 

and fostering economic stability. 

In summary, CNAC’s primary mission is to reduce unemployment in Algeria by offering 

both financial support and resources for unemployed individuals who want to start their own 

businesses. It also facilitates re-employment and social integration, helping people, especially 

youth and vulnerable groups, gain access to job opportunities or become self-employed. 

Through its programs, CNAC seeks to contribute to economic development and poverty 

reduction in Algeria.  

IV.10. Comparison Between ANGEM, ANSEJ and CNAC 

The systems of ANGEM, ANSEJ, and CNAC have constituted the three main pillars of 

Algeria’s national strategy to promote entrepreneurship, reduce unemployment, and foster 

inclusive economic growth. Each institution has addressed a distinct demographic and socio-
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economic need: ANGEM targets vulnerable populations through microcredit schemes aimed 

at poverty alleviation and social inclusion; ANSEJ was designed to empower young people 

particularly university graduates and job seekers by facilitating access to startup funding and 

fiscal incentives; while CNAC focuses on older unemployed individuals, offering them a 

second chance to reintegrate into the workforce through business creation.  

Over the past two decades, these programs have financed thousands of projects across 

sectors such as agriculture, crafts, trade, industry, and services. They have contributed not only 

to job creation but also to regional development, especially in underserved and rural areas. 

Their role in encouraging a culture of self-employment and reducing reliance on the public 

sector for job creation has been significant. Furthermore, by offering interest-free or low-

interest loans, tax exemptions, training, and technical support, these programs helped 

democratize access to entrepreneurship, even for those without strong financial backgrounds 

or formal business experience (Figure IX.5). 

 

Figure IX.5 Business creation in Algeria through systems (ANSEJ, CNAC, ANGEM). 

 However, despite their positive impact, the three systems have faced structural and 

operational challenges. These include bureaucratic inefficiencies, limited post-financing 

support, high rates of loan defaults, and insufficient coordination between institutions. 

Additionally, a lack of market research, weak project sustainability, and informal economy 

dominance have sometimes undermined the long-term success of funded businesses. These 

issues led the Algerian government to launch a series of reforms aimed at consolidating, 

modernizing, and better aligning these support mechanisms with the evolving needs of the 

national economy and the global entrepreneurial environment.  

In summary, while ANGEM, ANSEJ, and CNAC have made substantial contributions to 

Algeria’s socio-economic development, their future effectiveness will depend on how well they 

adapt to new realities. This includes improving governance, ensuring financial sustainability, 
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promoting entrepreneurial education, and integrating beneficiaries into value chains and digital 

ecosystems. With the right reforms and continued political will, these programs can remain 

powerful tools for driving inclusive, sustainable, and locally rooted economic growth in 

Algeria. 

Comparison of the Missions of ANGEM, ANSEJ, and CNAC: 

Although ANGEM (National Agency for Microcredit Management), ANSEJ (National 

Agency for the Support of Youth Employment), and CNAC (National Unemployment 

Insurance Fund) each serve different objectives, they all contribute to tackling unemployment 

and fostering economic development in Algeria.  

ANGEM primarily focuses on providing microcredit to low-income individuals, 

especially those without access to traditional financial services. Its mission is to empower 

people, including marginalized groups like women and youth, by enabling them to start micro-

enterprises and contribute to local economic development.  

ANSEJ, on the other hand, targets youth (18-40 years old), offering financial support, 

training, and business development assistance to help them create their own businesses and 

reduce youth unemployment. The agency plays a crucial role in promoting entrepreneurship 

and job creation among young people, thus encouraging self-employment and economic 

independence.  

CNAC serves unemployed individuals, particularly those without formal employment, 

by offering financial assistance such as unemployment benefits, grants, and loans to help them 

either transition to new employment or become self-employed. While CNAC focuses on 

providing a safety net for the unemployed, it also supports business creation and the 

reintegration of unemployed individuals into the labor market. 

 Each institution has a distinct approach, with ANGEM focusing on microfinance and 

social inclusion, ANSEJ promoting youth entrepreneurship and local development, and CNAC 

addressing unemployment and self-employment. Together, they contribute to reducing 

poverty, fostering self-sufficiency, and promoting job creation across different segments of the 

population (Table IX.2). 
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Table IX.2 Comparison between ANGEM, ANSEJ and CNAC. 

Feature ANGEM ANSEJ (Now part of 
new structures) 

CNAC 

Full Name Agence Nationale 
de Gestion du 
Micro-crédit 

Agence Nationale de 
Soutien à l’Emploi des 

Jeunes 

Caisse Nationale 
d’Assurance 

Chômage 
Main Objective Support micro-

enterprises & 
reduce poverty 

Promote youth 
entrepreneurship 

Support unemployed 
adults to start 

businesses 
Target 

Population 
Low-income 
individuals, 

women, rural 
populations 

Young unemployed 
people (19–40 years old) 

Unemployed 
individuals aged 30–

55 

Type of 
Support 

Microcredit (small 
loans), training, 

follow-up 

Project financing, 
interest-free loans, tax 

breaks 

Subsidized loans, 
financial assistance, 

tax benefits 
Loan Size Small (micro-

projects, often 
under 1 million 

DZD) 

Medium (depends on the 
project, up to several 

million DZD) 

Medium (based on 
project size and co-

financing) 

Interest Rate Often zero or very 
low interest 

Zero or very low interest Subsidized or zero-
interest loans 

Repayment 
Period 

Short to medium 
term 

Medium to long term Medium to long term 

Business 
Sectors Covered 

Agriculture, crafts, 
small trade, 

services 

All sectors, including 
industry and services 

All legal economic 
sectors 

Non-Financial 
Support 

Training, 
mentoring, social 

integration support 

Business plan assistance, 
mentoring, monitoring 

Business evaluation, 
training, follow-up 

Collateral 
Requirements 

Often minimal or 
none 

Sometimes required 
(depending on loan size) 

May require 
guarantees or co-

signers 
Social Objective Poverty reduction, 

financial inclusion 
Youth employment, 

innovation 
Re-integration of 

unemployed adults 
into the economy 

Current Status Active (as of 2025) Reorganized under new 
programs (post-2020 

reforms) 

Active (as of 2025) 

 

IX.11. Impact of National Credit on Economic Growth 

National credit plays a pivotal role in driving economic growth, particularly in developing 

economies like Algeria, by serving as a key instrument for financing investment, stimulating 

production, and enhancing consumption capacity. Access to credit enables businesses 

especially small and medium-sized enterprises (SMEs) to invest in capital, expand operations, 

improve productivity, and create employment opportunities. On the consumer side, credit 
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supports demand for goods and services, thereby boosting domestic consumption and 

stimulating overall economic activity. Moreover, when channeled effectively, credit 

contributes to financial inclusion, allowing broader segments of the population to participate 

in and benefit from economic growth (Figure IX.6).  

 

Figure IX.6 The impact of credit creation on economic growth. 

In the Algerian context, national credit programs such as ANGEM, ANSEJ, and CNAC 

have played a significant role in promoting entrepreneurship, reducing unemployment, and 

fostering regional development, particularly in marginalized areas. However, the impact of 

credit on growth also depends on efficient allocation, risk management, and institutional 

transparency. Poor credit governance, high default rates, and lack of post-financing support can 

reduce its effectiveness and lead to macroeconomic imbalances.  

Therefore, to maximize its growth potential, national credit policy must be accompanied 

by strong financial institutions, robust regulatory frameworks, and strategic alignment with 

broader development goals. Credit creation is a crucial aspect of economic growth. It refers to 

the process of banks and other financial institutions creating credit through lending. Credit 

creation can have a significant impact on the economy, including the growth of businesses, 

increased investment, and job creation. 

IX.12. Conclusion 

In conclusion, national credit is an indispensable financial tool that energizes the Algerian 

economy. In its current configuration, national credit functions as a credit device under the 

aegis of the Bank of Algeria. The system is continuously refined to bolster competition among 

financial institutions and enhance credit access for small and medium enterprises (SMEs), all 

while safeguarding the stability of the local financial system. The delicate nature of credit 
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necessitates prudent borrowing. Masters of finance endorse credit when it constitutes a 

judicious and efficient application, particularly when the borrowed capital is self-liquidating 

and earmarked for productive endeavors. When these criteria are unmet, credit heads down a 

precarious path, morphing into improvidence and profligacy that undermine financial 

reliability. Indeed, evidentiary rationales confirm that currency credit fulfils its intended 

economic function solely within these parameters, warning decision-makers of the inherent 

risks entailed in credit allocation. 
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