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Dear learner,

| extend my heartfelt greetings and profound enthusiasm as | warmly wel-
come you to Sreenarayanaguru Open University. Established in September
2020 as a state-led endeavour to promote higher education through open
and distance learning modes, our institution was shaped by the guiding
principle that access and quality are the cornerstones of equity. We have
firmly resolved to uphold the highest standards of education, setting the
benchmark and charting the course.

The courses offered by the Sreenarayanaguru Open University aim to
strike a quality balance, ensuring students are equipped for both personal
growth and professional excellence. The University embraces the wide-
ly acclaimed “blended format,” a practical framework that harmonious-
ly integrates Self-Learning Materials, Classroom Counseling, and Virtual
modes, fostering a dynamic and enriching experience for both learners
and instructors.

The University aims to offer you an engaging and thought-provoking ed-
ucational journey. The BA Nano Entrepreneurship program is structured
to address the growing demand for innovative entrepreneurs, particularly
focused on nano businesses. The program’s curriculum is crafted with a
balanced blend of theoretical insights and practical exposure, ensuring
that learners are equipped to navigate the challenges and opportunities
of this dynamic sector. Special attention has been given to the inclusion of
real-world examples and case studies, enhancing learners’ understanding
of nano entrepreneurship’s unique landscape. Moreover, the curriculum
fosters a holistic approach to entrepreneurship that nurtures creativity, in-
novation, and strategic thinking. Through practical application and indus-
try-driven examples, learner’s will develop the skills necessary to succeed
in this cutting-edge field. The Self-Learning Material has been meticulously
crafted, incorporating relevant examples to facilitate better comprehen-
sion.

Rest assured, the university’s student support services will be at your dis-
posal throughout your academic journey, readily available to address any
concerns or grievances you may encounter. We encourage you to reach
out to us freely regarding any matter about your academic programme. It
is our sincere wish that you achieve the utmost success.

@i

Regards,
Dr. Jagathy Raj V. P. 01-09-2024
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Unit Introduction to Management

Learning Outcomes |

By the end of this unit, learners will be able to:

O prepare students with practical skills needed to initiate, manage and grow
small businesses.

O develop skills in business planning for small businesses.

0 gain insight into management functions, such as planning, organising,
staffing, directing, controlling and functions in nano business units.

Prerequisite

Let’s understand the concept of a nano enterprise through the inspiring story of
Kochouseph Chittilappally, a renowned entrepreneur from Kerala. His business
journey started at a nano scale, perfectly illustrating the essence of such enterprises.
Kochouseph’s venture began with a simple idea of assembling and selling V-Guard
stabilizers. With no employees, no factory, and only basic tools, he ran the entire
business on his own. Every day, he would tie the stabilizers to the back seat of
his bicycle and ride through different places, selling the product door-to-door. His
business was extremely small, relying on his personal effort, limited resources, and
direct customer engagement.

At this stage, Kochouseph’s operation was a classic nano enterprise. He had
no formal setup or workforce, and his business was deeply embedded in the local
economy. Despite these limitations, his persistence paid off. As he cycled from house
to house, introducing his product and building trust with customers, his business
gradually began to grow. Eventually, the success of his stabilizer sales allowed
- Kochouseph to expand his operations. He moved from a nano enterprise to a micro
business, hiring employees and investing in better machinery. Over the years, his
business evolved further, becoming a medium and eventually a large enterprise, with
V-Guard Industries becoming a well-known brand across India.

In this unit, we will explore how nano enterprises like Kochouseph’s early busi-
ness operate on a nano scale, and how management functions like planning, organis-
ing, and controlling contribute to their growth. Through his example, we see how a
business can start with the simplest of resources and, with hard work and dedication,
grow into something much larger.
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Keywords
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Discussion

1.1.1 Nano Enterprise

Starting a nano business is a great way for individuals to turn their passions into
income-generating ventures. Let’s take the example of Arpita, who loves fashion
and has a talent for designing and creating custom outfits. Arpita decided to take her
hobby and transform it into a nano-scale business, making her a nano entrepreneur.
Arpita’s tailoring business started very small, with just her sewing machine and
creative skills. She didn’t have an employee or a store to operate from. Instead,
she began by offering her services to friends and family to build a reputation and
gather feedback. With limited resources, she relied on word-of-mouth and personal
connections to slowly grow her customer base.

Here is how Arpita, as a nano entrepreneur, took key steps to build her nano
business:

¢ Planning: Arpita carefully planned her business by identifying her target
customers, setting fair prices, and figuring out how to promote her services
effectively.

¢ Building a Brand: She created a simple but memorable brand, including a

distinctive logo, and built a user-friendly website to display her work. She

_ also used social media platforms to showcase her designs and attract more!
customers.

¢ Providing Personalized Service: To stand out, Arpita offered custom fittings
and excellent customer service, which helped her develop a loyal client base
through positive referrals.

Atthis stage, Arpita’s business is a nano business because she manages everything
on her own, with minimal investment in equipment and no employees. As her
reputation grew, she began to receive more orders, which allowed her to invest in
better tools and expand her services.

This example illustrates that a nano business often starts very small, with limited
resources, but with passion, careful planning, and great customer service, it can
grow steadily. Arpita’s journey shows how nano businesses offer opportunities for
individuals to pursue their dreams while contributing to their local economy.

A nano enterprise is a very small business where the capital investment does
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not exceed a certain capital limit, which is yet to be determined by the government.
These enterprises are typically characterised by their modest size, employing fewer
workers and often being managed by the owner. Over 90% of nano enterprises operate
informally, without formal organisational structures or registration.

Nano enterprises span a diverse range of industries and business types, from traditional
craft-based operations to modern service-oriented businesses. Some common examples
of nano enterprises include:

¢ Retail businesses: Grocery stores, food and beverage outlets, vegetable
vendors, garment and footwear shops, bookstores, pet stores, and commercial
textile retail shops.

O Service providers: Beauty parlours, laundry services, fitness centres, graphic
design studios, and electrical component retail shops.

¢ Manufacturing and craftsmanship: Tailoring, flour mills, handicraft
production, broom making, brick making, and cotton wick making.

¢ Agricultural and allied activities: Horticulture, dairy farming, and animal
husbandry.

Since nano enterprises typically operate at different growth stages and rely on limited
resources, they are an essential part of the local economy, especially in rural and semi-
urban areas. Despite their very small size, these businesses contribute significantly to
job creation, self-employment, and the economic sustainability of their communities.
These enterprises, often run by passionate individuals or families, provide personalised
attention and specialised expertise that larger companies may not.

A nano entrepreneur is an individual who runs a very small business, typically
with minimal investment and resources. Nano entrepreneurs often start their ventures
by themselves or with the help of a few people, and their businesses generally operate
at an informal or local level. They usually manage all aspects of the business, from
production to sales and customer service, without large-scale infrastructure or a formal
workforce. Nano entrepreneurs typically operate tiny retail or Kirana shops or work as
street vendors. They often lack a college education and miss out on formal employment
opportunities.

Key characteristics of a nano entrepreneur include:

i. Very Small Investment: The entrepreneur operates with limited capital,
typically investing only in basic equipment or materials needed for the business.

ii. Few or No Employees: Nano entrepreneurs may have very few employees,
often none at all in the early stages, and typically handles most of the business
operations on their own.

iii. Localized Operations: Nano businesses usually serve local markets or specific
communities, offering goods or services that cater to nearby customers.

iv. Hands-on Management: A nano entrepreneur is directly involved in the day-
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to-day operations, including production, sales, marketing, and customer engage-
ment.

1.1.1.1 Importance of Nano Entrepreneurship

i.  The primary advantage of Nano Entrepreneurship lies in its ability to create
employment with minimal capital investment.

ii. New entrepreneurs entering the Nano business bring forth innovations, ideas
and skills.

iii. Nano businesses are a fertile ground for entrepreneurship, providing individuals
the chance to follow their passions, embrace risks, and build something unique
on their own.

iv. Nano businesses have a strong commitment to sustainable practices and ethical
business operations.

v. Many groundbreaking ideas and advancements originate from nano enterprises
that challenge established norms and practices.

vi. Due to their relative smaller size, nano businesses benefit from greater
operational flexibility.

vili. They have positive implications for improving the standard of living of the
citizens

viil. It facilitates the creation of specialised and diverse products and services that
might not be attractive business opportunities for larger firms.

Each of the nano business models allows for a high degree of flexibility and
adaptability, making it easier to adjust goals and plans based on performance data and
changing market conditions. They offer opportunities for entrepreneurs to focus on
niche markets, leverage specialised skills, and operate with relatively low overhead
costs.

1.1.1.2 Challenges Faced by Nano Entrepreneurs
Nano entrepreneurs are often contronted several challenges:

i.  Limited Resources for Scaling: They usually lack access to resources that could
help them scale their operations, such as capital, technology, or professional
networks.

ii. Absence of Formal Skills and Training: Many nano entrepreneurs do not have
specific skills or formal training, which limits their ability to optimise their busi-
ness practices or adapt to market changes.

iii. Restricted Market Access: They often have little to no access to broader mar-
kets, hindering their ability to grow their businesses beyond local or informal
networks.
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iv. Limited Financial Literacy: Many nano entrepreneurs lack financial literacy,
making it difficult for them to manage budgets, understand financial statements,
or make informed investment decisions.

v. Difficulty in Accessing Credit: Even if they manage to secure loans, nano
entrepreneurs may face high interest rates and unfavourable terms due to their
limited financial history and lack of creditworthiness.

vi. Lack of Collateral and Insurance: They typically have no assets to offer as
collateral for loans and minimal insurance coverage, making it difficult to secure
financial support and protect their businesses.

vii. Health and Personal Crises: Personal health issues or family emergencies can
severely disrupt their business operations, especially if they are the sole opera-
tors or have limited support systems.

viii. Limited Technological Adoption: Many nano entrepreneurs are slow to adopt
new technologies due to huge costs or lack of familiarity, which can hinder effi-
ciency and competitiveness.

ix. Social and Cultural Barriers: Social and cultural norms may limit their ability
to access certain markets or resources, particularly for women or marginalised
groups.

x. Difficulty in Securing Partnerships: Building and maintaining partnerships
with other businesses, organisations, or stakeholders can be challenging due to
their small scale and limited resources.

1.1.2 Introduction to Management

As you all know, in a football team, each player has a specific role, such as defender,
midfielder, striker, and so on. For the team to win, the players need to work together,
follow a strategy, and make adjustments based on what is happening on the field. But
who decides the strategy, ensures coordination, and makes changes when necessary?
That’s the role of the coach. The coach doesn’t just watch from the sidelines; instead he
is actively involved in planning, organising, leading and controlling the team’s efforts to
achieve success. This process of planning, organising, coordinating, directing, guiding
and controlling all activities in order to achieve a common goal is called management.

In simple words, management is the process of getting things done efficiently
and effectively. It involves planning, organising, staffing, directing and controlling
resources—whether it’s people, money, or time to achieve a specific goal.

From an organisational perspective, regardless of its size and nature, be it a business,
a hospital, or a school, there are various tasks to be performed to achieve their desired
objectives. Management ensures these tasks are done in the right way, at the right time,
and with the right resources. Just like the coach in a football team, managers or owners
plan, organise, direct and control the available resources, including employees, to
achieve organisational goals.
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Definition of Management
One widely accepted definition is by Harold Koontz, who defines management as:

“Management is the process of designing and maintaining an environment in which
individuals, working together in groups, efficiently accomplish selected aims.” This
means that management is not just about giving orders; it’s about creating the right
environment, organising resources, and leading people in a way that helps everyone
achieve the organisation’s goals effectively.

Management is the most crucial and inevitable function of any organisation,
irrespective of its size, nature, or the activities it performs. Management is fundamentally
the driving force of an organisation for its best performance, and it always focusses on
the fruitful accomplishment of the objectives.

Need and Importance of Management in Nano Enterprises

Nano enterprises are tiny businesses, often with limited resources and personnel,
yet they play a crucial role in the economy. Effective management in such enterprises
ensures that these limited resources are utilised optimally to achieve success. Let’s look
at the specific need for and importance of management in nano enterprises:

1. Planning Activities to Achieve Objectives: In nano enterprises, the goals
may be simple, but without proper planning, even small tasks can become
overwhelming. Management helps in planning activities efficiently to ensure
the objectives of the enterprise are met. For example., suppose the objective is
to expand customer reach. In that case, management (here, the management can
be the owner) will plan marketing efforts, allocate resources, and set timelines
for achieving this goal.

2. Organising the Performance of Work: Management is essential in organising
tasks and ensuring that every employee knows their role. Even in small teams,
coordination is key to ensuring the workflow is smooth, and no task is overlooked.
This organization increases efficiency and prevents duplication of efforts.

3. Efficient Use of Resources: Nano enterprises often operate on tight budgets.
Management ensures the economical use of resources, be it materials, money,
or time. Through proper budgeting, cost control, and resource allocation,
management can prevent waste and make the best use of what is available,
ensuring that every dollar is wisely spent.

4. Mobilization of Personnel: Even in nano enterprises, human resources are
critical, though in few numbers. Management ensures that the right people are in
the right roles and are motivated to perform at their best. It involves employing
skilled workers, providing training (if needed), and ensuring their efforts are
aligned with the enterprise’s goals.
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5. Ensuring Smooth Production and Regular Supply of Goods: For nano
enterprises engaged in manufacturing or service delivery, smooth production and
regular supply of goods are vital. Management plays a key role in maintaining
production schedules, ensuring quality control, and avoiding delays. This
ensures that customers receive their products or services on time, building trust
and loyalty.

6. Periodic Evaluation and Assessment of Performance: Management is
responsible for continuously evaluating how well the enterprise is performing.
Periodic assessment allows the enterprise to identify areas that need improvement
and to take corrective action. This ensures that the enterprise stays on track to
meet its goals and can adjust to any challenges that arise.

7. Creating Policies to Promote a Peaceful Working Atmosphere: Nano
enterprises rely on teamwork and collaboration. Management is important
in establishing fair policies and promoting a peaceful atmosphere within the
workplace. A healthy work environment boosts morale, improves productivity,
and reduces turnover.

8. Visualizing Future Business Expansion: Management must not only focus on
current operations but also look towards the future. In nano enterprises, where
growth opportunities can arise quickly, management helps in visualising and
planning for expansion, exploring new markets, or introducing new products.

9. Assisting in Economic Development: Nano enterprises collectively contribute
to the economic development of their region by generating employment,
producing goods, and serving local markets though in small numbers. Effective
management ensures that the enterprise remains viable, grows over time, and
contributes positively to the local economy.

10. Appraising and Improving Business Functions: Continuous improvement
is key for nano enterprises to stay competitive. Management is needed to
constantly appraise the functions of the business, identify inefficiencies, and
implement improvements, ensuring that the enterprise evolves with changing
market conditions and customer needs.

In conclusion, the process of management is crucial for the survival and growth of
nano enterprises. It ensures that resources are used wisely, employees are motivated,
production is smooth, and future opportunities are seized, ultimately leading to the
enterprise’s success in a competitive environment.

Functions of Management

The responsibilities of management fundamentally encompass five core functions:
planning, organising, staffing, directing, and controlling. These essential functions
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constitute the framework upon which the roles and duties of management are
established. The functions of management were first introduced by Henri Fayol, a
French mining engineer and management theorist. In his 1916 book “General and
Industrial Management”, Fayol outlined five primary functions of management such
as Planning, Organising, Staffing, Directing and Controlling.

Let us try to understand the Management functions with an example. Emma recently
launched “Emma’s Craft Bakery,” a charming bakery in her town. As the sole owner,
she takes on various roles, which can be categorised into the five core functions of
management.

1. Planning

At the outset, Emma spent several weeks developing a business plan. She decided
to focus on high-quality bread and pastries, catering to both individual customers and
local cafes. She set clear goals for her first year, including reaching a specific sales
target and establishing partnerships with at least three local businesses.

Hence, Planning is basically looking ahead. It involves the selection of the best course
of action from among the available set of alternatives. Planning involves determining
the necessary resources such as finances, personnel, technology, and materials required
to accomplish the goals. Planning helps to minimise risk and uncertainty, which is vital
for ensuring the success of the business. Planning is primary function of management
and is an intellectual process to foresee the events which are supposed to happen in
future and suggesting the clear cut and effective ways for accomplishing the goal or
objectives in hand. Effective planning is essential for the long-term survival of any
business, as it identifies the most profitable ways to allocate limited human and material
resources among competing needs.

In small nano business units, the planning function is crucial for setting a clear
direction and ensuring that every aspect of the business operates efficiently despite
limited resources. Planning begins with defining clear and achievable goals tailored
to the business’s scale and market. This involves understanding the local market
conditions, identifying potential customers, and analyzing competitors. Developing a
simple yet effective business model helps outline how the business will operate and
generate revenue. Next, creating a detailed action plan is essential, specifying the
steps, timelines, and resources needed to achieve these goals. Given the small scale of
nano businesses, resource allocation must be meticulously managed, with a focus on
cost-effective solutions and practical strategies. Regular monitoring and adjustment of
plans based on performance and external factors ensure that the business remains on
track and can adapt to any changes. Effective planning in nano business units not only
provides a roadmap for daily operations but also helps in making informed decisions
and managing risks.

2. Organising

With a solid plan in place, Emma organised her bakery. She divided her tasks into
production, sales, and administration. She arranged the layout of the bakery, set up
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a workstation for baking, and created a display area for customers. She also set up a
schedule for herself and hired two part-time assistants to help with baking and customer
service.

In brief, organising is the determining, grouping and arranging of the various activities
deemed necessary for the attainment of a common objective. A sound and planned
organising creates a high degree of integration of various jobs, ultimately leading to
the completion of ultimate objectives. Here, activities of a similar nature are clubbed
together and form divisions, sections and departments. This step involves allocating work
among people who are to perform the job and fixing their individual responsibilities.

For these Nano enterprises, organising starts with defining clear roles and
responsibilities to ensure that every team member, even if it’s just the owner and a
few employees, knows their specific duties and how they can contribute to the overall
objectives. This involves creating an organisational structure that defines reporting
relationships and task allocations. Next, organising resources such as equipment,
inventory, and finances is essential. In nano businesses, this means carefully managing
a limited budget and ensuring that resources are used effectively. This includes setting
up efficient processes for daily operations and establishing workflows that streamline
activities.

3. Staffing

Emma’s next step was staffing. She interviewed several candidates and selected two
skilled bakers who shared her passion for high-quality products. She provided training
on her specific recipes and procedures, ensuring they understood her high standards and
the importance of customer service.

The management function of finding the right person for the right job at the right
time is called staffing. It is a continuous process. The strength of an organisation
depends upon the strength of its employees or manpower. Manpower planning is the
process of determining the size and composition of personnel in organisations, also
called ‘Manpower planning’. It typically begins with identifying staffing needs through
workforce planning and analysing job requirements. This is followed by recruiting
candidates through various channels such as job postings, recruitment agencies, or
networking. The selection process then includes reviewing applications, conducting
interviews, and evaluating candidates’ qualifications and fit for the role (these processes
depend up on the size of the business). After the selection, the focus shifts to training
and integrating the new employee into the business, ensuring they have the resources
and support needed to succeed in their role.

In small nano enterprises, staffing plays a pivotal role in ensuring the smooth and
efficient operation of the business despite its limited size and resources. Effective
staffing begins with clearly defining roles and responsibilities, as each employee often
takes on multiple tasks due to the nano scale of the business. Training and development
are tailored to the practical needs of the business, providing employees with the skills
needed to perform their roles effectively.
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4. Directing

On a daily basis, Emma directed her staft by assigning tasks and providing guidance.
She motivated her staff by sharing her vision for the bakery and encouraging them to
contribute ideas. Emma regularly communicated with her team, ensuring that everyone
was aligned with her goals and that any issues were promptly addressed.

Directing is the process of instructing, guiding and overseeing employee perfor-
mance to achieve predetermined objectives. Directing function of management involves
influencing, guiding, supervising, and motivating the employees through effective
communication for the achievement of organisational goals. Directing integrates the
efforts of every individual in such a way that each effort contributes to the organisational
function. Directing can mitigate resistance to changes through proper communication,
motivation and leadership thereby reducing such resistance and developing required
cooperation.

In small nano businesses, directing is crucial for keeping things running smoothly.
For Emma, who owns “Emma’s Craft Bakery,” this means clearly telling her staff what
needs to be done, like when to bake and how to serve customers. She also needs to
keep her team motivated and create a positive atmosphere at work. Regular check-ins
help ensure everyone understands their tasks and any problems are quickly addressed.
If there’s a conflict or issue, Emma handles it quickly to avoid disruptions. She also
watches how the bakery is doing and makes changes if needed, like updating the menu.
When new employees are hired, she trains them to make sure they know how to do their
job well. By managing these tasks, Emma helps her bakery stay on track and succeed.

5. Controlling

Emma implemented a system to monitor the bakery’s performance. She tracked
sales figures, customer feedback, and inventory levels. When she noticed that sales
of certain pastries were lower than expected, she adjusted the recipe and presentation
based on customer preferences. She also reviewed staff performance regularly and
made adjustments to improve efficiency.

The controlling function in management involves monitoring and regulating an orga-
nization’s activities to ensure they align with established goals and standards. Effective
control is achieved through setting up standards, measuring actual performance, and
taking corrective action in case of deviations from the pre-planned targets. The need for
control is to ensure accurate and standard performance. Control helps to improve the
performance of employees, which contributes to the timely accomplishment of organ-
isational goals.

In small nano enterprises, the controlling function is essential for ensuring that
operations align with the business goals and standards. For Emma’s Craft Bakery, this
involves monitoring various aspects of her business to ensure everything runs smoothly.
Practically, this means keeping a close eye on inventory levels to avoid shortages or
overstocking, checking sales reports to assess which products are popular and which are
not, and ensuring that quality standards are consistently met. Emma regularly reviews
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financial records to track expenses and income, helping her stay within budget and
make informed decisions. She also conducts periodic checks on employee performance
to ensure tasks are completed correctly and efficiently. If any issues arise, such as a dip
in customer satisfaction or a drop in sales, Emma uses this information to make nec-
essary adjustments, like improving customer service or changing promotional strate-
gies. By actively engaging in these controlling activities, Emma ensures that her bakery
remains on course and continues to meet its objectives.

Recap

¢ Nano Enterprise Concept: A very small business, usually with minimal
investment and resources, often managed by the owner with limited or no
employees.

¢ Importance of Nano Entrepreneurship

* Generates employment with minimal capital investment.

* Encourages innovation and risk-taking.

* Provides opportunities for economic growth, especially in local markets.
¢ Challenges Faced by Nano Entrepreneurs

* Limited resources for scaling, lack of formal training, restricted market
access, and difficulty accessing credit.

* Social and cultural barriers, limited technological adoption, and personal
crises can disrupt business operations.

¢ Introduction to Management

* Management is the process of planning, organising, staffing, directing,
and controlling resources to achieve goals efficiently and effectively.

* Essential for any organisation, including nano enterprises, to ensure
smooth operations and growth.

¢ Functions of Management

* Planning: Defining objectives and determining the best course of action
to achieve them.

* Organising: Grouping and arranging activities, allocating resources, and
defining roles and responsibilities.

» Staffing: Finding and placing the right people in the right roles.

* Directing: Guiding and overseeing employees to meet organizational
objectives.

* Controlling: Monitoring progress and making adjustments to ensure
goals are met.
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Objective Questions

Which function of management involves setting objectives and deciding on
the course of action to achieve them.

What function of management ensures that resources are allocated efficiently
and tasks are assigned appropriately?

Which function ensures that plans are implemented as intended and objec-
tives are achieved?

Which of the following is a common source of funding for small-scale busi-
nesses?

What is the final step of the control process?

Which strategy is often used by small businesses to compete with larger
firms?

Which function of management involves setting objectives and deciding
how to achieve them?

What is the first step in the staffing process?

What is the main characteristic of a nano entrepreneur’s business opera-
tions?

Who defined management as ‘the process of designing and maintaining an
environment for efficient goal accomplishment’?

Which function of management ensures tasks are assigned and resources are
allocated properly?

What is a common challenge nano entrepreneurs face in scaling their busi-
ness?

What does directing involve in management?
Which management function monitors progress and adjusts operations?

What is a nano business primarily focused on serving?
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Answers
1. Planning
2. Organising
3. Controlling
4. Personal Savings
5. Take Corrective Action
6. Offering personalized service
. 7. Planning
8. Manpower planning
9. Localized
10. Harold Koontz
11. Organising
12. Limited resources
13. Guiding employees
14. Controlling
15. Local markets
Assignments
1. Explain the importance of management functions in nano enterprises.
2.  What are the key characteristics of a nano entrepreneur? Provide examples.
— 3. Discuss the challenges faced by nano entrepreneurs and suggest potential
solutions.
4. How does management contribute to the growth and sustainability of nano
enterprises?
5. Explain the significance of planning and organising in nano businesses.
6. Identify a local nano business in your area and analyse the key management
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7. Interview a nano entrepreneur and discuss the challenges they face in managing
resources.

8. Explain how a small business enterprise can influence the economic develop-
ment of a place?

Suggested Reading

1. Prasad, L. M. (2020). Principles and practice of management.
SultanChand & Sons.

2. Gupta, M. (2011). Principles of management, PHI Learning Pvt. Ltd.
New Delhi.
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Unit Principles of Management and

2 Best Management Practices

Learning Outcomes |

This unit will enable the learner to:

¢ examine the concept of Scientific Management

¢ describe the Principles of Management with respect to Nano Enterprises
0 gain insight into the concept of Total Quality Management
0

comprehend the concept of change management

Prerequisite

Soumya had always been known for her creativity and skill with a needle. She
began designing and sewing clothes for friends and family, which quickly turned
into an idea for a tiny business. But starting a business was not easy. With limited
savings, no formal shop, and no employees, she set up her tailoring business from
home, using only a sewing machine and her passion for design. Soumya’s business
was the perfect example of a nano enterprise, a nano-scale venture with minimal
resources and a personal touch.

As her reputation grew, so did the demands on her time and energy. Soumya
soon realised that simply having a skill was not enough; she needed to manage her
business efficiently. That’s when the principles of management became her guiding
light. The first step she took was planning. Soumya knew she wanted to expand her
customer base, so she set a clear goal to increase her orders by reaching more people
in her community. She started spreading the word about her services with a simple
plan, using her network and local social media groups. As the orders began flowing

" in, Soumya needed to get organised. She set up a small workstation in her home
where she could keep all her materials in one place, saving time and making her
workflow smoother. This was her way of implementing the management principle of
organising, where she carefully arranged her limited resources to maximise efficiency.
Despite her nano-scale, Soumya had taken a big step toward professionalism by
organising her work environment and scheduling her tasks effectively.

Soon, the workload became too much for one person, and Soumya hired a part-
time assistant to help her with customer inquiries and basic stitching. This brought
in the principle of staffing. Although she couldn’t afford a large team, finding just the
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right person for the job made a huge difference in her productivity. Training her assistant
to maintain the quality was the next challenge. Every day, she guided her assistant,
showing her how to handle fabric with care and ensuring that each piece was crafted to
perfection. This is where the principle of directing came into play. Soumya was not just
giving orders to the assistant; instead, she was leading and inspiring her assistant to take
pride in their work. Soumya also made sure to keep a close eye on customer feedback.
When a certain design didn’t sell, she adjusted the style and made changes based on
her customers’ preferences. This act of controlling allowed her to maintain quality and
adapt to market needs, ensuring her business continued to grow steadily.

In addition to these principles, Soumya also adopted best management practices that
helped her navigate the challenges of a nano business. Communication was key. She
stayed in constant touch with her customers, understanding their needs and addressing
their concerns promptly. This personalised service helped her stand out in a market
full of larger competitors. She also embraced the idea of continuous improvement—
always looking for ways to refine her designs, introduce new styles, and streamline
her production process. Time management was another vital skill Soumya mastered.
Balancing multiple orders personal commitments, and managing her assistant required
careful planning, and she quickly learned to prioritise tasks to meet deadlines. With
every stitch, Soumya’s business grew stronger, and the principles of management
played a critical role in transforming her small, home-based operation into a flourishing
venture.

Soumya’s journey as a nano entrepreneur shows how even the smallest businesses
can benefit from sound management practices. By applying these principles and best
practices, she turned her passion into a sustainable enterprise. This story reflects how
the principles of management are not just for large corporations but are equally valuable
in nano-scale businesses, guiding them toward growth and success.

Keywords ‘

Scientific Management, Efficiency, TQM, Change Management, Principles
of Management, Nano Business, Total Quality Management, Quality Circle,
F. W. Taylor, Henry Fayol

Discussion ‘

1.2.1 Principles of Management

Principles of management are fundamental guidelines that help managers to plan,
organise, direct, and control organisational activities. These principles are universal
and apply to different types of organisations, including large corporations, small
businesses, and even nano enterprises. They provide a framework for decision-
making and help ensure effective and efficient management. The most well-known
contributors in this area are F. W. Taylor and Henri Fayol, whose contributions are
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still widely referenced today.

1.2.1.1 Scientific Management F. W. Taylor

The scientific management theory takes its root during the industrial revolution in
the United States, where skilled labour was in short supply. Increasing the efficiency of
workers was the only best alternative available to increase production during that period.
A Mechanical Engineer at Midvale and Bethlehem Steel Company in Pennsylvania, Mr
Frederick Winslow Taylor (1856 — 1950) proposed a scientific method to come around
these issues. This method utilised investigation, analysis and measurement. It served as
a means of improving production.

As per F W Taylor, “Scientific Management means knowing exactly what you want
men to do and seeing that they do it in the best and cheapest way.” The basic premise
of scientific management is to divide organisational activities into small tasks so that
they could be done more efficiently in less time, resulting in higher productivity. That
is, improving the efficiency of each individual in an organization result in overall better
output.

The scientific management is carried out in four important steps;

Step 1: Study the work Scientifically.

Step 2: Select Workers and train them.

Step 3: Match jobs and workers properly.

Step 4: Distribute the gains of the organisation among employees and employers.

In general the theory of Scientific Management served to select the right workers as
well as the right tools and equipment for each job. Monetary benefits are necessary for
employee motivation which in turn increase their productivity. As a result, the overall
productivity of the organisation will increase.

Principles of Scientific Management

1. Replacement of old rule of thumb method: Scientific investigation should be
done for taking managerial decisions instead of considering intuitions and rule
of thumb.

2. Scientific Selection and Training of workers: Selection and training of
workers should be done scientifically.

3. Co-operation between workers and management: There should be good
cooperation between the employees and the managers inside the organisation.

4. Mental Revolution: It implies changing the attitude of workers and managers.
Mental Revolution aims at improving the thinking of both the parties to create
a better working environment. Workers and their managers should change
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their attitude and each one of them should realise the importance of the other.
Both should work towards the accomplishment of the common goals of the
organisation. The management should take care of the needs of the workers
and share benefits with them. Similarly, workers should put in their best effort
to increase their efficiency and productivity along with utilising the resources
optimally.

5. Maximum output/ Productivity: Scientific Management focuses on finding the
best and most efficient way of completing tasks; therefore, achieving maximum
productivity.

Techniques of Scientific Management

Taylor has developed several methods and techniques to improve efficiency of an
organisation through his experiments at workplace. Some of the major techniques of
scientific management are as follows:

1.  Work Study: Work study implies an organised, objective, systematic, analytical,
and critical assessment of the efficiency of various operations in an enterprise.
It is a general term used to examine human work in all its forms that leads
to a systematic assessment of all elements having influence on efficiency and
economy of operations. Following are the major elements of work study;

a. Method study- This is conducted to know the best method of doing a
particular job.

b. Motion Study- This involves observation of the movement of body and
limbs of an individual required to perform a job. The objective of motion
study is to identify the minimum required movements of the employees to
complete the job within minimum time and efficiency.

¢. Time study- This is used to determine the precise time required for each
element of a man’s work.

d. Fatigue study- This is to determine the duration and frequency of the break
time or rest time in order to complete the task or the job efficiently.

2. Standardisation of Tools and Equipment’s: Taylor campaigned for the
standardisation of tools, along with costing system and other related items.
Efforts should be made to provide a standardised working environment and
production procedures to the workers. Standardisation would help to reduce
spoilage and waste of materials, enhance job quality, lower manufacturing
costs, and reduce worker fatigue.

3. Scientific Task Setting: It is critical to establish a standard task that an ordinary
worker typically performs during the course of a working day. Taylor described
it as “a good day’s work”. He underlined the need of establishing a fair day’s

SGOU - SLM - BA Nano Entrepreneurship - Management of Nano Enterprises




work schedule since it will prevent workers from performing work that is
far beyond their capacity. Before the workers, the usual task will serve as a
guideline. Workers will work below his capacity if no standard is set.

4. Scientific Selection and Training: Management should devise a systematic
selection procedure to ensure that the best men are chosen for the best roles.
The first stage in scientific selection is to identify the works that demand the
involvement of workers. The most suitable qualification, training, experience,
and level of efficiency for the required to perform the work are then determined.
Finally, the workers are chosen based on this pre-determined criteria in a fair
manner.

5. Functional Foremanship: Planning and execution are separate functions
in Taylor's functional foremanship. He suggested a total of eight foremen to
oversee the various stages of manufacturing. In the planning department, he
offered four foremen: route clerk, instruction card clerk, time and cost clerk, and
shop disciplinarian. Gang boss, speed boss, repair boss, and inspector are the
four foremen advised for attaining the required performance from the workers.

6. Differential Piece-Rate System: Taylor advocated two piece rates, so that if
a worker performs the work within or less than the standard time, he is paid
a higher piece rate, and if he does not complete the work within the standard
time, he is given a lower piece rate. The underlying principle of this system is
to penalise a slow worker by paying him a low piece rate for low production
and to reward an efficient worker by giving him a higher piece rate for a higher
production. Taylor was of the view that an inefficient worker should have no
place in the organisation and he should be compelled to leave the organisation
by paying him a low piece rate for low production.

Application of Scientific Management in Nano business

The application of F. W. Taylor's scientific management principles in nano businesses
can be effective for enhancing productivity, reducing waste, and improving work
processes. Here are key applications tailored to nano businesses:

1. Time Study and Standardization of Work

In a nano business, where resources are limited, time study can help in identifying the
most efficient way to perform tasks. Taylor’s principle of time study involves closely
observing and recording the time taken to complete each task, identifying the best-
performing method, and standardizing it across the business. For example, if a small
craftsman is creating customized keychains, time studies can help determine the best
sequence of actions and tools to be used, ensuring uniformity and efficiency.

Example: In a nano business of handmade jewelry making, the owner tracks how
long it takes to create each piece of jewelry. After multiple trials, the owner identifies
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the most efficient way to string beads, attach clasps, and package products. The owner
then standardizes this process and trains all workers to follow the same sequence, which
leads to consistent product quality and improved production speed.

2. Work Simplification and Task Segmentation

Taylor’s emphasis on breaking down tasks into simpler, more manageable segments
can be crucial for nano businesses. In a home-based soap-making business, for instance,
segmenting the process into preparation, mixing, molding, and packaging, and training
each person or family member to excel in a specific segment can streamline the workflow
and reduce production time.

Example: A small tailoring shop run by a couple divides tasks between them. One
partner handles cutting fabrics according to patterns, while the other focuses solely on
stitching the pieces together. This task segmentation allows each person to specialize,
speeding up the process of making garments and reducing errors that occur when a
single person tries to do all the steps.

3. Scientific Selection and Training of Workers

Even in a nano business, employing family members or local workers, Taylor’s
approach of selecting individuals suited to specific tasks and training them scientifically
can improve output. For example, a small tailoring business could assign stitching tasks
to more experienced members while training newer employees to perform simpler
cutting or designing tasks, increasing efficiency overall.

Example: A home-based bakery employs three family members. The owner, who
has a knack for baking, focuses on the preparation of cakes. Another family member,
with an eye for detail, is trained in decorating and icing, while the third family member
manages packaging and delivery. This allocation, based on their skills and systematic
training, boosts efficiency and quality.

4. Incentive-Based Compensation

Implementing Taylor’s principle of incentive-based wages can motivate workers in a
nano business. In a small-scale homemade snack-making business, an owner could offer
a small additional pay for each additional batch of snacks made within a set standard
time, thus encouraging productivity while maintaining quality.

Example: A nano business producing organic vegetable bags for local sale sets a base
payment for harvesting, but offers an additional incentive for each additional bag packed
beyond the daily target. This motivates workers to harvest faster while maintaining the
product’s freshness and quality, thereby boosting production without increasing costs
proportionally.

5. Standardized Tools and Techniques

Nano businesses often rely on simple tools, but standardizing these tools based on
Taylor’s methods can still lead to efficiency. For example, in a nano-scale electronics
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repair business, standardizing the use of specific screwdrivers, testers, and cleaning
materials can minimize time lost in searching for the right tools or making corrections
due to tool-related errors.

Example: A nano business assembling electrical parts like circuit boards decides
to standardize the use of screwdrivers, soldering irons, and cleaning tools. By using
uniform tools of known quality and standardized procedures, the owner minimizes
repair and rework time, thereby improving overall productivity and reducing defects in
the final products.

6. Close Supervision and Functional Foremanship

In a nano business, the owner often assumes multiple roles. However, the concept
of functional foremanship from Taylor’s principles, where tasks are assigned based on
specific skill sets and individuals are given clear responsibilities, can be applied even at
a small scale. For instance, in a small bakery, the owner can take on the responsibility
of quality control while delegating sales and customer service to family members or
assistants.

Example: In a small printing press run by a couple, the owner takes charge of quality
inspection and customer relations while the partner focuses on design and printing setup.
Assigning these responsibilities based on their strengths allows for greater supervision
in key areas like print quality, reducing errors and customer complaints.

7. Eliminating Wastage and Improving Efficiency

Taylor’s emphasis on efficiency is particularly relevant for nano businesses where
resource constraints are significant. By implementing techniques to minimize material
wastage and improving the layout of the workspace, small-scale entrepreneurs can
maximize their limited resources. For example, a nano-level pottery business could
benefit by organizing the workspace to reduce material wastage and time spent moving
between workstations.

Example: In a nano pottery studio, the owner arranges workspaces to minimize
the movement of materials. The raw clay, shaping tools, and kiln are all positioned
strategically to avoid unnecessary trips across the workspace. Additionally, leftover
clay from each production cycle is collected and reused in subsequent batches, reducing
waste and improving efficiency.

In essence, F. W. Taylor’s scientific management principles can be effectively applied
in nano businesses to optimize their limited resources, improve workflows, and enhance
overall productivity. These principles help create a structured approach to managing
small operations, making them more efficient and scalable over time.

1.2.1.2 Henry Fayol’s Principles

Fayol also proposed that management is a skill and could be taught like any other
skill once its fundamental principles are understood. For this, he established principles
of management; also known as “14 Principles of Administrative Management”. These
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are Division of work, Authority and Responsibility, Discipline, Scalar chain, Unity
of command, Unity of direction, Centralisation- Decentralisation, Subordination of
individual interest to the general interest, Remuneration, Order, Equity, Stability of
tenure, Initiative and Union is strength (Esprit de Corps). The principles of management
were universally applicable.

Fourteen Principles of Management by Henry Fayol
i.  Division of Labour

Dividing the work inside an organisation is the key for achieving efficiency through
specialisation and for better achievement of goals. Fayol suggested that all labour should
be divided and subdivided, and different people be assigned different tasks based on
their expertise in different areas.

ii. Authority- Responsibility

Every manager should have the right to give orders and direction to subordinates.
Such authority comes with equal responsibility. It is essential to understand that when
you exercise authority on some activity, you automatically have the responsibility on
the same.

iii. Centralisation and Decentralisation

Every organisation should maintain a balance between centralisation and
decentralisation. Centralisation means concentration of authority in top level and
decentralisation means delegating authority to lower levels.

iv. Unity of Command

As per Fayol’s opinion every employee should receive orders from a single head and
should be accountable to that person to avoid confusion in the responsibilities and to
run the organisation smoothly.

v.  Unity of Direction

According to this principle the efforts of all the members of an organisation should
be directed towards a single goal. There should be one plan for one head or one group
of activities should have one objective. This avoids duplication of work.

vi. Scalar Chain

It refers to the chain of authority from top level to lower level. Scalar chain should be
followed for all orders, instructions, messages, requests and all sorts of communications
flow from top to bottom and vice versa. Skipping this chain for convenience and using
shorter communication path is called ‘Gang Plank’.

vii. Discipline

According to Fayol, “Discipline means sincerity, obedience, respect of authority &
observance of rules and regulations of the enterprise”. Simply, there has to be respect
for the rules and regulations among the members.
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viii. Subordination of individual interest to general interest

Company should always make efforts to reconcile individual interests of members
with common interests. When a conflict occurs between these two, then common
interest should be considered.

ix. Remuneration

Company should be careful in offering fair and reasonable remuneration to the
employees by considering their contribution towards the common objectives.

X. Order

In an organisation, there should be a proper order. Anything and everything in the
organisation should be at its place.

xi. Equity

Employees in an organisation should be treated with equity and kindness. Efforts
should be made to ensure justice for members.

xii. Stability of tenure of personnel

No employee should be shifted from one job to another frequently otherwise,
employees will not get chance to specialise. Employees should also have job security.

xiii. Initiative

There should be given ample opportunity to initiate activities, incorporate their ideas
and creativity in the work they perform.

xiv. Esprit de corps

The term ‘Esprit de corps’ means ‘Union is strength’. This refers to ensuring harmony
among members of the organisation.

Application of Henry Fayol’s Principles of Management and Nano
Business

When applying the 14 principles of management to nano business enterprises,
it's essential to understand that these principles were originally formulated by Henri
Fayol, a pioneer in management theory. Nano businesses, often defined as having very
few employees and limited resources, can benefit from these principles in a limited
framework to achieve better organisation and efficiency. Let us a take a example and
look how these principles of management effect the business.

In a home-based food processing business specialising in snacks and jams, applying
Fayol's 14 Principles of Management can significantly enhance efficiency and growth,
especially with outside employees. First, dividing work allows skilled local workers to
focus on production while family members handle marketing. Clearly defining authority
and responsibility ensures everyone understands their roles. Maintaining discipline
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encourages adherence to food safety standards, while unity of command minimizes
confusion by having all employees report to one supervisor. A unified direction focusing
on healthy eating and sustainability aligns efforts, and promoting the business mission
over personal interests fosters teamwork. Then offering fair pay attracts and retains
skilled employees, and balancing centralized decision-making with decentralized
task ownership empowers staff. Establishing clear communication channels ensures
smooth information flow, while an organized workspace boosts efficiency. Promoting a
respectful workplace culture promotes equity, and providing ongoing training enhances
loyalty and skills. Encouraging initiative allows everyone to suggest improvements,
and team-building activities strengthen relationships. By implementing these principles
within budget, the business can operate effectively, thrive, and positively impact the
community.

Henry Fayol’s 14 Principles of Management can also be effectively applied to nano
businesses, helping them establish a structured approach to managing their small-scale
operations. Here’s an explanation of each principle with examples:

1. Division of Work

Example: In a nano candle-making business, different tasks such as melting wax,
adding scents and colors, pouring into molds, and packaging are assigned to different
family members or workers. By specializing in specific tasks, each member becomes
more efficient and skilled, improving overall productivity and quality.

2. Authority and Responsibility

Example: In a small family-run retail shop, the owner has the authority to make
decisions on inventory purchases and pricing. The responsibility for managing daily
sales and customer relations is delegated to a family member. This clear division of
authority and responsibility ensures accountability and smooth functioning.

3. Discipline

Example: A nano business producing handmade soaps implements simple rules
such as maintaining punctuality, adhering to hygiene standards, and properly labeling
products. Regularly reinforcing these rules fosters a disciplined work environment,
which is critical for maintaining product quality and customer trust.

4. Unity of Command

Example: In a home-based catering service, each worker is assigned a specific
role and reports to the owner for instructions. For instance, the cook receives cooking
instructions directly from the owner, avoiding confusion and conflict in the preparation
of dishes.

5. Unity of Direction

Example: A small tailoring unit follows a unified plan for seasonal fashion collections.
All workers focus on creating designs, stitching, and embellishments that align with the
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theme decided by the owner, ensuring consistent outputs that cater to market demands.

6. Subordination of Individual Interest to General Interest

Example: In a small tea stall, the owner emphasizes that customer satisfaction is
the top priority over individual preferences. Even if a worker prefers to serve only one
type of snack, they adapt to serving other popular snacks as per customer demand to
maximize sales and build a good reputation.

7. Remuneration

Example: A small paper bag manufacturing unit employs a few workers and provides
fair wages based on their work output. The owner offers incentives for achieving higher
production targets and recognizes good performance, motivating workers to increase
their efforts and loyalty.

8. Centralization

Example: In a nano business producing customized handmade cards, the owner
centralizes key decisions such as design approval and pricing. However, minor
decisions, like packaging or arranging materials, are decentralized and left to the
workers to encourage autonomy and build their confidence.

9. Scalar Chain

Example: In a nano business of homemade pickles, the communication structure is
simple and direct. The owner (head of the chain) communicates instructions to their
family members, who execute the tasks accordingly. If an issue arises, the chain of
command is followed for reporting and resolving it.

10. Order

Example: In a nano garment workshop, all materials and tools are organized in
specific areas. There are designated sections for fabrics, sewing machines, and finished
products. This orderly arrangement helps prevent time wastage and reduces errors,
making the workflow smooth and efficient.

11. Equity

Example: A small bakery run by an individual with one assistant follows the principle
of fairness by treating the assistant with respect, providing clear instructions, and
ensuring that any overtime is compensated fairly. This fosters a positive and motivated
working atmosphere.

12. Stability of Tenure of Personnel

Example: A small-scale pottery business employs a few workers who are skilled in
shaping and glazing pots. The owner offers them job security by providing consistent
work and retaining them during off-seasons. This practice helps maintain a skilled
workforce, improving the consistency and quality of the products.
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13. Initiative

Example: Inahome-based catering business, the owner encourages workers to suggest
new recipes or creative presentation ideas for dishes. By fostering an environment of
innovation, the business stays competitive and meets evolving customer preferences.

14. Esprit de Corps

Example: A nano business producing organic skincare products promotes teamwork
by organizing regular group discussions to review customer feedback and brainstorm
solutions. This collaboration helps build unity among the workers, leading to a more
cohesive and motivated team.

These examples illustrate how Fayol’s principles of management can be applied
in nano businesses to enhance their organization, efficiency, and overall performance.
Implementing these principles enables nano entrepreneurs to lay a solid foundation for
growth and sustainability.

1.2.2 Best Management Practices

Best management practices refer to methods and techniques that are widely
recognised as the most effective and efficient ways to achieve desired results. These
practices have been developed and refined through research, experience, and successful
application across various industries. Best practices in management focus on achieving
organisational goals while optimising resources, improving employee engagement, and
enhancing overall performance. Following are some of the important best practices in
common in the successful management of businesses.

1. Clear Goal Setting

Clear goal setting involves defining specific, measurable, achievable, relevant, and
time-bound (SMART) goals for the organization. Establishing SMART goals helps
ensure that everyone in the organization understands the objectives and the desired
outcomes. It creates a sense of direction and purpose, encouraging employees to align
their efforts with the organization’s mission. By having clear goals, management
can monitor progress, evaluate results, and make informed decisions. This practice
minimizes confusion, clarifies expectations, and sets benchmarks for performance,
ultimately leading to higher productivity and a unified organizational effort.

Example: A home-based bakery sets a goal to increase monthly sales by 20% within
the next six months by introducing a new line of sugar-free cakes. The bakery sets
specific targets for weekly production and marketing efforts, aligning the efforts of all
family members involved to achieve this goal.

2. Effective Communication

Effective communication is crucial for the smooth functioning of any organization.
It involves maintaining open and transparent communication channels between
employees and management. Open communication helps prevent misunderstandings,
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fosters a collaborative environment, and boosts employee morale. When employees are
well-informed about their roles, responsibilities, and the organization’s goals, they can
contribute more effectively to achieving them. Regular meetings, feedback sessions,
and an open-door policy can cultivate an environment where employees feel heard and
valued, thereby promoting a culture of trust and cooperation.

Example: In a small tailoring shop run by a couple, the owner maintains open
communication by holding brief daily meetings. They discuss the day’s workload,
customer orders, and any issues that need attention. This practice prevents
misunderstandings about deadlines and ensures everyone is on the same page.

3. Employee Empowerment

Employee empowerment is about encouraging employees to take ownership of their
work and make decisions within their area of responsibility. When employees are trusted
with decision-making authority, they feel more confident and motivated to contribute
creatively to the organization. This practice builds their sense of accountability and
increases job satisfaction. Empowered employees are more likely to suggest innovative
ideas, take the initiative, and improve processes. By fostering an environment where
employees are given the freedom to act, organizations can tap into the collective
potential of their workforce and enhance overall performance.

Example: A nano-level soap-making business empowers workers by allowing them
to make decisions regarding new scent combinations and packaging designs. This
responsibility encourages creativity and innovation, leading to new products that attract
customers.

4. Continuous Improvement (Kaizen)

Continuous improvement, often referred to as Kaizen, is the practice of regularly
evaluating and improving processes and operations. It encourages organizations to
adopt a proactive approach towards refining their methods, reducing inefficiencies,
and adapting to new developments. Kaizen promotes a culture of innovation and
adaptability, enabling organizations to respond swiftly to changing market conditions
or customer needs. By consistently seeking incremental improvements, organizations
can ensure long-term success and maintain a competitive edge.

Example: In a nano carpentry business, the owner periodically reviews the workflow
to identify bottlenecks. For instance, realizing that measuring wood manually causes
delays, the owner introduces a standard measuring tool that saves time and reduces
errors. These incremental improvements enhance efficiency.

5. Performance Monitoring and Feedback

Regularly assessing employee performance and providing constructive feedback
is an essential management practice. Performance monitoring helps track progress
towards goals and identifies areas for improvement. Constructive feedback, when
delivered effectively, guides employees on how to enhance their performance and
align their efforts with the organization’s objectives. This practice fosters a culture of
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continuous learning and growth, where employees are motivated to develop their skills
and contribute meaningfully to the organization’s success.

Example: A small home-based food delivery business regularly monitors the quality
and punctuality of deliveries. The owner provides feedback to the delivery person on
how to improve delivery routes and interactions with customers, enhancing the overall
service quality.

6. Time Management

Time management involves prioritizing tasks and managing time effectively to
improve productivity and meet deadlines. Efficient time management is crucial in
today’s fast-paced business environment, where delays can lead to missed opportunities
and increased costs. Organizations can implement various time management tools and
techniques, such as task delegation, project management software, and time-tracking
systems, to streamline workflows. Proper time management enables employees to stay
focused on critical tasks, reduces stress, and enhances overall efficiency.

Example: In a nano pottery studio, the owner uses a daily planner to schedule tasks
such as raw material preparation, shaping, drying, and painting. By prioritizing these
tasks based on deadlines, the studio meets customer orders on time and manages
production efficiently.

7. Adaptability and Flexibility

Adaptability and flexibility are vital in navigating an ever-changing business
environment. Organisations that embrace change and encourage their employees
to be open to new challenges are more likely to remain competitive and relevant.
Being adaptable means being able to respond quickly to market shifts, technological
advancements, or unexpected challenges. It requires cultivating a mindset that values
continuous learning and resilience. By fostering adaptability, organisations can build a
workforce capable of navigating uncertainties and capitalising on new opportunities.

Example: A small organic vegetable vendor adapts quickly to changes in market
demand by offering home delivery services during the monsoon season. This flexibility
in service offerings allows the business to maintain customer relationships despite
adverse weather conditions.

8. Data-Driven Decision Making

Data-driven decision-making involves using analytics and data insights to
guide business decisions rather than relying solely on intuition. By leveraging data,
organizations can improve the accuracy of their decisions, reduce risks, and enhance
outcomes. This practice allows businesses to identify trends, measure the effectiveness
of strategies, and make informed choices based on evidence. In today’s digital age,
utilizing data effectively provides a competitive advantage and helps organizations stay
agile in a dynamic marketplace.

Example: A nano electronics repair shop uses a simple Excel sheet to track common
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faults in repaired devices. By analyzing this data, the owner identifies which components
are frequently failing and proactively stocks those parts, reducing repair times and
improving customer satisfaction.

9. Employee Development

Investing in employee development through training, skill-building, and career
growth opportunities is a best management practice that yields long-term benefits.
When organisations prioritise employee development, they enhance the overall skill
level within the workforce, increase motivation, and improve employee retention.
Employees who see a clear path for growth within the organisation are more likely to
stay committed and contribute to achieving its strategic goals. By fostering a culture of
learning, organizations can build a highly skilled and motivated workforce.

Example: In a small garment embroidery business, the owner invests in skill
development by teaching workers advanced embroidery techniques. This training not
only increases the value of their products but also provides employees with valuable
skills, improving their job satisfaction and career growth prospects.

10. Ethical Leadership

Ethical leadership is about ensuring that management leads with integrity, honesty,
and fairness. Ethical leaders build trust with employees, customers, and stakeholders,
creating a positive organizational culture. When leaders model ethical behaviour, it sets
the tone for the entire organization, influencing how employees interact with each other
and with clients. Ethical leadership promotes transparency, accountability, and a sense
of fairness, which are crucial for sustaining an organization’s reputation and long-term
success.

Example: A nano grocery delivery service operates with transparency by clearly
communicating delivery charges and adhering to advertised prices. The owner
consistently treats customers fairly and maintains honesty in all dealings, building a
reputation for reliability and integrity in the community.

By implementing these widely accepted best management practices, organizations
can enhance their operational efficiency, foster a motivated workforce, and achieve
their strategic objectives effectively. These practices provide a framework for building
a cohesive, productive, and ethically sound organization capable of thriving in a
competitive business landscape.

1.2.3 Total Quality Management (TQM)

Total Quality Management, commonly known as TQM, is a management approach
aimed at embedding awareness of quality in all organisational processes. The main
goal of TQM is to improve the quality of products and services in order to meet or
exceed customer expectations. TQM focuses on continuous improvement, customer
satisfaction, and involving everyone in the organisation in the quality process. This
simple yet powerful management strategy can transform businesses of all sizes, making
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them more efficient and responsive to customer needs.

Now let us understand the concept with an example, Total Quality Management
(TQM) can greatly improve product quality. In a small flour mill, using TQM
techniques can help your flour mill improve quality, operate more efficiently, and better
meet customer needs. Start by focusing on customer satisfaction; ask for feedback to
make sure your flour meets their expectations. Involve your team in problem-solving
by setting up Quality Circles, which enable them to work together to fix quality issues,
which boosts teamwork and morale. Map out key processes like milling and packaging
with process Flowcharts to ensure they are efficient and consistent.

Quality Circle

The concept of the Quality Circle was popularized in Japan in the 1960s and is rooted
in the Japanese philosophy of continuous improvement (Kaizen). It was later adopted
by organizations worldwide as part of Total Quality Management (TQM) practices.
A Quality Circle is a group of employees who voluntarily come together to identify,
analyze, and solve work-related problems to improve the quality of products, services,
and the work environment. The concept is based on the idea that employees who are
directly involved in the production processes are in the best position to identify issues
and suggest improvements.

Key Characteristics of a Quality Circle

1. Voluntary Participation: Quality circles are formed on a voluntary basis.
Members usually include workers from the same area or department.

2. Small Group: Typically, a quality circle consists of 6-12 members to allow for
effective discussions and participation.

3. Regular Meetings: The group holds regular meetings to discuss issues, analyze
problems, and propose solutions.

4. Focus on Quality and Productivity: The primary objective is to improve the
quality of products or services and enhance productivity.

5. Problem-Solving Tools: Members use various problem-solving techniques such
as brainstorming, cause-and-effect analysis, Pareto analysis, and flowcharts to
find solutions.

6. Management Support: Successful quality circles require support and
encouragement from management, as well as recognition and rewards for
improvements.

Benefits of Quality Circles

1. Employee Involvement: Quality circles encourage active participation from
employees, fostering a sense of ownership and responsibility.
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2. Improved Communication: They promote open communicationand collaboration
between employees and management.

3. Enhances Problem-Solving Skills: Employees gain experience in analyzing
problems and implementing solutions.

4. Boosts Morale and Motivation: Being part of decision-making processes
increases employee morale and motivation.

5. Increased Productivity and Quality: Quality circles lead to continuous
improvement in work processes, boosting overall efficiency and product quality.

1.2.3.1 Key Principles of TQM

1. Customer Focus

The customer is the key to any business. TQM emphasises that the primary focus
of every organisation should be customer satisfaction. This means understanding the
needs and preferences of customers and working towards fulfilling them. For example,
a restaurant that frequently collects feedback from customers about food quality and
service can adjust its menu and services accordingly to keep customers happy and
satisfied.

2. Continuous Improvement

Continuous improvement is at the heart of TQM. It involves constantly looking for
ways to enhance processes, products, and services. In simple terms, it’s about making
things better, no matter how small the improvement. For example, a local bakery might
decide to reduce its waiting time for customers by reorganising the kitchen layout or by
training its staff to work more efficiently.

3. Employee Involvement

TQM promotes involving everyone in the organisation in the quality improvement
process. It acknowledges that every employee, regardless of their position, plays an
important role in ensuring quality. For instance, in a small printing press, employees
are encouraged to share suggestions for improving the printing process. This not only
enhances the quality of the prints but also boosts employee morale and commitment.

4. Process Approach

TQM is built around improving the processes within an organisation. When processes
are efficient, it becomes easier to maintain and improve quality. Organisations are
encouraged to map out each step in their processes and look for areas of improvement.
For example, a small tailoring shop may streamline its process by organising fabric
cutting, stitching, and quality checks in a more orderly manner.
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5. Integrated System

An integrated system involves aligning all functions and departments within an
organisation to work towards common quality goals. It ensures that everyone understands
their role in achieving quality standards. For instance, in a small handicraft business,
different teams such as sourcing, production, and sales work together to ensure that the
final product meets the customer’s expectations.

6. Fact-Based Decision-Making

TQM encourages making decisions based on accurate data and facts rather than
guesses or assumptions. Organisations are urged to gather data, analyse it, and use it to
make informed decisions. For example, a local car service centre may track customer
complaints about a specific issue in their repairs. By analysing this data, the centre can
identify the root cause and fix it to prevent future occurrences.

7. Mutually Beneficial Supplier Relationships

TQM promotes building strong relationships with suppliers to ensure a steady flow
of high-quality materials and services. It emphasises working closely with suppliers
to improve quality and reduce costs. For example, a small café may establish a close
relationship with its coffee bean supplier to ensure the quality of the beans remains
consistent.

1.2.3.2 Cases of TQM in Practice

1. Toyota

Toyota, the Japanese automobile company, is a classic example of a business that
practices TQM. They have developed a strong culture of continuous improvement,
known as Kaizen, which focuses on improving production processes, reducing waste,
and enhancing product quality. This approach has helped Toyota become one of the
world’s leading car manufacturers.

2. Nestlé

Nestlé, the multinational food and beverage company, uses TQM principles to ensure
that all its products meet high-quality standards. By focusing on customer satisfaction
and maintaining strict quality controls, Nestlé ensures that its products are safe and of
good quality, which helps them maintain customer trust worldwide.

3. A Local Tailoring Business

A small tailoring business in a town might adopt TQM by training all its tailors to
check for loose threads or uneven stitches after each garment is made. By encouraging
every worker to be responsible for quality checks, the business ensures that the garments
they produce are well-made and meet the customers’ expectations.
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1.2.3.3 Benefits of TQM

1. Enhanced Customer Satisfaction: When organisations focus on quality,
customers are more likely to be satisfied with the products or services they
receive.

2. Improved Employee Morale: Involving employees in quality processes makes
them feel valued, leading to better job satisfaction and motivation.

3. Cost Reduction: By improving processes and reducing waste, TQM helps
organisations cut unnecessary costs and become more efficient.

4. Better Reputation: Organisations that consistently deliver quality products and
services build a strong reputation in the market.

In summary, Total Quality Management (TQM) is an approach that focuses on
improving quality in every aspect of an organisation. By concentrating on customer
satisfaction, involving employees, improving processes, and making data-driven
decisions, TQM helps businesses achieve long-term success. Whether it’s a large
multinational corporation like Toyota or a small local bakery, implementing TQM can
lead to better products, satisfied customers, and a more motivated workforce.

1.2.4 Change Management

Businesses today are regularly dealing with change because new technologies are
changing the entire industries. To stay competitive, companies need to regularly update
their strategies, work processes, and goals based on market trends and disruptions. A
clear example of change management is how companies adapted to remote work during
the COVID-19 pandemic. For example, a tech company had to quickly switch all its
employees to working from home.

Change in a business context refers to any shift, adjustment, or transformation in
the organisational processes, strategies, structures, or technologies. These changes can
be due to internal factors, like the need for improved efficiency, or external factors,
like market demands, technological advancements, competition, or regulatory changes.
Change in a business environment can be small, incremental adjustments or large-scale,
radical transformations.

Change Management, on the other hand, is the structured approach and set of
processes that a business uses to prepare, support, and help individuals, teams, and
the organisation as a whole transition from the current state to a desired future state.
The goal of change management is to minimise resistance, increase acceptance, and
successfully implement change initiatives.

1.2.4.1 Types of Change

a. Transformational Change: Large-scale, fundamental changes that often
involve the entire organization, such as mergers, rebranding, or adopting new

technologies.
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b. Incremental Change: Smaller, gradual changes that are usually made to improve
existing processes, products, or services.

c. Developmental Change: Changes intended to enhance or correct existing
processes or capabilities, such as improving team communication or upgrading
skills.

d. Remedial Change: Changes made in response to problems or challenges within
the organization, like restructuring after a financial crisis.

1.2.4.2 The Change Process

a. Preparation: Identify the need for change, define the change clearly, and assess
the readiness of the organization and its members.

b. Planning: Develop a detailed plan, including goals, strategies, timelines, and
resources required for the change.

c. Implementation: Put the change plan into action, monitor the process, and
address challenges or resistance as they arise.

d. Sustainment: Ensure that the changes are embedded into the organization's
culture and systems and that they are sustained over time.

1.2.4.3 Important Elements of Change Management

a. Leadership Commitment: Leaders play a crucial role in communicating the
vision and motivating employees towards the change.

b. Communication: Clear and continuous communication is vital to explain the
reasons for change, the benefits, and how it affects individuals.

c. Stakeholder Engagement: Engaging and involving employees, teams, and key
stakeholders to gain their support and reduce resistance.

d. Training and Support: Providing adequate training and support to employees to
help them adapt to the changes.

e. Monitoring and Evaluation: Assessing the effectiveness of the change and
making adjustments as needed.

1.2.4.4 Importance of Change Management

a. Improves Adoption: It helps ensure that employees and stakeholders understand
the change, leading to better adoption and implementation.

b. Reduces Resistance: By addressing concerns, fears, and resistance proactively,
change management can smoothen the transition process.

c. Minimizes Disruption: Change management helps in planning and controlling
the transition, minimizing disruption to business operations.
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d. Increases Chances of Success: A structured approach to managing change
increases the likelihood of achieving desired outcomes and sustaining
improvements.

1.2.4.5 Challenges in Change Management

a. Resistance to Change: Employees may fear the unknown, loss of status, or
additional responsibilities.

b. Lack of Effective Communication: Poor communication can lead to confusion,
misunderstandings, and rumors.

c. Inadequate Leadership and Support: Lack of clear direction and support from
leadership can hinder the change process.

d. Cultural Barriers: The organization's existing culture may conflict with the
proposed changes.

In essence, change management involves the people side of change and focuses on
helping employees accept and embrace the change. It’s essential for organisations to
manage changes effectively to remain agile, competitive, and resilient in a constantly
evolving business environment.

In a nano business enterprise, effective change management is crucial for smoothly
navigating transitions and achieving desired outcomes. It starts with clear planning,
where specific changes are identified, such as adopting new technology or modifying
business models, and outlined with achievable goals. Effective communication follows,
keeping the small team informed with regular updates to maintain engagement and
clarity. Then training is provided, often through hands-on demonstrations ensuring
that everyone is prepared for the changes. Ongoing support is essential to address any
challenges and make necessary adjustments based on feedback. Finally, an evaluation
of the changes is conducted to assess their impact, refine strategies, and ensure that
the changes align with business objectives. This integrated approach helps the nano
business manage changes smoothly, minimise disruptions, and maximise the benefits
of change.
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Recap

Scientific Management: Division of human activities into small tasks for
efficiency.

Scientific Management: Streamlining operations through precise
measurement and analysis.

Fayol’s principles advocate for strong management by defining roles,
centralizing authority, and ensuring unity of direction.

Total Quality Management: Excellence through continuous improvement.

Change Management: Strategically guiding organizations through
transitions.

10.

11.
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Objective Questions

Who proposed the theory of Scientific Management?

What is the main goal of Total Quality Management?

Which principle emphasizes a clear chain of command?

What is the principle of breaking tasks into smaller parts called?

What focuses on establishing a fair work standard?

What is the primary focus of change management?

Which principle focuses on treating employees fairly?

Who developed the 14 principles of management?

Which practice involves empowering employees to contribute creatively?
What is used to analyze worker movements for efficiency?

What involves dividing authority between higher and lower levels?
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Answers

1. F.W. Taylor

2. Continuous improvement
3. Scalar chain

4. Division of labour

5. Task setting

. 6. Adaptation

7. Equity

8. Henri Fayol

9. Employee empowerment
10. Motion study

11. Centralisation and Decentralisation

Assignments

1. Explain how F.W. Taylor’s Scientific Management theory can be applied to
improve efficiency in a nano business.

2. Discuss the relevance of Fayol’s principles of division of work and unity of
direction in managing small enterprises.

3. What role does Total Quality Management play in enhancing customer
satisfaction?

4. Describe the importance of clear communication and effective goal setting
in a small business.

5. How can best management practices be adapted to suit the needs of nano
enterprises?

6. Identify a local small business and create a time study plan to measure and
improve efficiency.
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7. Develop a basic training manual applying Taylor’s Scientific Management
principles for a home-based tailoring business.

8. Propose a communication strategy to enhance customer satisfaction for a nano
business of your choice.

9. Conduct a SWOT analysis of a small enterprise and recommend changes
based on Fayol’s principles.

10. Design an improvement plan using the principles of TQM for a small-scale
food production business.
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Unit Workforce Planning

|

Learning Outcomes

After completing this Unit, the learner will be able to;

¢ 1identify the strategic importance of workforce planning in ensuring business
goals are met through effective resource management.

¢ understand the principles and processes involved in workforce planning and
the importance of aligning workforce skills with business demands.

¢ apply workforce planning strategies to nano businesses by assessing gaps
and implementing efficient, adaptive solutions.

Prerequisite

There was a family-run bakery called Sweet Delights, known for its
mouthwatering pastries and the warm personal touch it offered every customer.
Sweet Delights had built a loyal customer base over the years. The bakery’s
owner, Lily, was not only passionate about baking but also dedicated to creating a
delightful experience for her customers.

One weekend, Lily decided to participate in a local food festival to showcase
her bakery’s specialties. Her almond croissants and rich chocolate eclairs became
an instant hit, attracting crowds eager to get a taste. This unexpected success,
however, led to a problem. The surge in orders overwhelmed Lily and her small
team. Despite their hard work and long hours, the regular staff couldn’t keep up
with the sudden rush of new customers, and soon, Sweet Delights faced the risk of
turning away customers. Realising that this was a critical moment for her business,
Lily decided it was time to rethink how her bakery managed its resources. She
began by reflecting on what had gone wrong and identified areas where the bakery
was lacking in flexibility. To handle the increased demand without compromising
the quality and service that Sweet Delights was known for, Lily started by hiring
a couple of part-time workers. She carefully trained them to assist in packaging
and counter duties during peak hours. Next, Lily implemented a basic scheduling
system to better predict and prepare for busy periods based on the bakery’s order
trends and event schedules.

Lily also saw the potential in cross-training her existing staff to cover multiple
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roles, enabling them to step in wherever needed. For example, her assistant baker
learned how to manage the front counter and handle orders, while her cashier received
training in simple baking tasks. These changes not only helped the bakery keep up
with the rush but also created a more resilient and versatile team. As a result of her
proactive approach to workforce planning, Sweet Delights was not only able to meet
the demands of the food festival but also managed to convert many new visitors
into loyal customers. Lily’s experience showed her that effective workforce planning
wasn’t just about hiring more people—it was about strategically aligning her team’s
skills and resources with the bakery’s needs and goals.

This story of Sweet Delights demonstrates that even small businesses can thrive by
planning ahead and preparing for unexpected changes. Workforce planning helped Lily
anticipate busy times, allocate resources efficiently, and ultimately grow her business
while maintaining the quality and personal touch her customers loved.

Keywords

Workforce Planning, Skills, Resource Optimisation, Skill Gap Analysis, Nano
— Business

Discussion

2.1.1 Workforce Planning

Workforce planning is a strategic process that involves analysing and forecasting
the workforce requirements of a business to ensure that it has the right number of
employees with the necessary skills to achieve its goals. It is an essential practice
for businesses of all sizes, including nano businesses, which typically consist
fewer number of employees. Workforce planning helps these businesses manage
their resources efficiently, adapt to changes, and grow sustainably.

Workforce planning is the process of analysing, forecasting, and planning

for the supply and demand of the workforce, assessing gaps, and implementing

___ targeted talent management interventions. Its primary objective is to ensure that an

organisation has the right people with the right skills in place to fulfil its strategic
objectives and mandates.

2.1.1.1 Need for Workforce Planning

Workforce planning is crucial for any organisation’s success as it helps to:

1. Align Workforce with Business Goals: Ensuring the right talent pool to
meet current and future business objectives. Example: A small organic food
company aims to expand its product line to include gluten-free options.
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By aligning its workforce with this goal, the company identifies the need
for expertise in gluten-free food production. Therefore, it hires a nutritionist
with experience in gluten-free diets and trains existing staff to handle the
new production requirements, ensuring that the workforce is well-prepared to
achieve the company’s new objective.

2. Improve Hiring Efficiency: It aids in identifying gaps and aligning hiring
strategies to bring in the necessary talent efficiently. Example: A local fashion
retailer plans to open two new stores within the next year. To improve hiring
efficiency, it conducts an analysis of its current staffing levels and identifies a
gap in experienced store managers. The company establishes a strategic hiring
plan, conducting recruitment drives six months prior to opening the stores. This
proactive approach allows them to hire and train competent managers, reducing
the onboarding time and increasing store readiness.

3. Enhance Adaptability: Organizations can better manage changes in demand
and adjust their workforce requirements accordingly. Example: A tech startup
frequently faces fluctuating demand for software updates based on client
requirements. By employing an agile workforce planning approach, it maintains
a pool of contract software developers who can be brought on board quickly
when the demand rises. This strategy allows the startup to adapt efficiently to
changes without overcommitting to permanent staff and costs.

4. Reduce Costs: Efficient planning helps reduce labour costs by optimising the
deployment of existing employees and eliminating redundancies. Example: A
manufacturing company in Kerala implements a workforce planning strategy
to optimize its production schedule. By conducting a detailed analysis of peak
and low demand periods, the company shifts its workers to shorter shifts during
off-peak times, avoiding unnecessary overtime and reducing overall labor costs.
Additionally, it cross-trains employees, so the company can easily reallocate
staff as needed, avoiding the need to hire temporary workers.

5. Boost Retention: Placing employees in roles that align with their skills and
providing growth opportunities helps improve retention. Example: A nano
business specializing in custom-made jewelry frequently experiences high
employee turnover. Through workforce planning, the business identifies that a
lack of career development opportunities is causing dissatisfaction. The owner
introduces skill development workshops and provides clear career progression
paths. This initiative not only aligns employees' roles with their skills but also
creates growth opportunities, leading to increased employee satisfaction and
reduced turnover.

6. Enhance Productivity and Quality: By having the right people in the right

m SGOU - SLM - BA Nano Entrepreneurship - Management of Nano Enterprises

—oC—~
i~

Vilgsog 5
SREENARAYANAGURU
GPEN UNIVERSITY



positions, organisations can achieve higher-quality results. Example: A small-
scale bakery realizes that its cake decorators are overwhelmed, causing delays
in delivery and inconsistencies in design quality. Through effective workforce
planning, the bakery hires additional assistants to handle basic cake preparation
tasks, freeing up the skilled decorators to focus solely on intricate designs.
This move results in improved productivity and higher-quality products, as
employees are better utilized according to their expertise.

2.1.1.2 How to Plan Workforce or Steps in Workforce Planning

John started his soap-making business from his home. Initially, he worked alone,
crafting soaps, packaging them, and handling marketing and sales through social
media. As orders began to increase, John faced challenges in meeting customer demand
while maintaining quality. Recognising the need for help, he decided to implement
basic workforce planning to sustain and grow his business.

Case Study: Ilustration: John’s Handcrafted Soap Business

To understand the concept of workforce planning, let’s look at a real-world example
of John, who owns a very small, handcrafted soap business.

John started his soap-making business from his home. Initially, he worked alone,
crafting soaps, packaging them, and handling marketing and sales through social
media. As orders began to increase, John faced challenges in meeting customer demand
while maintaining quality. Recognising the need for help, he decided to implement
basic workforce planning to sustain and grow his business.

Steps followed by John in Workforce Planning

1. Assessing Current Workforce and Skills: John began by assessing his current
situation. He was the sole worker and handled everything from soap production
to shipping. While John was skilled in soap-making, he realized he lacked
expertise in marketing, packaging design, and order fulfilment efficiency.

2. Forecasting Future Workforce Requirements: John set clear goals to expand his
customer base by 30% over the next six months. He estimated that to achieve
this target, he needed additional help to improve packaging quality and speed
up the delivery process. Additionally, he planned to promote his products more
aggressively on social media platforms.

3. Identifying Workforce Gaps: John identified key areas where he needed
assistance:

0 Production Assistance: To produce more soap without compromising
quality.

¢ Marketing Support: To reach a wider audience and create engaging social
media content.
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¢ Logistics Support: To package and ship orders more efficiently.

4. Implementing Workforce Strategies: With a limited budget, John couldn’t
afford full-time employees. Instead, he hired a part-time assistant to help with
production during peak periods. He also collaborated with a freelance social
media marketer to create better product visuals and engaging posts. For logistics,
he partnered with a local delivery service to reduce the time and effort spent on
order fulfilment.

5. Monitoring and Adjusting Workforce Plans: John continuously monitored his
sales and social media engagement to evaluate the effectiveness of his workforce
changes. By tracking these metrics, he adjusted the work hours of his assistant
during high-demand periods and refined his marketing strategies to boost sales.

Through this example, John effectively planned his workforce by assessing his
current capacity, forecasting future needs, identifying gaps, implementing strategies,
and adjusting them based on real-time feedback. Workforce planning enabled him
to optimise resources and achieve growth, illustrating its relevance even in a nano
business setting. This simple example shows that workforce planning is not just for
large companies but is crucial for nano businesses as well. It helps them stay organised,
meet customer demands, and grow steadily by making strategic staffing decisions.

2.1.1.3 Principles of Workforce Planning

¢ Adapt to Changes: Being proactive in anticipating and preparing for shifts in
workforce demand. Example: A small custom furniture business anticipates
an increase in orders during the holiday season. To adapt, the business owner
proactively plans for this surge by training part-time staff in basic carpentry
skills. This preparation allows the business to scale up production quickly
without the need for last-minute hires, ensuring it meets increased customer
demand.

¢ Address Inefficiencies: Maximizing the use of resources by aligning roles with
employees’ skills. Example: In a nano business like a boutique bakery, the owner
notices that bakers spend too much time managing inventory. To address this
inefficiency, the owner assigns inventory management tasks to a staff member
with organizational skills, allowing bakers to focus solely on baking. This role
alignment increases productivity and optimizes the use of available resources.

¢ Enhance Quality: Assigning tasks to those most suited for them to improve
output quality. Example: A local organic skincare business assigns its employees
tasks based on their expertise. For instance, a staff member with a background
in chemistry focuses on developing new formulas, while another with artistic
skills handles packaging and design. This specialization improves the quality of
the products, ensuring consistency and innovation.

¢ Improve Retention: Ensuring employees feel valued and engaged through
suitable job placements. Example: A nano tech repair shop noticed that some
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employees felt underutilized and disengaged. The owner conducted individual
skill assessments and repositioned staff into roles aligned with their interests
and strengths. For instance, a technician with a knack for explaining technical
concepts was moved to customer service, leading to increased job satisfaction
and lower turnover rates.

¢ Provide Professional Development: Fostering a skilled workforce by identifying
and addressing skill gaps. Example: A nano marketing consultancy recognizes
a gap in digital advertising skills among its team. To foster a skilled workforce,
the business arranges a series of online courses on digital marketing trends. This
initiative not only closes skill gaps but also boosts employee confidence and
readiness to handle more complex projects.

¢ Reduce Labor Costs: Promoting efficiency to eliminate unproductive practices
and manage expenses. Example: Asmall-scale clothing manufacturer streamlined
its workforce planning by cross-training employees in sewing, quality checking,
and packaging. By doing so, the business could allocate workers more efficiently
during peak times and reduce the need for temporary hires, effectively cutting
down on labor costs while maintaining productivity.

In summary, workforce planning is about strategically aligning an organization's
human resources with its long-term goals. It involves identifying current and future
needs, addressing gaps through targeted interventions, and monitoring the outcomes to
maintain an effective and motivated workforce.

2.1.2 Workforce SKkills

Workforce skills refer to the abilities and competencies required to perform effectively
in a professional environment. These skills are essential for achieving productivity,
meeting job expectations, and contributing to organisational goals. Employers act as
consumers of the labour force's skill set and are also a key source of skill development.
To address this, the business sector must take on a more substantial role in offering
opportunities for workforce skill enhancement.

In the context of workforce planning for nano businesses, effectively managing the
skills of the workforce is crucial for optimising performance and achieving growth.
Nano businesses, characterised by their small size, usually operate with very limited
staff, often ranging from one to five employees. Given these constraints, these businesses
must rely on employees possessing a diverse set of skills. This adaptability not only
ensures smooth daily operations but also aids in scaling the business as opportunities
arise.

2.1.2.1 Importance of Managing Workforce Skills in Nano Businesses

1. Optimising Limited Resources: With limited employees, nano businesses need
each individual to contribute in various roles. For instance, in a nano business
like a local bakery, workforce planning might involve training a baker also to
handle customer inquiries or basic inventory management. This versatility helps
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reduce hiring costs while ensuring that the essential functions are adequately
managed, even during peak hours or unexpected situations.

2. Adapting to Dynamic Market Demands: Nano businesses often face fluctuations
in demand based on seasonal trends or changing customer preferences. For
example, a small handicrafts business may experience high demand during
the holiday season. By planning for these variations, the owner might train the
crafting team in packaging and dispatch during peak periods. This flexibility
helps the business quickly respond to market needs without hiring additional
temporary staff.

3. Creating a Resilient Workforce: Employee absenteeism or turnover can have
a significant impact on nano businesses due to their small size. A strategic
workforce planning approach in this context would include cross-training
employees in multiple essential tasks. For example, in a nano tech-repair shop,
it is beneficial if all technicians are trained to handle both hardware and software
issues. Such skill diversity builds resilience, enabling the business to continue
operations seamlessly in the absence of any single employee.

4. Promoting Skill Development and Employee Satisfaction: When nano business
owners invest in workforce planning that emphasizes skill enhancement and
multi-tasking, employees are more likely to feel valued and motivated. For
instance, a small organic café might train its staff in both culinary skills and
customer relations, providing them with the opportunity to grow in multiple
areas. Such initiatives not only benefit the business but also boost employee
retention, as workers perceive more growth opportunities in the company.

5. Maximizing Efficiency and Innovation: Proper workforce planning allows nano
businesses to leverage their employees’ diverse skill sets for better efficiency
and innovative problem-solving. For example, in a small-scale garment tailoring
business, training the tailors in basic social media marketing can empower them
to showcase new designs or connect directly with customers. This multi-skill
approach can lead to innovative marketing strategies or new product ideas,
directly contributing to the business’s growth.

Fornano businesses, effective workforce planning involves recognizing and managing
workforce skills strategically. Given the reliance on a limited number of employees, it
becomes essential to invest in multi-skill training, adaptability, and resilience. By doing
s0, nano businesses can not only maintain optimal performance but also seize growth
opportunities in dynamic market conditions.
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2.1.3 Skill Gap Analysis and Its Management in Nano Busi-
nesses

A skills gap is the difference between the skills your workforce currently possesses
and the skills required to achieve your business goals. This gap can result in reduced
productivity, missed opportunities, and increased turnover. It underscores the critical
need for human resource management to address this gap and ensure the workforce is
prepared for future challenges.

HR analyses determine potential personnel and skill shortages by evaluating the
current skills of your workforce against the skills required to achieve your major business
objectives. This process is often referred to as a skills gap analysis or workforce gap
analysis. This process is usually undertaken in anticipation of upcoming changes, such
as new projects, shifts in strategy, or updates in technology.

Skill Gap analysis in workforce management involves evaluating the existing skills
of employees and comparing them against the skills needed to achieve key business
objectives. This process helps identify areas where additional training or new hires are
necessary to bridge the gap.

In a nano business, where every employee plays a crucial role, even a minor skills
gap can lead to reduced productivity, missed business opportunities, and increased
employee frustration, resulting in higher turnover rates. For instance, if a small eco-
friendly cosmetics business plans to expand its online presence but lacks employees
skilled in e-commerce and digital marketing, it risks missing out on growth opportunities
in this market segment.

2.1.3.1 Process of Skills Gap Analysis

1. Assessing Current Workforce Skills: The first step in conducting a skills gap
analysis is to evaluate the existing skill sets of the workforce. For instance, the
owner of a nano handmade furniture business may list the technical skills (e.g.,
carpentry, design) and business skills (e.g., inventory management, customer
service) currently possessed by the team. This assessment serves as a baseline
for identifying gaps.

2. Identifying Business Goals and Required Skills: Next, the business owner
should outline the key objectives and the skills necessary to achieve them. For
example, if the goal is to introduce a new line of custom-designed furniture,
skills such as advanced wood carving, digital design, and marketing will be
essential.

3. Comparing Existing Skills to Required Skills: Once the current and required
skills are documented, the owner can identify where gaps exist. In our furniture
business example, if the current workforce lacks expertise in digital design
software, there’s a clear gap that needs addressing.
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4. Planning to Bridge the Skills Gap: To manage the identified gaps, the owner can
explore options such as:

¢ Training Existing Employees: Conducting workshops or online courses
to upskill current employees in digital design.

¢ Hiring New Talent: Recruiting a freelance designer with expertise in
digital tools.

¢ Outsourcing Temporarily: Collaborating with a third-party digital
marketing agency to handle specific projects while training the existing
workforce.

2.1.3.2 Proactive Management of Skills Gaps

Gap analysis is most effective when conducted proactively in anticipation of upcoming
changes. Nano businesses often face shifts in market demands, technological updates,
and new project launches. For instance, a small event planning company anticipating a
rise in virtual events might assess its workforce for skills like video streaming, online
engagement strategies, and digital tools. Identifying these needs early on helps the
company prepare its team ahead of time.

2.1.3.3 Benefits of Conducting a Skills Gap Analysis

1. Increased Efficiency and Productivity: Closing skills gaps ensures that all
employees are equipped to handle their responsibilities effectively, leading to
smoother operations.

2. Seizing New Opportunities: With the right skills in place, nano businesses can
confidently take on new projects and ventures without hesitation.

3. Enhanced Employee Satisfaction and Retention: Investing in employee
development through training and skill-building opportunities not only fills
gaps but also shows employees that their growth is valued.

For nano businesses, conducting a skills gap analysis is a vital part of strategic
workforce planning. It involves identifying where current skills fall short in meeting
business goals and implementing proactive measures to close those gaps. By managing
skills gaps effectively, nano businesses can enhance their productivity, reduce turnover,
and achieve sustainable growth in a dynamic market environment.
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Recap

¢ Workforce Planning is the strategic process of aligning workforce skills and
numbers with business goals.

¢ It ensures the right talent pool is available for current and future business
objectives.

¢ Effective workforce planning involves identifying gaps and implementing
efficient hiring, training, and deployment strategies.

¢ For nano businesses, it’s crucial to manage resources carefully, maintain
adaptability, and reduce costs.

¢ Skills gap analysis plays a vital role in identifying skill shortages and
addressing them proactively to enhance productivity and growth.

Objective Questions

1. What is workforce planning?
2. Who does workforce planning benefit the most?
3. What does a skills gap analysis identify?

4. What kind of businesses are nano businesses?

5. What is the goal of workforce planning?

6. What is crucial in nano business planning?

7.  What reduces costs in workforce planning?

8.  What is the first step in skills gap analysis?

9. What should be identified in proactive planning?
10. What does effective workforce planning achieve?

11. What does training focus on in skill management?

—oC—~
i~

Vilgsog 5
SREENARAYANAGURU
GPEN UNIVERSITY

SGOU - SLM - BA Nano Entrepreneurship - Management of Nano Enterprises m



Answers

1. Workforce planning is the strategic process of aligning an organization’s
human resources with its long-term goals.

2.  Workforce planning benefits businesses by ensuring they have the right
talent to meet their objectives.

3. Askills gap analysis identifies the differences between current workforce
skills and those needed to achieve business goals.

4. Nano businesses are very small businesses typically consisting of 1 to 5
employees.

5. The goal of workforce planning is to align the workforce with current and
future business objectives.

6. Adaptability is crucial in nano business planning due to limited resources
and fluctuating demands.

7. Efficiency in resource utilization and role alignment reduces costs in
workforce planning.

8. The first step in skills gap analysis is assessing the existing skills of the
workforce.

9. In proactive planning, skill needs should be identified in anticipation of
future changes.

10. Effective workforce planning achieves higher productivity and efficient
resource utilisation.

11. Training focuses on upskilling employees to bridge identified gaps.
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Assignments

1. Explain the strategic importance of workforce planning for nano businesses.
2. How does skills gap analysis contribute to the efficiency of a business?

3. Discuss the principles of workforce planning and their relevance to small
businesses.

4. Describe the steps involved in conducting a workforce skills gap analysis.

5. Provide a real-life example of how workforce planning has improved a
business’s performance.

6. Choose a small business in your locality and analyse its workforce planning
strategy. Identify key strengths and gaps.

7. Conduct a skills gap analysis for a hypothetical small business based on its
stated goals.

8. Interview a local nano business owner about their workforce challenges
and strategies.

9. Simulate a workforce planning meeting for a nano business, focusing on
aligning resources with business goals.

10. Create a workforce plan for a fictional startup aiming to expand its
operations.
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Finding and Hiring

Learning Outcomes

At the conclusion of this unit, learners will be able to
¢ familiarise with the concept of Hiring Employees

¢ describe various methods for finding and hiring employees in the context
of a nano business.

¢ analyse the role of performance appraisal and employee relations in
improving business operations.

Prerequisite

Ravi opened a small artisanal tea shop named Tea Tales. Ravi’s shop specialised
in hand-blended teas and traditional snacks, which quickly became popular among
locals. Initially, Ravi managed everything by himself — from blending teas to
serving customers. As the popularity of Tea Tales grew, Ravi realised he couldn’t
handle the increasing demands alone and needed extra hands to keep up with his
loyal customers’ expectations.

Ravi didn’t have a big budget or sophisticated tools to find new employees.
So, he turned to his own personal networks and the local community. He first
approached his cousin, who had experience working in a café, and offered her a
part-time role as a barista. Ravi trusted his cousin’s reliability and knew she would
connect well with their regular customers. This approach worked perfectly, and
soon Ravi’s cousin became the friendly face serving customers their favourite teas.
Encouraged by this success, Ravi took it a step further and attended the town’s
weekly community meeting. There, he shared that Tea Tales was looking for
someone to help with the shop’s upkeep and inventory. By reaching out to familiar
faces, Ravi received several recommendations from the locals. One suggestion led
him to Kumar, a retired gentleman who enjoyed spending his mornings actively.
Kumar was happy to join Ravi’s team part-time, handling the shop’s inventory and
deliveries. As Ravi’s shop continued to thrive, he expanded his search by visiting
the nearby vocational school that offered culinary courses. He connected with the
principal and asked if any students were looking for work experience in a real-
world setting. This led him to hire Anita, a young culinary student eager to gain
hands-on experience. Anita helped Ravi introduce new snacks and speciality teas,
adding her creativity to Tea Tales.
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Through this story, we see how Ravi used simple, resourceful methods to find and
hire employees — personal networks, local community outreach, and partnerships with
educational institutions. These strategies, which relied on trust, local connections, and
resourcefulness, are ideal for nano businesses like Tea Tales. Ravi’s journey highlights
the importance of creating a supportive, community-oriented hiring process that helps
nano businesses build reliable teams without needing extensive resources.

Keywords

Hiring Employees, Job Description, Training, Performance review, Employee
relations

Discussion ‘

The historical perspective on hiring highlights a significant evolution in practices
and philosophies over time. In the early 20th century, hiring frequently relied on
personal connections and informal referrals, with minimal focus on formal criteria.
However, as industrialisation advanced, organisations started to appreciate the
importance of efficiency and productivity, resulting in the emergence of more
structured hiring methods. Today, organisations are increasingly aware that effective
hiring is not just about filling vacancies but about building cohesive teams that align
with long-term strategic goals.

2.2.1 Ways to find and hire employees

For a nano business, finding and hiring employees involves simple, cost-effective,
and efficient strategies due to limited resources. Here are various ways to find and
hire employees for a nano business, with examples:

1. Personal Networks and Referrals

Nano business owners often rely on their personal and social networks to find
suitable employees. This includes family, friends, and acquaintances who may
recommend potential candidates. The advantage of this approach is trust and
reliability, as the employer already has some background information on the referred
person.

Example: For a small food stall, the owner might ask close family members or
friends if they know anyone looking for work. Often, such businesses employ young
people or relatives part-time through personal connections.
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2. Local Community Outreach

Nano businesses are usually based within a specific locality. Business owners can
connect with the local community, attend local gatherings, or spread the word through
community centres, religious places, or events. This is a common method for informal
recruitment, where trust and word-of-mouth play significant roles.

Example: A neighbourhood grocery shop might spread the word through the local
temple or mosque, letting the community know they need a helper, usually getting
recommendations from familiar people.

3. Hiring from Educational Institutions

Some nano businesses approach local schools or vocational training centers to find
young talent. This works well for finding apprentices or part-time employees looking
to gain practical experience.

Example: A tailoring shop might approach a local vocational training center offering
sewing courses and hire students as apprentices who want to hone their skills through
hands-on experience.

4. Using Local Job Portals and Social Media

In recent years, many nano business owners have started using local job portals,
classified sections in newspapers, or social media platforms like Facebook groups and
WhatsApp groups to reach out to potential employees.

Example: A nano-scale event planning business can post a job opening for helpers
or part-time coordinators on a local classified website or community Facebook group,
targeting people within the same locality.

5. Recruiting Customers

Nano businesses often build close relationships with their customers, which can
sometimes lead to recruiting them or their contacts as employees. A satisfied customer
might show interest in working or might have a friend or family member looking for a
job.

Example: A regular customer at a small bakery might notice how the owner is
struggling during busy hours and recommend a relative looking for part-time work.
Such word-of-mouth hiring builds on the existing trust between the customer and the
owner.

6. Hiring through Partnerships and Collaborations

Nano businesses can collaborate with other small businesses or suppliers to source
labor. Collaborating partners or suppliers often have connections with potential
employees who are looking for work.

Example: A nano business making homemade pickles might partner with a local
packaging business. Through this collaboration, they may find packaging staff

recommended by the partner business owner.
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7. Voluntary Programs and Internships

Some nano businesses encourage voluntary programs or offer internships to local
students, providing them with practical experience in exchange for their labor. This
method is cost-effective and helps in gaining fresh perspectives.

Example: A small eco-friendly goods store might allow environmental studies
students to intern during their projects, involving them in daily tasks and creating a
future pool of potential employees.

8. Traditional ‘Help Wanted’ Signs

This is the simplest and oldest method used by nano businesses to find employees.
A "Help Wanted" sign at the door or on a notice board in the community is enough to
draw in interested candidates.

Example: A small tailoring shop could put up a simple “Helper Wanted” sign,
attracting local passersby who might be looking for work.

Nano businesses often rely on trust-based methods, local connections, and informal
networks due to limited resources for recruitment. Whether through personal referrals,
local outreach, or basic social media efforts, the focus remains on finding reliable
and familiar people to contribute to the business's growth. These methods help nano
business owners reduce the risks of hiring, build personal relationships with employees,
and foster a sense of community around the business.

2.2.2 Hiring Plan for Nano Business

Let us understand the hiring process with an illustration. In the serene village of
Vasantpur, Meera launched a small organic farming venture named "Green Harvest."
Her goal was to provide the community with fresh, chemical-free produce and promote
sustainable farming practices. As the business grew, Meera realised she needed to
expand her small team to meet the rising demand.

So, as the first step, Meera defined her immediate needs. She needed a knowledgeable
farm manager to oversee operations, a skilled gardener to look after crops, and a local
marketing person to promote Green Harvest in nearby towns. She then crafted detailed
job descriptions, like writing a recipe for a traditional dish, clearly outlining each role’s
responsibilities and required skills. Meera allocated a budget for salaries and for the
recruitment process, ensuring she could cover all expenses without compromising
her farm’s quality. To find the right people, Meera advertised the positions in local
newspapers, community centers, and through word-of-mouth referrals. After the
selection of workers, Meera welcomed the new team members with a traditional
welcome ceremony, complete with fresh farm produce and warm hospitality. She
provided training to familiarise them with organic farming techniques and her farm’s
values, guiding them like a mentor nurturing young plants. By fostering a supportive
and collaborative work environment, Meera ensured her team was motivated and
aligned with Green Harvest’s mission.
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Under Meera’s careful guidance, Green Harvest thrived, producing abundant organic
crops and becoming a cherished part of the community. Her thoughtful hiring plan and
dedication to sustainable farming turned her small venture into a beloved and successful
enterprise.

Here’s a more detailed breakdown of each point in the hiring plan for a nano business:
1. Identify Hiring Needs

Identifying hiring needs for a nano business involves taking a close look at your
current workload and projecting any upcoming changes that may require more hands
or new skills. Start by assessing whether your existing team can handle the current
demands and what might change due to upcoming projects, business expansion, or
seasonal fluctuations. For instance, if a small bakery is planning to increase its production
during a festive season, it might need additional staff to handle the increased demand or
workers skilled in specific tasks such as cake decoration or packaging. This assessment
allows you to pinpoint gaps in your workforce and plan hiring accordingly.

2. Develop Job Descriptions

Creating clear and precise job descriptions is crucial to attracting suitable candidates
and ensuring they understand what the role entails. For a nano business, this means
defining the key tasks and responsibilities of each position and outlining the skills
and qualifications needed. It is also beneficial to mention any unique aspects of the
company’s culture, values, and perks to give potential employees an idea of the work
environment.

Components of a Job Description

¢ Job Title: A clear job title helps candidates understand the role. For instance,
in a small organic farming business, job titles like "Farm Assistant" or "Crop
Technician" may be appropriate.

0 Summary of the Job: Provide a brief description of the main duties and
responsibilities. For instance, a farm assistant’s role may include planting,
harvesting, and assisting with crop management.

¢ Location of the Job: Mention the specific location, such as “on-site work at
XYZ Organic Farm.”

¢ Details of Equipment, Materials, Tools to be Used: List all the necessary
equipment and tools. For example, indicate that the assistant will be using
garden tools, watering systems, and farm vehicles.

¢ Degree of Supervision: State the level of supervision and decision-making
power, such as reporting directly to the farm manager.

¢ Mental and Physical Requirements: Specify the physical tasks, such as lifting
heavy bags of compost, handling equipment, and working outdoors.
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¢ Working Conditions: Clearly describe the environment, like exposure to
different weather conditions, the physical demands of farm work, and potential
safety risks.

3. Set a Budget

Setting a hiring budget involves determining the amount your nano business can
allocate for hiring based on its financial resources. Start by establishing a competitive
salary range that aligns with industry standards and your budget. Consider any additional
expenses, such as advertising the job or purchasing equipment for new employees. For
example, a small catering business might set a modest budget to hire part-time workers
during peak events, ensuring it remains financially viable while meeting the demand.

4. Recruitment Strategy

Crafting a recruitment strategy means finding ways to attract candidates effectively.
For a nano business, leverage your personal network, seek referrals from existing
employees, and utilize local job portals or social media groups to reach out to potential
employees. Additionally, consider posting job openings on community notice boards
or local newspapers. If you need specialized skills or short-term assistance, hiring
freelancers or contractors may be a cost-effective option. For example, a nano-scale
digital marketing consultancy could hire freelancers for content writing or graphic
design projects.

5. Screen Candidates

Screening candidates involves reviewing applications and conducting initial
interviews to shortlist the most promising individuals. For a nano business, this might
mean looking for candidates with hands-on experience and relevant skills. Conduct
short phone or video calls to gauge the candidate’s enthusiasm and cultural fit. For
example, a small tailoring business could prioritise candidates who have experience
with stitching or embroidery while evaluating their problem-solving skills through
simple scenario-based questions.

6. Selection Process

After screening candidates, proceed with in-depth interviews or practical tests to
evaluate their suitability for the job. Consider including role-specific tasks or assignments
that align with the responsibilities of the position. For example, a nano bakery may
ask candidates for a baking assistant role to demonstrate their cake decorating skills
or ability to maintain hygiene in the kitchen. Checking references is also essential to
verify the candidate's past performance and reliability before extending an offer.

7. Onboarding

The onboarding process should be designed to help new hires integrate quickly
and become productive members of the team. Start with an orientation that covers the
business’s culture, values, and policies. Provide hands-on training to familiarise them
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with the tools and tasks relevant to their role. For instance, a nano IT support firm may
need to provide training on specific software systems or troubleshooting techniques.
Regular check-ins and constructive feedback during the initial period will help new
employees adapt and feel valued.

8. Monitor

Monitoring the hiring and onboarding process involves regularly reviewing how
well the new employees are integrating and performing. Collect feedback from both
new hires and existing staff to identify any areas for improvement in the process. For
example, if a nano business discovers that new hires are facing difficulties with certain
tasks or equipment, it can implement additional training sessions to close these gaps.
This ongoing evaluation ensures that the business remains agile and adapts its hiring
practices to evolving needs.

By following these steps, a nano business can effectively find, hire, and retain the
right talent, helping it achieve its growth objectives while maintaining a close-knit,
productive workforce.

2.2.3 Training Needs of a Nano Business

In a nano business, where resources are often limited and teams are small, training
plays a crucial role in maintaining productivity, efficiency, and quality. Training in
this context is about equipping employees with the necessary skills and knowledge to
perform their tasks effectively and ensuring that they align with the business’s goals
and values. Since nano businesses may not have dedicated HR departments or training
budgets, training tends to be practical, on-the-job, and focused on immediate business
needs.

2.2.3.1 Importance of Training in Nano Businesses

a. Skill Enhancement: Employees in nano businesses often need to multitask and
handle various roles. Training helps them acquire new skills or improve existing
ones.

b. Consistency in Operations: Proper training ensures that all employees are familiar
with standard operating procedures, reducing errors and inconsistencies.

c. Adaptability: With frequent changes in the business environment or the
introduction of new products, training prepares employees to adapt quickly.

d. Employee Retention and Motivation: Training not only enhances employees’
skills but also boosts their confidence and job satisfaction, which in turn
improves retention.

2.2.3.2 How to Implement Training in a Nano Business

1. Identify Training Needs: Start by identifying the skills or knowledge gaps within
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your team. This could be done informally by observing employees at work,
reviewing any mistakes or bottlenecks, or having one-on-one conversations.
For instance, a nano garment business may notice that some employees are not
proficient with advanced stitching techniques or embroidery, indicating a need
for specific skill-based training.

2. On-the-Job Training: On-the-job training is the most practical and cost-effective
method for nano businesses. It involves teaching employees while they are
performing their actual tasks. The owner or a more experienced employee
typically serves as a mentor, demonstrating how to perform specific tasks and
allowing new employees to learn by doing. Example: In a small bakery, the
owner might train a new employee on how to mix and bake specific recipes
while emphasising key quality checks and hygiene practices.

3. Cross-Training for Multi-Tasking In nano businesses, where each employee
might need to cover multiple roles, cross-training is essential. Cross-training
involves teaching employees various skills so that they can switch between
tasks as needed. This not only improves operational flexibility but also ensures
smooth functioning in case of employee absences. Example: In a nano-scale
restaurant, employees can be cross-trained to take orders, serve customers, and
manage the cash register, reducing dependency on specific individuals.

4. Peer-to-Peer Training: Leverage the skills and experience of your existing team
members to train new employees. This is a great way to foster collaboration
and build a sense of ownership among employees. Peer training can be done
informally, with more experienced workers teaching new hires during daily
tasks. Example: In a small printing business, an experienced printer might teach
anew employee how to operate the different types of machines and troubleshoot
common issues.

5. Focus on Practical Demonstrations: Visual and hands-on training methods
work best for nano businesses. Demonstrations and practical examples help
employees understand tasks clearly and are particularly effective for roles
involving manual or technical skills. Example: A small auto-repair shop can
demonstrate to new mechanics how to handle different tools, perform repairs,
and ensure safety procedures.

6. Use Simple Checklists and Guides: Create simple, easy-to-understand checklists
or guides for common tasks. These serve as reference materials for employees
and help them remember the key steps and standards. Such materials don’t have
to be elaborate; even a one-page instruction sheet can make a big difference.
Example: In a nano packaging business, a checklist detailing the packaging
process, safety measures, and quality checks can be given to new hires.
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7. Provide Regular Feedback and Follow-Up Continuous feedback is essential to
help employees improve. After initial training sessions, provide constructive
feedback on their performance and offer follow-up training if necessary. This
helps employees feel supported and gives them the opportunity to refine their
skills. Example: In a small digital marketing firm, the owner can review a new
employee’s work and provide tips on how to improve content writing or social
media management skills.

Training in a nano business needs to be direct, relevant, and resource-conscious.
By focusing on practical, on-the-job training methods and leveraging the skills of
existing team members, nano businesses can efficiently build a capable and adaptable
workforce. Cross-training and continuous feedback further enhance the effectiveness
of the training process, ensuring that employees are well-prepared to contribute to the
business’s success.

2.2.4 Performance Appraisal in a Nano Business

Performance appraisal is a systematic process used by nano businesses to evaluate
and understand the performance and skills of their employees. For nano businesses,
performance appraisal is essential as it helps in identifying strengths, areas of
improvement, and future training needs. Given the limited number of employees, it
often focuses on informal, direct methods and emphasizes close relationships between
the employer and employees.

In the context of a nano business, performance appraisal is an ongoing, personalized
process used to assess and improve employee performance. It is less formal than in
large organizations but equally important in ensuring that the business runs smoothly
and meets its goals.

Ilustration: Ravi’s Boutique

Ravi runs a small tailoring and boutique shop with two employees, Meera and Anil.
The boutique offers custom stitching services and sells ready-made garments. As the
business grows, Ravi finds it essential to evaluate the work quality and efficiency of his
employees to maintain service standards.

To achieve this, Ravi decides to introduce a performance appraisal system, which
includes:

a. Performance Review Meetings: Ravi schedules bi-monthly meetings with
Meera and Anil to discuss their tasks, challenges faced, and their progress on
stitching assignments. During these meetings, he reviews the quality of their
finished garments, their punctuality, and their interactions with customers. Ravi
uses this opportunity to appreciate their efforts, offer constructive criticism, and
set simple goals for the next few weeks.

b. Observation and Informal Feedback: Ravi spends time observing Meera and
Anil as they work. He notices that Anil, who is newer to the shop, occasionally
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struggles with finishing delicate embroidery work. Rather than waiting for the
review meeting, Ravi approaches Anil immediately and provides a demonstration
of a technique to improve his embroidery. Similarly, when Meera successfully
handles a demanding customer, Ravi acknowledges her skill and encourages
her.

c. Feedback from Customers: Ravi keeps a small feedback book near the cash
counter, where customers can leave comments. When customers express their
satisfaction with Meera’s friendly service or compliment Anil’s stitching, Ravi
shares this feedback with them during review meetings. Positive feedback
motivates Meera and Anil, reinforcing good practices and boosting their morale.

d. Employee Involvement and Discussion: Ravi involves Meera and Anil in
discussions about expanding the boutique’s product line. During one meeting,
they suggested introducing eco-friendly fabrics based on customer queries. Ravi
values their input and decides to try out this idea, which leads to an increase
in sales. This collaborative approach strengthens their relationship and makes
Meera and Anil feel like valued team members.

e. Assessing Personality and Teamwork: Ravi also pays attention to Meera and
Anil's interpersonal dynamics. He encourages them to communicate openly
and helps resolve any minor disagreements that arise. By understanding their
personalities and how they collaborate, Ravi assigns tasks that play to each of
their strengths, ensuring smoother operations.

Through this appraisal system, Ravi not only keeps track of Meera’s and Anil’s
performance but also fosters a positive working environment where they feel supported
and motivated. This approach helps Ravi maintain the boutique’s service quality and
encourages his employees to grow with the business.

This illustration demonstrates how a nano business can implement a simple yet
effective performance appraisal system that is based on observation, regular feedback,
and open communication.

2.2.4.1 Tools to Identify Performance and Skills

1. Performance Review: A performance review in a nano business involves
regular evaluations by the owner or manager to assess employees' work quality,
punctuality, and overall contribution to the business. The review could include
setting simple goals and checking if these are being met.

Example: A nano bakery might review an employee's performance by checking
if they consistently maintain hygiene standards, deliver products on time,
and receive positive customer feedback. During the review, the owner could
compare sales records and customer feedback with the employee’s tasks and
responsibilities.

2. Observation and Discussion: Observation is a key tool in nano businesses, where
owners often work alongside their employees. This allows them to directly
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observe work habits, behaviour, and interactions. Combined with regular
discussions, it becomes a powerful tool for identifying performance issues and
guiding improvements.

Example: In a small tailoring shop, the owner may notice an employee struggling with
a particular sewing technique. The owner can then have a brief discussion,
providing tips or demonstrating the correct method. This direct approach
helps improve the employee’s skills in real time.

3. Feedback from Supervisor, Team, or Clients: In a nano business, feedback from
supervisors, team members, and even clients plays a crucial role. Since nano
businesses have smaller teams, peer feedback is often informal but provides
valuable insights into an employee’s cooperation, attitude, and work quality.
Client feedback is particularly important in businesses with direct customer
interactions.

Example: A nano interior decoration firm could rely on feedback from clients about
how well an employee communicated and executed the designs. If a customer
frequently praises a specific worker for their professionalism, the owner can use
this feedback to reward and encourage the employee.

4. Personality Testing: Personality testing can be used by nano businesses to
understand an employee’s temperament, strengths, and weaknesses. This is not
as formal as in large organisations, but nano business owners can use simple,
informal personality assessments to better understand their team members'
motivations and areas for improvement.

Example: In a small café, the owner might use informal questions to gauge an
employee’s patience and stress management skills, which are critical for
dealing with peak-hour rushes. Based on these insights, the owner can assign
responsibilities that align with the employee’s strengths.

2.2.4.2 Employee Relations in a Nano Business

Employee relations in a nano business are characterized by close-knit, trust-based
interactions between the owner and employees. Maintaining positive employee relations
is crucial for retaining staff and fostering a cooperative work environment. Good
employee relations can be fostered through clear communication, resolving conflicts
promptly, and involving employees in decision-making processes.

1. Communication and Transparency: Owners should maintain open lines of
communication with employees to build trust. Regularly updating the team on
business goals, changes, and expectations helps create a sense of belonging and
transparency.

Example: In a nano accounting consultancy, the owner might have regular weekly
meetings with their two or three employees to update them on new clients, discuss
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workload distribution, and address any concerns. This open communication helps
build a team-oriented culture.

2. Resolving Conflicts: In a small team, conflicts can arise due to overlapping
tasks, misunderstandings, or differing opinions. It is important for the owner
to address issues quickly and fairly to prevent long-term damage to employee
relationships.

Example: If two employees in a nano printing shop disagree on task priorities, the
owner can step in, listen to both sides and find a middle ground that suits the
workflow and deadlines. By resolving conflicts promptly, the owner demonstrates
fairness and care for employee well-being.

3. Involving Employees in Decision-Making: Including employees in minor
business decisions or seeking their input fosters a sense of ownership and
responsibility. When employees feel valued and heard, their motivation and
loyalty increase.

Example: In a small-scale organic farm, the owner might ask the workers for their
suggestions on crop rotations or pest control measures. By implementing viable
ideas, the owner boosts employee morale and engagement.

Performance appraisal in a nano business is mostly informal and hands-on, relying on
tools such as direct observation, regular performance reviews, and feedback from team
members or clients. Building positive employee relations through clear communication,
conflict resolution, and involving employees in decision-making is essential to creating
a supportive and efficient work environment. These methods allow nano business
owners to nurture their workforce effectively while achieving their business goals.

Recap

0 The hiring process involves recruiting, screening, interviewing, and
selecting candidates for employment.

¢ Job description is descriptive statement explaining the nature of job.

¢ Components of Job Description are: a) Name of the job b) Summary of
the job ¢) Location of the job d) Details of equipments, materials, tools to
be used e) Degree of supervision f)Mental and physical requirement for
the job g) Working conditions

0 Screening and selecting candidates involves reviewing resumes,
conducting interviews, assessing skills, and verifying qualifications to
ensure the best fit for the role and organization.
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¢ Screening candidates involves reviewing resumes and conducting initial
assessments to identify suitable applicants.

¢ Onboarding is the process of integrating and training new employees to
ensure their smooth transition into the company.

¢ Training involves developing skills and knowledge to enhance employee
performance and adapt to changing job demands.

¢ Performance appraisal is the systematic and periodic evaluation of employee
performance.

¢ Observation and discussion are essential processes for gathering insights and
fostering deeper understanding through shared perspectives.

¢ Personality testing assesses individual traits to provide insights into work
performance and fit within an organization.

¢ Employee relations focus on developing positive workplace interactions.

Objective Questions

1.  What is the key aspect of hiring in nano businesses?
2. What hiring method involves word-of-mouth referrals?
3. What tool involves setting simple goals and reviewing performance?

4. Which tool is crucial for understanding employees’ strengths and
weaknesses?

5. What type of training focuses on learning while performing tasks?
6. What feedback is crucial in businesses with customer interaction?

7. What type of business interaction involves involving employees in minor
decisions?

8. What training method is ideal for multitasking in nano businesses?
9. What feedback method helps in identifying cooperation and work quality?

10. What business concept focuses on employee motivation and retention?
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Answers

1. Cost-effectiveness

2. Personal Networks
3. Performance Review
4. Personality Testing

5. On-the-Job

6. Client Feedback

7.  Employee Involvement
8. Cross-Training

9. Team Feedback

10. Employee Relations

Assignments

1. Describe the various ways to find and hire employees for a nano business.

2. Discuss the importance of performance appraisal in a nano business with
relevant examples.

3. How can employee relations be fostered in a nano business through open
communication and conflict resolution?

4. Explain the steps involved in creating an effective hiring plan for a nano
business.

5. Job Description Creation: Develop job descriptions for two positions in a
nano business of your choice.

6. Observation Task: Conduct a simulated observation session in a small
business setting and provide feedback based on your observations.

7. Role-play a performance review session between an owner and employee,
focusing on giving constructive feedback.

8. Create a training strategy for a small-scale business, incorporating on-the-
job training and cross-training methods.
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9. Analyse a hypothetical conflict between two employees in a nano business and
propose a resolution plan.
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Unit| Trgining and Development

| Programs

Learning Outcomes |

On completion of this unit, the learner will be able to:

¢ understand the concepts of training and development in the context of
human resource management.

¢ identify the characteristics, needs, and methods of training in a nano
business.

¢ explain the importance of continuous learning and its role in enhancing
skills and efficiency in small-scale enterprises.

¢ describe the role of leadership in fostering a learning culture within an
organisation.

Prerequisite

‘Zoom In Mobiles’ is an electronic gadgets shop which mainly deals with
the sales and service of mobile phones. There were a total of three employees
of which two were technicians who dealt with the service of mobiles and the
other one was specialized in sales. One day, an employee who was the technician
left the job. Thus it became difficult for the remaining two staffs to manage the
pending service cases as well as to deal with the new customers.

So the owner of the shop Mr. Nizar understood that he should immediately hire
new staffs in order to give his customers a better shopping experience. He decided
to hire a technician as well as a sales man. He got reference from his existing
staffs and after having a personal interview he selected two of them. As both of
them were freshers, Mr. Nizar decided to give them training.

So he asked the technician to join and receive training from an institute known
as ‘Rangans Institute of Smart Phone Technology’ for two weeks where he will
L get practical training in mobile phone servicing with guidance and supervision
from experienced technicians. Since this training is away from the actual work
place, it can be called off the job training.

As Zoom In Mobiles already have an experienced sales person working with
them, Mr. Nizar decided that the newly joined staff selected for the sales role
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can be given training in the shop itself. He can learn and understand his job role
by assisting and closely watching how the experienced sales man treats and deal
with the customers. Moreover Mr. Nizar will also provide him timely feedback and
suggestions which will help him improve as a better sales person. So in this case,
training is provided in the actual work place and this is known as on the job training.
These two are the different methods of training that is commonly employed by
organizations in training their employees. In this chapter we will look in detail into
the various categorizations of training and employee development program in detail.

Keywords

Training, Development, Continuous Learning, Leadership, Nano Business,
Training Evaluation, Employee Development, On The Job Training, Coaching, Job
Rotation, Vestibule Training, Leadership, Continuous Learning.

Discussion

Training and Development are crucial aspects of human resource management
aimed at improving employees' skills, knowledge, and performance to achieve both
organisational and personal growth. While they are often used interchangeably,
training and development serve distinct purposes.

3.1.1 Training

Training is a structured effort by an organisation to provide employees with
specific skills or knowledge to perform their current jobs more efficiently. It is
typically short-term, focused, and job-oriented. The primary aim of training is to
fill skill gaps or enhance the competence of employees in a particular area.

According to Edwin B. Flippo “Training is the act of increasing the knowledge
. and skills of an employee for doing a particular job”.

3.1.1.1 Characteristics of Training
a. Purpose: To Improve Current Job Performance

The primary purpose of training is to enhance an employee’s ability to
perform their current job efficiently and effectively. It targets existing tasks and
responsibilities to boost productivity and performance.

Example: In a small bakery (a nano business), the baker may conduct training
sessions for an assistant on how to prepare and bake a specific type of bread.
This training directly aims at improving the assistant’s baking skills to maintain
product consistency and quality.
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b. Focus: Specific Skill Sets or Knowledge

Training is typically designed to impart specific skills or knowledge that are relevant
to the employee’s current job responsibilities. The focus could range from technical
skills to soft skills.

Example: In a nano business like a small electronics repair shop, the owner might
train a new technician on soldering techniques for mobile phone repairs. This training is
focused solely on improving the technician's skill in soldering—a specific skill critical
to mobile phone repairs.

c¢. Duration: Short-term and Time-bound

Training programs are generally short-term and are scheduled within a set period.
They aim to achieve particular outcomes quickly to ensure immediate improvements in
job performance.

Example: A small tailoring shop could organise a one-week training session for new
hires to teach them how to operate a specific type of sewing machine. The training is
short-term, with the goal of enabling the employee to use the machine effectively by
the end of the week.

d. Scope: Primarily Focused on Immediate Job Requirements

The scope of training is usually limited to the immediate job tasks and requirements,
addressing the current needs of the business or employee role.

Example: A nano business like a neighbourhood grocery store might train a cashier
to use a newly implemented digital billing system. The training is designed to equip the
cashier with the necessary skills to handle transactions efficiently using the new system,
which is an immediate requirement for daily operations.

In a nano business, where resources and workforce are limited, training needs to be
practical, precise, and timely to address immediate needs. By focusing on improving
current job performance through specific, short-term, and job-oriented training sessions,
these businesses can maintain quality, improve efficiency, and keep their operations
running smoothly.

3.1.1.2 Need or Requirement of Training in a Nano Business

In nano businesses, where the workforce is typically small and resources are limited,
training becomes an essential component for sustaining and growing the business.
Despite their small size, nano businesses face unique challenges, such as multitasking
employees, rapid adaptation to market changes, and maintaining quality with limited
staff. Below are key reasons why training is crucial in a nano business:

1. Skill Development and Enhancement

In a nano business, employees often need to perform multiple roles. Training helps
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enhance their skill sets and ensures that they can effectively handle various tasks. This
versatility is crucial for maintaining productivity and responding to different demands
in small businesses.

Example: In a nano business like a neighbourhood bakery, the head baker might train
new hires on baking, inventory management, and customer service. This cross-training
enables employees to assist in different roles as needed, ensuring smooth operations
even if someone is absent.

2. Maintaining Quality Standards

Small businesses depend heavily on delivering consistent quality to retain their
customers. Proper training equips employees with the knowledge and techniques to
maintain product or service quality.

Example: A small handmade jewellery business can provide training to its artisans on
crafting techniques and finishing methods to maintain uniformity in design and quality,
which is vital for customer satisfaction and brand reputation.

3. Adapting to New Technologies or Processes

As technology evolves, even nano businesses must adapt to stay competitive.
Training ensures that employees are up-to-date with the latest tools, processes, or
software relevant to the business.

Example: A nano business offering delivery services might introduce a new digital
platform to track orders. Training delivery personnel on how to use the new app
efficiently can lead to improved delivery accuracy and faster response times.

4. Efficient Use of Limited Resources

With limited staff and financial resources, nano businesses need to maximize
efficiency. Training helps employees learn how to perform tasks effectively, leading to
cost savings and optimized resource utilization.

Example: In a small organic farm, employees could receive training on efficient
planting and harvesting techniques, reducing wastage and maximizing crop yield,
thereby enhancing overall business efficiency.

5. Improving Employee Morale and Motivation

Providing training opportunities shows employees that their development is valued,
leading to higher job satisfaction and motivation. This can be especially critical in small
businesses where each employee's contribution is highly significant.

Example: A local café could conduct barista training sessions, teaching employees
not only how to make coffee but also educating them about different coffee beans
and customer preferences. This boosts employee confidence and fosters a sense of
belonging, leading to increased motivation and loyalty.
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6. Compliance with Regulations and Standards

Certain nano businesses, like food-related or manufacturing enterprises, must adhere
to health, safety, and quality standards. Training ensures that employees understand
these regulations and operate accordingly to avoid legal issues and penalties.

Example: A small food truck business must ensure that its staff is trained in food
safety and hygiene standards to comply with local health regulations and protect
customer health.

7. Adapting to Market Changes

In the dynamic market environment, nano businesses need to be agile. Regular
training helps employees adapt to new customer demands, emerging market trends, and
innovative practices, keeping the business relevant and competitive.

Example: A boutique tailoring business might provide training on the latest fashion
trends and new sewing techniques. This training enables tailors to offer trendy designs,
thereby attracting more customers and expanding their market reach.

8. Improving Customer Service

For many nano businesses, customer interactions are a key part of daily operations.
Training on communication and customer handling can significantly enhance customer
experiences, leading to better customer retention.

Example: A small grocery store could train its cashiers and staff on customer service
best practices, such as greeting customers, handling complaints politely, and efficiently
managing billing, which creates a positive customer experience.

Training in a nano business is not just a nice-to-have but a necessity. It helps employees
become more versatile, efficient, and aligned with the business's goals. By investing in
training, nano businesses can improve productivity, ensure quality, adapt to change, and
ultimately achieve long-term success. Despite limited resources, structured and well-
planned training can yield significant benefits in terms of growth and sustainability for
small-scale enterprises.

3.1.1.3 Methods / Types of Training

Training methods are broadly classified into On-the-job Training and Off-the-job
Training. Both methods have their own unique benefits and applications depending
on the needs of the business. Nano businesses, which typically operate with limited
staff and resources, can adopt a combination of these methods to train their employees
effectively.

1. On-the-Job Training

In this type of training, new or less experienced employees learn by observing and
working with experienced peers or managers while performing actual job tasks. These
methods are cost-effective, less disruptive, and offer practical learning experiences.
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Following are some of the On-the-job training methods.
a. Coaching

Coaching involves one-on-one interactions where experienced employees or
managers provide direct guidance, support, and feedback to trainees. This type of
training focuses on improving specific skills and transferring theoretical learning
into practice. Example: In a small motorcycle repair workshop, a new trainee
mechanic might receive coaching from a senior mechanic. The senior mechanic
demonstrates repair tasks and provides tips on identifying common issues in
engines. The trainee learns by observing and practising under supervision,
gradually developing the skills needed to work independently.

b. Mentoring

Mentoring goes beyond technical training to focus on personal and professional
growth. It aims to develop a mentee’s attitudes, leadership qualities, and overall
professional behaviour. The emphasis is on providing career guidance and
developing managerial capabilities.

Example: In a small handmade jewellery business, the owner might mentor a junior
artisan, not just in crafting techniques, but also in developing patience, creativity,
and quality control. Over time, the junior artisan gains insight into running a small
business, managing relationships with customers, and maintaining high standards of
craftsmanship.

c. Job Rotation

Job rotation involves moving employees through different roles or departments
within the business to provide a broader understanding of various functions. It
helps employees avoid monotony and enhances their skills in multiple areas.

Example: In a small organic farm, employees might rotate between planting,
harvesting, packaging, and selling produce at a local market. This rotation helps
employees understand the entire farming process and prepares them to step in when
needed in different areas of the business.

2. Off-the-Job Training

Off-the-job training occurs outside the regular work environment, allowing
employees to focus on learning without job-related distractions. These methods are
structured and usually involve theoretical learning, discussions, and practical exercises
in a separate setting.

a. Lectures and Conferences

This traditional training method involves verbal presentations to groups of
employees. It is suitable for conveying new information, introducing concepts, or
providing updates on policies or processes. Lectures and conferences are usually
conducted by experts or experienced individuals.
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Example: A small bakery owner might arrange a conference session conducted by
a local health department official for their employees on food safety regulations and
hygiene practices. The session would include presentations, Q&A, and distribution
of informational material to ensure employees understand and comply with the latest
standards.

b. Vestibule Training

This method involves creating a simulated work environment where employees
can practice using tools and equipment identical to those used in the actual job.
It reduces errors in real work scenarios and allows employees to gain confidence
before starting work.

Example : In a small tailoring shop, new employees could be given vestibule
training on operating different types of sewing machines and handling various fabrics.
They practice in a separate room with similar machines and materials before they
start working on actual customer orders.

¢. Simulation Exercises

Simulation involves creating realistic scenarios to help employees practice
decision-making, problem-solving, or specific job tasks. It is especially useful
when real-life practice could be costly or risky.

Example: A small restaurant owner might use simulation exercises to train their
staff on handling customer complaints. Employees would role-play scenarios where
one person acts as an irate customer while another responds, helping them practice
and refine their customer service skills.

Both on-the-job and off-the-job training methods play essential roles in nano
businesses. On-the-job training methods such as coaching, mentoring, and job rotation
provide practical, real-world experience, helping employees quickly adapt to their roles.
Off-the-job training methods like lectures, vestibule training, and simulations allow for
a focused and structured approach to learning, especially when theoretical knowledge
or safety considerations are paramount. By combining these methods effectively,
nano businesses can cultivate a versatile and skilled workforce, driving growth and
sustainability despite their limited resources.

3.1.1.4 Evaluation of Training Programs

Evaluation of Training refers to the systematic process of assessing the effectiveness
and impact of a training programme. The goal is to determine whether the training
has successfully achieved its intended objectives, enhanced the skills and knowledge
of participants, and contributed to the overall goals of the organisation. Evaluation is
a crucial step in the training process as it helps in identifying strengths, weaknesses,
and areas for improvement in training design, delivery, and outcomes.
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1. Importance of Training Evaluation in Nano Businesses

Nano businesses rely heavily on their employees, who often perform multiple roles.
Effective training is essential to keep employees skilled and adaptable to various tasks.
However, without proper evaluation, it is challenging to determine if the training
provided has met its objectives or improved overall business performance. Evaluating
training programmes allows nano businesses to:

a. Measure Skill Improvement: Assess whether employees have acquired new
skills or enhance existing ones.

b. Identify Gaps: Highlight areas where training did not meet expectations or
where additional training might be needed.

c. Optimize Resource Allocation: Ensure that limited resources invested in training
are utilized effectively.

d. Improve Employee Morale and Satisfaction: Show employees that the business
values their growth and development by tracking their progress.

2. Steps in Evaluating Training Programmes

1. Define Training Objectives and Success Metrics: Before conducting any
training, it is essential to define clear objectives. For instance, if a nano business
trains its staff in basic accounting software, the objective might be to reduce
manual errors by 20%. Success metrics could include improved efficiency,
fewer mistakes, or increased understanding of the software.

2. Pre-Training Assessment: Conduct a baseline assessment to measure the
employees' existing knowledge and skills. This provides a point of comparison
to evaluate the training's impact later. In a nano business, this might involve
simple tests, interviews, or on-the-job observations.

3. Monitoring During Training: Track employee engagement and participation
during training sessions. For nano businesses, training is often informal or
on-the-job, so observing employees’ interest, asking questions, and seeking
feedback during training can provide insights into their learning experience.

4. Post-Training Evaluation: After completing the training, a post-training
evaluation is necessary. It can include:

1. Tests and Quizzes: Short assessments to gauge knowledge retention.

ii.  Observation and Supervisor Feedback: Supervisors can observe changes
in employees' performance or behaviour in real-time and provide
qualitative feedback on improvements.

iii. Practical Applications: For nano businesses, observing how employees
apply their newly acquired skills to their daily tasks offers direct evidence
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of training effectiveness. For example, in a small bakery, training
employees to use an inventory management app can be evaluated by
checking if they can efficiently track and update stock levels without
erTors.

5. Employee Feedback: Gathering feedback from employees about the training
programme helps identify its strengths and areas of improvement. In a nano
business, this can be achieved through informal discussions or short feedback
forms, focusing on aspects like training relevance, clarity of instructions, and
usefulness.

6. Performance Metrics Analysis: Compare pre- and post-training performance
metrics to quantify improvements. For instance, if training aimed to improve
customer service, the business can evaluate customer feedback scores or the
number of repeat customers after training completion.

6. Cost-Benefit Analysis: Since nano businesses operate on tight budgets, it
is crucial to assess the return on investment (ROI) from training initiatives.
This analysis considers the costs of training (such as trainer fees, material
costs, or downtime) and weighs them against the benefits (such as productivity
improvements, error reduction, or higher customer satisfaction).

3. Evaluation Models for Nano Businesses

While nano businesses may not have extensive resources to deploy complex
evaluation models, they can adopt simplified versions of existing frameworks like
Kirkpatrick’s Four-Level Model:

1. Level 1: Reaction — Assess how employees felt about the training. Did they find
it engaging and relevant? For nano businesses, short surveys or feedback during
meetings can be sufficient.

2. Level 2: Learning — Measure the extent to which employees acquire the
intended skills or knowledge. Small assessments, practical tasks, or supervisor
observations can serve this purpose.

3. Level 3: Behaviour — Evaluate whether employees are applying their new skills
on the job. Supervisors can monitor changes in behaviour and task efficiency.

4. Level 4: Results — Analyse the impact of training on business outcomes, such as
increased sales, reduced costs, improved service, or enhanced product quality.

Example of Training Evaluation in a Nano Business

Consider a nano business like a small tailoring shop that trains its tailors to use
new sewing equipment. The training aims to improve stitching speed and fabric waste
reduction. The evaluation steps might include:
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1. Pre-training assessment to gauge existing sewing skills.
2. Training delivery and active observation of engagement levels.
3. Post-training tests on operating the new equipment efficiently.

4. Observation and feedback from the shop owner on the quality of stitching and
time taken per garment.

5. Comparison of fabric waste before and after training as a metric for efficiency
improvement.

6. Employee satisfaction survey on the usefulness of the training.

Evaluating training programmes in nano businesses involves a mix of qualitative and
quantitative methods, tailored to the business’s specific needs and resource constraints.
A structured approach to training evaluation not only helps in understanding its
effectiveness but also in continuously improving the training methods. By adopting a
systematic evaluation process, nano businesses can ensure that their workforce remains
skilled, productive, and ready to contribute to business growth.

3.1.2 Development

Development focuses on the growth and future-oriented progression of an employee
within an organisation. Unlike training, it is more long-term and prepares employees
for greater responsibilities and higher positions. Development aims to enhance an
individual’s overall capabilities, including leadership, decision-making, and adaptability,
beyond their current role.

Employee development refers to the continuous process of improving employee
skills, knowledge, and abilities through various learning and training initiatives. For nano
businesses, where the workforce is typically small, employee development becomes
even more critical. It ensures that each employee can perform multiple tasks efficiently,
adapt to changes, and contribute meaningfully to the growth and sustainability of the
business.

3.1.2.1 Characteristics of Employee Development

1. Multi-Skill Focus: In nano businesses, employees often need to do multiple
tasks. Employee development programmes focus on enhancing multi-skilling abilities,
enabling them to perform varied tasks such as customer service, inventory management,
marketing, or financial record-keeping.

Example: In a small bakery with three employees, each employee may need to
manage cash registers, bake bread, handle customer queries, and check inventory.
Cross-training in these tasks helps ensure seamless operations even in the absence of
one employee.

1. Flexibility and Informality: Development initiatives in nano businesses tend
mto be more flexible and less formal compared to larger organizations. Training
o
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often occurs on-the-job or through direct mentorship from the business owner
or senior employees.

Example: A tailor shop owner teaching a new employee on-the-spot how to handle
advanced stitching techniques instead of organizing formal sessions.

2. Resource-Consciousness: Since nano businesses operate on tight budgets, the
employee development process needs to be cost-effective. Therefore, reliance
on experiential learning, peer guidance, and job shadowing is common.

Example: In a small grocery store, new employees can shadow senior employees
to learn inventory stocking techniques or the process of billing and customer service
without incurring additional training costs.

3. Personalized Learning: With fewer employees, it is easier for nano businesses
to personalize development efforts. The business owner can directly assess
each employee’s strengths and weaknesses and design development initiatives
accordingly.

Example: A small graphic design firm with five employees might offer specialized
software tutorials to employees based on their proficiency levels, allowing for targeted
skill development.

4. Immediate Application: Employee development in nano businesses focuses
on practical skills and knowledge that can be immediately applied to daily tasks.
This hands-on learning approach helps employees grasp concepts quickly and
integrate them into their work routines.

Example: A coffee shop employee being trained on a new point-of-sale system learns
by using the system directly during work hours.

3.1.2.2 Types of Employee Development in Nano Businesses

1. On-the-Job Training: The most common form of development in nano
businesses, where employees learn through direct participation in their work.
This includes hands-on training in tasks such as operating machinery, handling
customers, or managing inventory.

Example: A small printing shop training its staff to operate new printing equipment
while fulfilling client orders ensures that employees learn by doing.

2. Cross-Training: In a nano business, where each employee needs to be versatile,
cross-training involves teaching employees various roles and responsibilities
within the business. This helps in maintaining operations smoothly in the
absence of a key employee.

Example: In a small clothing retail outlet, all employees are trained to manage cash
registers, assist customers with selections, and handle inventory restocking.
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3. Job Shadowing and Mentoring: Employees learn by observing and working
closely with experienced staff or the business owner. Mentoring provides
personalized guidance, helps build trust, and improves learning retention.

Example: A new chef at a small restaurant shadows the head chef to learn the recipes
and presentation style, allowing for a gradual yet comprehensive learning experience.

4. Short-Term Workshops or Seminars: Nano businesses can organize or
send employees to short-term workshops that focus on specific skills like
communication, sales techniques, or technical skills related to business
operations.

Example: A small photography studio sending its employees to a weekend workshop
on advanced photo-editing techniques.

5. Self-Directed Learning: Encouraging employees to learn independently
through online courses, tutorials, or relevant literature. The business owner may
guide employees on what to study, given the limited resources.

Example: A startup software company encouraging its developers to explore online
coding tutorials to stay updated on new programming languages.

3.1.2.3 Importance of Employee Development in Nano Businesses

1. Skill Enhancement for Multiple Roles: Employee development equips workers
with diverse skills, enabling them to manage multiple responsibilities. This
flexibility is vital for nano businesses, which cannot afford a large, specialized
workforce.

Example: A small family-run restaurant may train its servers to also handle basic
kitchen tasks during busy hours, ensuring smooth service.

2. Improved Efficiency and Productivity: Well-trained employees perform tasks
more effectively, leading to increased productivity. For instance, training an
employee in digital inventory management can lead to fewer errors and faster
processes.

Example: A small electronics repair shop training employees to use software for
tracking repair orders can improve accuracy and customer satisfaction.

3. Increased Employee Retention: Investing in employees’ development builds
loyalty and increases job satisfaction. Employees feel valued when their
employer invests in their growth, which, in turn, reduces turnover—a key
concern for small businesses.

Example: A local bookstore offering employees opportunities to learn new customer
service skills may lead to higher job satisfaction and lower turnover rates.

mBusiness Continuity and Stability: In nano businesses, unexpected employee
o7
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absences can severely impact operations. Cross-training and versatile skill
development ensure business continuity in such scenarios.

Example: In a small catering service, having all employees trained in basic cooking
and packing tasks can help maintain operations smoothly even if a cook is unavailable.

5. Adaptability to Market Changes: In an ever-changing market, nano businesses
must stay competitive. Employee development prepares workers to adapt to new
technologies, changing customer preferences, or updated business processes.

Example: A small retail business training its staff to handle online sales and social
media marketing to adapt to the rise of e-commerce.

6. Better Customer Service: Customer satisfaction is crucial for small businesses,
and well-developed employees are better equipped to handle customer
interactions professionally. This positively impacts business reputation and
customer retention.

Example: A small hardware store training its staff in communication skills and
product knowledge to provide better recommendations and assistance to customers.

7. Business Growth and Innovation: Employee development fosters a learning
culture that encourages creativity and innovation. Employees who are constantly
learning and growing bring fresh ideas to the business, supporting growth and
competitiveness.

Example: A small craft workshop encouraging employees to experiment with new
designs and techniques to stay creative and offer unique products.

In the context of nano businesses, employee development is not just about train-
ing for a specific role but about preparing employees to contribute more holistically
to the business. By investing in versatile skills and providing hands-on, cost-effective
learning experiences, nano businesses can drive efficiency, stability, and growth in a
resource-constrained environment. This focused approach to development ensures that
both the business and its employees can thrive and adapt to changing business needs.

3.1.3 Difference between Training and Development

Basis Training Development

Definition Short-term, job- Long-term process focused on
specific efforts to enhance | personal and professional growth
skills and knowledge for | for future roles.

current tasks.

Focus Focuses on improving Focuses on overall growth,
immediate job | preparing employees for higher
performance and filling | responsibilities and future roles.

skill gaps.
H
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software for daily tasks.

Objective To improve specific To enhance the overall capabilities
skills needed for the | and competencies of employees.
current job.

Time Frame Short-term and time- Long-term and  continuous
bound programs. process.

Scope Limited to current job Broad scope, focusing on career
tasks and responsibilities. | growth and personal development.

Method Involves activities like Involves mentoring, coaching,
workshops,  on-the-job | leadership programs, and career
training, and technical | planning.
skill training.

Orientation Job-oriented. Career-oriented.

Examples Learning to use a new Leadership training to prepare for

future managerial roles.

This table highlights the primary distinctions between training and development,
emphasising their different goals, focus areas, and methods.

3.1.4 Continuous Learning

Continuous learning and skill enhancement are vital for the growth and sustainability
of any business, particularly for nano businesses, which often have a limited workforce
and operate in a competitive environment. Continuous learning refers to the ongoing
process of acquiring new knowledge and improving existing skills. For nano businesses,
this focus on perpetual learning and development becomes crucial as it directly impacts
operational efficiency, adaptability to market changes, and overall business success.

3.1.4.1 Characteristics of Continuous Learning

a. Adaptability and Agility: Continuous learning in a nano business is
characterised by its ability to adapt quickly to changes. With limited resources,
the business needs to be agile, ensuring that its employees can swiftly learn and
implement new skills or techniques.

b. Cost-Effectiveness: Nano businesses operate with resource constraints,
so learning initiatives need to be cost-efficient. They often rely on informal
learning, on-the-job training, and self-learning to reduce training costs.

c. Practicality and Relevance: Learning and development efforts in nano
businesses focus on skills and knowledge that can be immediately applied to
everyday tasks. This practical approach ensures that employees stay productive
and relevant to the business’s needs.

mﬂexibility in Learning Methods: With fewer employees, nano businesses
o
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often use a mix of on-the-job training, mentoring, peer learning, and online
resources to provide learning opportunities. This flexibility helps address the
diverse learning needs of the small workforce.

3.1.4.2 The Importance of Continuous Learning

Continuous learning is pivotal for sustaining growth, maintaining competitiveness,
and adapting to changes in the market in an organisation like a nano business. Given
the limited resources and workforce of nano businesses, continuous learning plays an
essential role in enhancing efficiency and fostering resilience.

1. Enhances Employee Versatility and Multi-Skilling: Nano businesses often
rely on a small workforce, making it crucial for employees to handle multiple
roles effectively. Continuous learning equips employees with diverse skills,
enabling them to perform a variety of tasks and contribute in different capacities.

Example: In a small bakery, employees are trained not only to bake but also to
manage the cash register, interact with customers, and maintain inventory, enhancing
their versatility.

2. Increases Adaptability to Market Changes: Continuous learning enables
employees and the business to stay updated with market trends, technological
advancements, and changes in customer preferences. This adaptability is crucial
for a nano business to remain competitive and responsive to market dynamics.

Example: A small retail business that consistently trains its employees in digital sales
platforms and social media marketing can quickly pivot to online sales channels during
market shifts.

3. Boosts Employee Efficiency and Productivity: By continually improving
their skills and knowledge, employees can perform tasks more effectively and
efficiently. This results in increased productivity, which is particularly important
for small businesses operating with limited resources and staff.

Example: A small printing business that trains its staff in advanced printing techniques
and new software will see improved speed and accuracy in service delivery, enhancing
overall productivity.

4. Promotes Innovation and Creative Problem-Solving: A culture of continuous
learning encourages employees to think creatively and explore new ideas. This
leads to innovative solutions, new product offerings, and improved processes
within the business, which can provide a competitive edge.

Example: In a small craft workshop, ongoing learning about new materials and
design techniques can inspire employees to create unique products, differentiating the
business from competitors.

5. Improves Customer Satisfaction and Service Quality: Continuous learning

helps employees stay knowledgeable and confident, enabling them to provm
o7
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better customer service and respond effectively to customer needs. High-quality
customer interactions are vital for the reputation and growth of a nano business.

Example: A small tech repair shop whose employees regularly update their skills
in handling new gadgets can provide better and faster service, leading to satisfied and
loyal customers.

6. Fosters Employee Engagement and Retention: Investing in continuous
learning demonstrates a business’s commitment to employee development,
boosting morale and job satisfaction. Employees who see opportunities for
growth are more likely to stay committed to the business, reducing turnover and
retaining valuable talent.

Example: A small consultancy firm that offers regular training sessions to its
employees on new industry trends and best practices creates an environment that values
and supports professional growth.

7. Ensures Business Continuity and Stability: Continuous learning prepares
employees to handle new roles or responsibilities, which is critical in a small
business. Cross-trained employees can step in for absent colleagues, ensuring
smooth operations and minimizing disruptions.

Example: In a small restaurant, cross-training all staff in basic cooking and service
roles ensures that operations continue smoothly even if one or two key employees are
unavailable.

8. Facilitates Growth and Expansion: As employees grow and improve their
skills through continuous learning, they contribute to the growth of the business.
Skilled and motivated employees are essential for scaling up operations,
expanding into new markets, or introducing new products or services.

Example: A small clothing boutique with employees continuously learning about
market trends, new fabrics, and fashion design can gradually expand its product range
and enter new market segments.

Continuous learning is crucial for nano businesses to stay competitive, enhance
efficiency, foster innovation, and maintain employee satisfaction. It enables employees
to become more versatile, improves customer service, and supports business stability
and growth. By cultivating a culture of continuous learning, nano businesses can not
only sustain but thrive in a dynamic and competitive environment.

3.1.4.3 The Impact of Continuous Learning in Skill Development

Continuous learning plays a critical role in skill enhancement by creating an
environment where individuals consistently acquire new knowledge, refine existing
skills, and adapt to changing demands. Here’s how continuous learning impacts skill
enhancement:
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1. Keeps Skills Updated and Relevant

Continuous learning allows individuals to stay updated with the latest trends, tools,
and industry standards. In the context of a rapidly evolving business environment,
keeping skills current is essential for enhancing job performance and ensuring that
employees can handle new challenges effectively.

Example: An employee in a nano business specialising in digital marketing regularly
engaging in online courses on social media algorithms or new marketing strategies will
stay current and enhance their digital marketing skills.

2. Encourages Mastery and Specialization

By focusing on continuous improvement, employees have the opportunity to deepen
their understanding and mastery of specific skills over time. This consistent focus
on learning helps in transitioning from basic competence to advanced proficiency or
specialization.

Example: A junior mechanic in a small auto repair shop can gradually specialize
in diagnostics and troubleshooting through ongoing learning and exposure to new
automobile technologies.

3. Facilitates Multi-Skilling and Versatility

Continuous learning encourages employees to expand their skill set beyond their
primary roles. This is particularly relevant in small businesses where employees are
often required to take on multiple responsibilities. Learning new skills increases an
employee’s versatility and value to the business.

Example: A worker in a nano bakery learning baking, customer handling, and
managing the point-of-sale system becomes more versatile and reliable.

4. Promotes Problem-Solving and Innovation

As employees consistently learn new techniques and acquire fresh insights, they
become more adept at problem-solving and innovating. Continuous learning exposes
them to different perspectives and approaches, enabling them to think creatively and
find solutions to complex problems.

Example: A designer in a small graphic design business who keeps learning about
new design tools and techniques can bring fresh ideas and solutions to client projects,
improving the quality of their work.

5. Builds Confidence and Motivation

Continuous learning builds employees’ confidence by reinforcing their ability to
handle challenges and new situations effectively. As their skills grow, so does their
confidence in taking on new tasks, leading to higher motivation and productivity.

Example: An accountant in a nano business who regularly learns about updates to
tax laws or new accounting software gains confidence in providing accurate advice and

services to clients.
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6. Supports Career Growth and Skill Progression

For employees, continuous learning is a pathway to career development. It helps
them progress from basic to advanced skills, paving the way for professional growth
and greater responsibilities within or outside the current organisation.

Example: A salesperson in a small retail store who continues to enhance their
communication and negotiation skills can grow into a supervisory or managerial role,
eventually overseeing sales operations.

7. Enhances Adaptability to Changes

Continuous learning cultivates a mindset of adaptability and readiness for change.
Employees who are constantly learning are more capable of embracing new technol-
ogies, procedures, or business strategies. This adaptability is essential for nano busi-
nesses facing evolving market demands.

Example: In a small electronics repair shop, technicians who continuously learn
about new devices and repair techniques can adapt quickly to emerging trends and
maintain high service quality.

Continuous learning drives skill enhancement by providing a structured and ongoing
approach to knowledge acquisition and refinement. It not only sharpens existing skills
but also fosters versatility, problem-solving abilities, and adaptability, all of which are
critical for individual growth and business success. For nano businesses, where resource
constraints demand a multi-skilled and flexible workforce, continuous learning is a key
driver of efficiency, innovation, and competitiveness.

3.1.5 Role of Leadership in fostering a learning culture

Leadership is the ability to influence, motivate, and guide individuals or groups
towards achieving common goals. A leader inspires others, sets a vision, and helps
navigate challenges while promoting growth and development. Leadership goes
beyond merely giving orders—it involves fostering a positive environment, building
relationships, and enabling people to reach their full potential.

In the context of an organisation, effective leadership is critical in shaping the
workplace culture, driving employee engagement, and achieving business success. One
of the essential responsibilities of leaders is to cultivate a learning culture within their
teams or organisations.

A learning culture is a work environment where continuous learning, knowledge
sharing, and skill development are encouraged and valued. Leaders play a vital role in
establishing and nurturing such a culture through various actions and strategies:

1. Setting a Clear Vision for Learning and Growth: Leaders must communicate
the importance of continuous learning and how it aligns with the organisation’s
vision and goals. When leaders set a clear vision for development, it creates a
sense of purpose and direction for employees to focus on their growth and skill

enhancement.
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Example: A retail business owner communicating to employees the importance of
staying updated on product knowledge and customer service skills to enhance customer
experience and business growth.

2. Leading by Example: Leaders who engage in continuous learning themselves
set a powerful example for their employees. When employees see their leaders
pursuing growth, whether through training, certifications, or self-learning, it
inspires them to do the same.

Example: Amanager in a small tech startup attending workshops on the latest software
updates and sharing insights with the team fosters a mindset of ongoing learning.

3. Encouraging Open Communication and Knowledge Sharing: Leaders can
foster a learning culture by creating an environment where employees feel
comfortable sharing knowledge, ideas, and feedback. Open communication
helps in building trust and facilitates collaborative learning among team
members.

Example: A small marketing firm organising weekly brainstorming sessions where
employees can share new strategies or tools they’ve discovered encourages continuous
knowledge exchange.

4. Providing Learning Opportunities and Resources: Effective leaders recognise
the importance of providing employees with access to learning resources, such
as training programs, workshops, or online courses. They allocate time and
budget for development activities and actively support employees in pursuing
growth opportunities.

Example: A small accounting firm reimbursing employees for online certification
courses or inviting guest speakers to conduct skill-enhancement workshops.

5. Rewarding and Recognizing Learning Efforts: Leaders play a key role
in recognising and rewarding efforts towards learning and development.
Acknowledging employees’ commitment to learning reinforces its value within
the organisation and motivates others to follow suit.

Example: A small design studio offering recognition or incentives to employees
who successfully complete skill-building courses or demonstrate newly acquired
competencies.

6. PromotingaSafe Environmentfor Experimentation and Innovation: Leaders
must create a safe environment where employees feel comfortable trying new
ideas or methods without fear of criticism. This openness to experimentation
fosters creativity and supports the growth of a learning culture.

Example: A small restaurant encouraging its chefs to experiment with new dishes or
presentation styles to keep the menu innovative and dynamic.
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7. Providing Constructive Feedback and Mentorship: Leaders are responsible
for giving constructive feedback that guides employees in their learning journey.
Additionally, offering mentorship and guidance helps employees refine their
skills and achieve their development goals.

Example: A small business owner mentoring new sales staff by observing their
interactions with customers and providing personalized feedback to improve sales
techniques.

8. Aligning Learning with Organizational Goals: Leaders must ensure that
continuous learning initiatives align with the organisation’s strategic goals. This
alignment helps employees understand the relevance of their learning efforts to
the business’s overall success.

Example: A small logistics company emphasizing the importance of learning new
software for route optimisation to improve delivery times and customer satisfaction.

Leadership plays a central role in fostering a learning culture by setting a vision,
leading by example, promoting open communication, and providing resources and
recognition. Leaders who prioritise continuous learning help create an environment
where employees feel valued, motivated, and equipped to contribute to the organisa-
tion’s growth and success. In a rapidly evolving world, fostering a learning culture is
essential to staying competitive and resilient. Leaders are the key drivers of this culture,
and their actions can significantly influence the organisation’s ability to adapt, innovate,
and thrive.

Recap

¢ Employee development is the training that an employer offers an employee
that will help develop the skills of the employee, thereby contributing to the
growth of the organisation.

¢ Employee development ensures that the skills of a firm’s workforce evolve
in accordance with the trends in the industry.

¢ Employee development plays a major role in enhancing career growth
by providing them opportunities to attain new skills, gain experience and
deepen their expertise.

¢ Employee retention refers to an organization’s ability to reduce employee

turnover.
¢ Employee development program helps in reducing employee turnover.
¢ Employment development program implies that the business values its

workforce and also invests in the programs required for the growth of its
workforce.

¢ Employee development programs help employees to stay updated with the
latest skills and technology.
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¢ Training is very essential for aligning the employee’s duties with
organizational goals.

¢ Skill gap indicates the deficiency in the employee skill set necessary to
successfully perform the respective jobs.

0 Training methods are mainly classified into two; they are “On-the-job
training and Off-the-job training” methods.

¢ Coaching, mentoring and job Rotation are some of the On-the-Job Training
methods.

0 Off-the-job training methods include Lectures and Conferences, vestibule
training, simulation Exercises etc.

¢ New or inexperienced employees learn through observing peers or managers
performing the job in the case of On-the-job training.

¢ Off-the-job training methods allow employees to fully focus on learning
without distractions of their regular job duties.

Objective Questions

1. Training focuses on which type of learning?

2. What does development prepare employees for?

3. Which training method involves employees learning by observation?
4. What term describes ongoing learning to stay updated?

5. What is a key characteristic of development in nano businesses?

6. Who plays a vital role in fostering a learning culture?

7. Which training method involves working on actual tasks?

8. How is resource allocation optimised in training?

9. What is the aim of coaching?

10. What enhances employees’ efficiency and adaptability?

11. What is the primary focus of leadership?

12. What does continuous learning lead to?
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Answers
1. Job-specific
2. Higher responsibilities
3. Job shadowing
4. Continuous learning
5. Flexibility
6. Leaders
7. On-the-job
8. Evaluation
9.  Skill improvement
10. Skill enhancement
11. Motivation
12. Skill enhancement
Assignments
1. What is the purpose of employee development in an organisation?
2. What do you mean by employee development? How does it benefit a
L business?
3.  What is the significance of employee development?
4.  What do you mean by training? How does training help in improving the
overall performance of the organisation?
5. What are the various types of training? Explain.
6. What do you mean by On-the-job training? What are the various forms of
On-the-job training?
7. Explain off-the-job training and its various types.
8. Explain the role of leadership in fostering a learning culture.
9. What is continuous learning?
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10.
11.

12.
13.

14.

15.

16.

17.

18.

19.

20.

What are the benefits of continuous learning?

Describe the differences between training and development in an organiza-
tional context.

Explain the need for training in nano businesses with relevant examples.

Discuss the importance of continuous learning in maintaining competitive-
ness in nano businesses.

How do leaders contribute to building a learning culture in an organization?

What are the key characteristics of on-the-job and off-the-job training meth-
ods?

Create a training plan for a small business of your choice focusing on imme-
diate skill improvement for new employees.

Conduct a role-play exercise simulating a coaching session in a nano busi-
ness setting, focusing on specific skills.

Develop a survey to gather employee feedback on the effectiveness of a
training program.

Observe a small business in your locality and list the areas where continuous
learning can help improve operations.

Prepare a presentation on the impact of leadership in promoting a learning
culture within a team or organisation.
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Unit' Retention Strategies and

2 Employee Engagement

Learning Outcomes |

By the end of this unit, learners will be able to:

¢ understand the importance of employee retention in nano businesses and how
it affects productivity and profitability

O analyse the significance of employee retention and engagement

0 explore various employee retention strategies specific to nano businesses

Prerequisite

Akash, who started a small tailoring shop in his neighbourhood. Akash initially
worked alone, but as his business grew, he needed help to handle the increasing orders.
He hired two assistants, Reema and Vijay, who were quick learners and contributed
significantly to the shop’s success. Akash realised that just giving instructions to
Reema and Vijay wasn’t enough. He wanted them to feel connected to their work
and take pride in their contributions. So, he began involving them in decisions, such
as choosing fabric designs and suggesting new styles. He also created a friendly
work environment where they could share ideas openly and receive feedback.

He often praised them for their efforts and achievements and made sure they were
comfortable at work. For example, he adjusted work hours when Reema needed to
manage her family responsibilities and organised a small celebration when they hit
a sales milestone. This made Reema and Vijay feel valued and motivated to give
their best. This process of keeping employees actively involved and emotionally
connected to their work is known as employee engagement.

Over time, Akash noticed that the tailoring shops in the neighbouring areas were
also hiring assistants, and some were offering higher wages. To prevent Reema and
Vijay from leaving, Akash decided to focus on employee retention. He gave them
fair wages, offered small incentives for achieving sales goals, and provided a clear
growth path, such as the opportunity to manage the shop’s inventory or customer
relations in the future. By making them feel valued and offering both monetary and
non-monetary benefits, Akash built a sense of loyalty in his employees. Reema and
Vijay stayed with the shop despite other opportunities because they enjoyed working
there and saw a future in the business.
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Inthis story, Akash’s efforts to keep Reema and Vijay motivated throughrecognition,
involvement, and open communication illustrate employee engagement. His focus on
fair compensation, growth opportunities, and a positive work environment represents
employee retention. Engaged and retained employees not only stay longer but also
contribute to the overall growth of the business, ensuring its long-term success.

In this unit, we will explore these topics in greater depth to better understand
employee retention and its significance.

Keywords

Employee Retention, Employee Engagement, Career Development, Stay Inter-
views, Work Culture, Work-Life Balance, Employee Productivity

Discussion ‘

3.2.1 Employee Retention

Employee retention is a significant factor which affects the productivity and
profitability of the business. A new recruitment cannot easily replace the experience
and exposure gained by an employee in an organisation. Human resources are a
major asset to an organisation, and it is therefore important to address their concerns
and ensure their well-being. Employee retention refers to the strategies and practices
used by a business to keep its employees satisfied, motivated, and committed to their
jobs, reducing the likelihood of them leaving the company. In the context of a nano
business, where resources are limited and every employee’s contribution matters,
retaining skilled and loyal employees is crucial for business continuity and growth.

Let’s explore employee retention through a few cases from nano businesses:

Case 1: Radha’s Snack Business — Recognition and Reward

Radha, the owner of a small homemade snack business, noticed that her employees
were working hard to meet increasing customer demands. She understood that
feeling appreciated plays a big role in keeping employees committed. To retain

|__her employees, Radha implemented a simple but effective strategy. She recognised
their hard work by celebrating small achievements, such as hitting sales targets or
receiving positive feedback from customers.

For instance, when her assistant Anil came up with a new packaging idea that
helped reduce waste, Radha praised him in front of the team and offered him a
bonus. Such gestures made Anil feel valued and motivated to stay with the business.
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Case 2: Ramesh’s Cycle Repair Shop — Professional Growth Opportunities

Ramesh runs a tiny bicycle repair shop and has two young assistants who help him
with daily tasks. Ramesh knew that his assistants had ambitions and wanted to learn more
about fixing motorcycles as well. To keep them from leaving for better opportunities,
Ramesh began teaching them the basics of motorcycle repair during quieter hours. This
additional training made his assistants feel like they were advancing their skills and
gaining more knowledge.

Ramesh’s investment in their learning paid off as his assistants stayed with the shop
longer, and now Ramesh’s business has expanded to offer motorcycle repair services too.
This example shows how creating opportunities for employees to grow professionally
can lead to higher retention rates.

Case 3: Amina’s Boutique — Creating a Positive Work Environment

Amina owns a small boutique that specialises in custom clothing. She knew that her
business depended heavily on her two tailors, Maya and Sameer, who had developed
a good rapport with the boutique’s customers. Amina focused on creating a positive
work environment to retain them. She ensured flexible work hours so that Maya could
manage her family responsibilities, and she often checked in with her team to address
their concerns.

Amina also built a sense of belonging by organising occasional team lunches and
encouraging open communication. By creating a supportive and positive atmosphere,
Amina succeeded in retaining both tailors, who felt a strong bond with the boutique and
appreciated the respect and flexibility offered to them.

These examples illustrate that retaining employees in nano businesses involves
understanding their needs, recognising their efforts, offering growth opportunities, and
creating a positive work environment. Employee retention not only helps in reducing
turnover costs but also ensures that the business has a skilled and dedicated workforce,
which is essential for its long-term success.

3.2.1.1Significance of Employee Retention

Employee retention is crucial for the success of any business, but it holds even
greater significance for nano businesses due to their limited resources and smaller
workforce. In a nano business, each employee’s contributions are essential for its
smooth functioning, growth, and survival. Let’s delve into why employee retention is
so vital for nano businesses and provide illustrative examples to reinforce each point.

1. Consistency in Operations

In nano businesses, such as a small beauty salon run by Priya, employees play
multiple roles. Priya’s salon has two assistants, one for hairstyling and the other for
managing bookings and handling customer inquiries. If one of them were to leave
suddenly, it would disrupt the entire operation, affecting appointments, service quality,
and customer satisfaction.
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Example: To maintain consistency, Priya focuses on retaining her staff by offering
them professional development opportunities like hairstyling workshops and recognising
their efforts through incentives. As a result, her employees feel valued and are less
likely to leave, ensuring that the salon runs smoothly and customers receive consistent
service.

2. Cost Efficiency

For a nano business, hiring and training new employees can be costly and time-
consuming. Let’s take Ravi, who runs a local delivery service with three employees. If
one leaves, he has to spend time and money recruiting and training a replacement. This
increases expenses and diverts his attention from growing the business.

Example: To reduce this cost, Ravi introduced small rewards and monthly meetings
to discuss employee concerns. By making his employees feel heard and offering them
incentives for long-term commitment, Ravi succeeded in retaining his staff and avoiding
the high costs of employee turnover.

3. Maintaining Customer Relationships

In nano businesses, employees often build strong relationships with customers,
becoming a familiar face that customers trust. A small coffee shop owned by Sameer
has one barista, Ayesha, who knows most of the regular customers by name and their
preferences. Her presence is part of the coffee shop’s appeal.

Example: Sameer understands that losing Ayesha could damage the customer
experience. Therefore, he values her contributions and offers flexible work hours and
performance-based bonuses. This keeps Ayesha satisfied and committed to the business,
ensuring a familiar and trusted customer experience.

4. Increased Productivity and Efficiency

When employees stay longer, they become more familiar with their tasks, the
business’s values, and its operations. In a small printing shop owned by Rajesh, he has
two employees who handle everything from printing designs to dealing with customer
orders. Their experience allows them to work efficiently without constant supervision.

Example: To retain these experienced employees, Rajesh introduced weekly feedback
sessions and allowed them to participate in decision-making. This sense of ownership
made them more engaged and motivated to stay, leading to higher productivity and
fewer errors.

5. Building a Positive Reputation

A high turnover rate can create a negative image for a nano business, making it
difficult to attract both customers and potential employees. A small flower shop run by
Maya, for instance, gained a reputation for treating its employees well, which translated
to excellent customer service and a loyal customer base.

Example: Maya retained her employees by ensuring a positive work environment,
ﬁrecognition, and growth opportunities. As a result, her shop earned a reputation
o7
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as a reliable and friendly business, which attracted both customers and potential hires.

6. Improved Employee Morale and Loyalty

Retaining employees fosters a sense of belonging and loyalty towards the business.
When employees see their peers staying with the company, it creates a supportive
and stable work environment. This sense of stability increases morale, which directly
impacts productivity and the overall atmosphere at work.

Example: In a small tailoring shop run by Shyam, the fact that most of his employees
have been with him for years creates a family-like atmosphere. The senior employees
often guide the new ones, creating a supportive environment that boosts everyone’s
morale. This loyalty leads to a committed workforce that is willing to go the extra mile
to ensure the business’s success.

7. Greater Knowledge and Skill Retention

Long-term employees become experts in their roles, gaining in-depth knowledge
about the business’s products, services, and customers. Losing experienced employees
means losing valuable knowledge that may not be easily replaced. This can be a major
setback for nano businesses, which rely heavily on the skills and expertise of each
employee.

Example: Kiran runs a small workshop for handcrafted wooden toys. His employees
are skilled artisans who have mastered the traditional techniques. Retaining these
artisans means preserving the craftsmanship and quality that define Kiran’s business.
Losing one of them could impact the unique value proposition of his workshop.

8. Increased Employee Trust and Innovation

When employees feel secure in their jobs, they are more likely to express their ideas
and suggest improvements without fear of losing their positions. This trust can lead to
increased innovation and problem-solving within the business.

Example: In a nano IT consultancy run by Suman, she retained her employees
by offering job security and incentives for creative solutions. One of her employees
proposed automating routine tasks, which saved time and increased efficiency. This
level of trust and openness led to innovative solutions that benefited the business.

9. Better Adaptability to Change

Retained employees are more familiar with the business’s core processes and can
adapt quickly to changes. Whether it’s the introduction of new technology, changes in
customer demands, or market conditions, experienced employees are better equipped
to handle transitions smoothly.

Example: Arun runs a small event management company with three employees.
When he decided to expand the business into digital marketing, his retained employees
could quickly learn the new skills needed for this shift because they understood the
business’s vision and processes well. This adaptability gave the business an edge over

new competitors.
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10. Increased Customer Satisfaction and Referrals

Retained employees who are familiar with the products, services, and customer pref-
erences can provide better customer service. This leads to higher customer satisfaction,
which increases the likelithood of repeat business and customer referrals.

Example: In a small home décor store run by Anita, her long-term employees know
her regular customers by name and can anticipate their needs. This personalised service
encourages customers to return and recommend the shop to others, driving more sales
through positive word-of-mouth.

In nano businesses, employee retention is not just a human resource strategy—it’s a
necessity. High employee turnover can disrupt operations, increase costs, damage cus-
tomer relationships, reduce efficiency, and harm the business’s reputation. By focusing
on retaining their workforce through fair treatment, growth opportunities, recognition,
and a positive work environment, nano businesses can ensure stability, consistency, and
long-term success.

3.2.1.2 Factors Influencing Employee Retention

Employee retention is an organisational objective of keeping productive and talented
workers and reducing turnover by developing a positive work atmosphere to promote
engagement and motivation. This includes showing appreciation to employees,
providing competitive pay and benefits, and encouraging a healthy work-life balance.
Let’s explore the key factors influencing employee retention with examples focused on
nano businesses.

1. Positive Work Environment and Culture

A positive work environment and culture foster a sense of belonging and respect
among employees. In a nano business, creating an open and supportive culture can help
employees feel comfortable and valued.

Example: In a small café run by Rakesh, the owner maintains an inclusive culture
by encouraging employees to share their ideas and by resolving conflicts fairly. This
positive environment helps retain staff, as employees feel they are part of a team that
values them.

2. Employee Recognition and Reward Programs

Recognising and rewarding employees for their hard work and contributions is
essential in a small business. It reinforces their value and motivates them to stay.

Example: In a tiny boutique run by Sara, she has a simple reward program where
employees earn bonuses for achieving sales targets or for outstanding customer service.
This recognition encourages them to continue working hard and remain with the
boutique.

3. Career Growth and Development

Opportunities for growth and development are important retention factors, even in
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small businesses. Offering employees a chance to develop new skills or take on new
responsibilities can encourage them to stay.

Example: In a small IT consultancy, Arjun provides training sessions and encourages
his team members to explore new technologies. One of his employees, Rina, learned
a new software tool and was later promoted to a team leader role. Such growth
opportunities make employees feel invested in the business’s success.

4. Stay Interviews

Stay interviews involve asking employees about their experiences and what motivates
them to stay with the business. This helps identify and address issues before they lead
to turnover.

Example: In a local grocery store run by Navya, she conducts informal discussions
with her staff every few months. During these talks, she listens to their concerns and
suggestions, making adjustments where possible. These stay interviews help her retain
employees by showing that she cares about their well-being.

5. Work-Life Balance and Flexibility

Providing flexible work hours or allowing employees to manage their schedules can
significantly improve retention. In nano businesses, where employees may have varied
personal commitments, flexibility is a key factor.

Example: In a home-based handmade soap business, Kiran offers flexible hours to
his employees, allowing them to balance their work with family responsibilities. This
flexibility increases employee satisfaction and reduces turnover.

6. Perks and Remuneration

Offering competitive pay and benefits, even if small, can go a long way in retaining
employees. Simple perks like providing meals, transportation allowances, or festive
bonuses can make employees feel valued.

Example: Ravi runs a small repair shop and despite limited resources, he provides
lunch for his employees and offers a small bonus during festivals. This gesture helps
retain employees by showing that he appreciates their efforts.

7. Employee Engagement

Engaging employees by involving them in decision-making and encouraging them
to contribute ideas can increase their sense of purpose and connection to the business.

Example: In a small tailoring shop owned by Priya, she involves her assistants in
choosing fabric designs and making business decisions. This engagement makes them
feel more invested in the shop’s success and committed to their roles.

8. Job Satisfaction

Job satisfaction plays a key role in retaining employees. When employees find their
work meaningful, feel supported, and have the necessary resources to perform thej
%
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tasks, they are more likely to stay.

Example: At a small bookstore, Suma ensures her employees have clear roles and
responsibilities, along with the tools they need to assist customers effectively. This
leads to higher job satisfaction and, in turn, retention.

9. Support from the Management

Supportive management that listens to employees’ concerns and acts on them builds
trust and loyalty. Managers in nano businesses need to be accessible and responsive to
their team.

Example: In a small photography studio, the owner, Akash, makes it a point to inter-
act with his team personally, offer guidance, and show appreciation for their work. This
supportive approach encourages employees to stay with the studio.

For nano businesses, retaining employees involves a combination of creating a posi-
tive work environment, recognising contributions, offering growth opportunities, main-
taining work-life balance, and providing support. By focusing on these factors, small
business owners can build a loyal and motivated workforce, ensuring the long-term
stability and success of their enterprise.

3.2.1.3 Employee Retention Strategies

Employee retention strategies are crucial for nano businesses, where the team is
typically small, and each employee plays a critical role in operations. Retention
strategies in this context focus on creating a positive work environment, fostering
loyalty, and minimising turnover, which can disrupt business continuity. Here are some
effective employee retention strategies for nano businesses.

1. Offer Competitive and Fair Compensation

While nano businesses may not have the resources to offer high salaries like larger
companies, providing fair compensation based on the industry standard is essential.
Offering competitive pay helps employees feel valued and can reduce turnover.

Example: A local bakery run by just three employees pays its staff slightly above
minimum wage and includes a small profit-sharing bonus. At the end of each month,
a percentage of profits is distributed among the employees, so they directly benefit
from the bakery’s success. This motivates them to work efficiently and contribute to
increasing sales, as they see their efforts result in financial rewards.

2. Foster a Strong Team Culture

A close-knit, supportive team culture makes employees feel connected to each
other and the business. In nano businesses, where the team is small, each member’s
contribution is visible, and fostering a team mentality can significantly boost morale.

Example: In a nano tech repair shop with only two technicians and the owner, they
regularly have coffee meetings to discuss work challenges and brainstorm solutions.
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This fosters open communication, makes employees feel part of a team, and encourages
them to stay because they enjoy the camaraderie.

3. Provide Growth and Development Opportunities

Employees often leave positions where they feel stagnant. By offering development
opportunities, nano businesses can show commitment to employees’ career growth,
keeping them engaged and motivated.

Example: A small tailoring business with two employees occasionally organizes
training sessions to learn new stitching techniques or design trends. This enables
employees to improve their skills, and it helps the business offer more modern or high-
quality services, benefitting both the employees and the business.

4. Recognize and Reward Performance

Recognition doesn’t have to be extravagant, but acknowledging employees’ hard
work can go a long way in making them feel appreciated. This recognition encourages
them to stay and maintain high performance.

Example: A nano marketing consultancy with three employees awards a small
monthly bonus or “Employee of the Month” title. One month, a team member who
successfully closed a challenging deal received a gift card, along with public recognition
during a team meeting. This made the employee feel appreciated and encouraged others
to work hard.

5. Encourage Work-Life Balance

Work-life balance is a major factor in employee retention. By offering flexibility,
nano businesses can help employees manage their personal and professional lives
better, leading to higher satisfaction.

Example: A nano yoga studio allows its two instructors to set flexible schedules,
enabling them to accommodate personal commitments. The instructors appreciate the
flexibility and are less likely to leave for jobs that would offer them rigid hours.

6. Enhance Employee Engagement

Engaging employees in the business’s decision-making makes them feel like an
integral part of its success. They feel valued and are more likely to stay because they
see their ideas are valued.

Example: In a small organic farming business, the owner involves employees in
choosing which crops to grow based on market demand. Employees enjoy having a
say in the process, making them feel a greater sense of ownership over the farm’s
operations, encouraging loyalty to the business.

7. Implement Open and Transparent Communication

In small teams, trust and open communication are vital. Regular updates and open
channels for feedback help build this trust, making employees feel more connected and

cure in their role.
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Example: A nano IT support firm with three staff members holds weekly meetings
to discuss progress and challenges. They also encourage employees to provide honest
feedback. This transparent communication builds trust and helps the employees feel
that they are informed and valued members of the business.

8. Provide Benefits that Meet Employee Needs

Though nano businesses may not provide extensive benefits, offering basic perks or
small benefits can show employees that their well-being is a priority.

Example: A local café with four employees offers a free lunch for each shift. This
small gesture reduces employees’ daily costs and makes them feel appreciated, creating
a stronger incentive to remain with the business.

9. Create a Positive Work Environment

A pleasant work environment can be a deciding factor for employees. Simple
changes like good lighting, ergonomic seating, and necessary tools make the workspace
comfortable, leading to higher job satisfaction.

Example: In a nano design studio with two employees, the owner invests in
comfortable desks and high-quality design software. These tools make daily work
easier and more enjoyable, which improves productivity and makes employees more
likely to stay.

10. Promote from Within

Promoting employees internally, even within a small business, shows that there are
growth opportunities. It demonstrates that hard work and dedication are rewarded,
encouraging employees to stay and progress.

Example: A small retail shop with three employees gives a long-standing employee
the responsibility of managing inventory and training new hires. This shows the
employee that they have a path to grow within the business, making them more inclined
to stay and take on additional responsibilities.

Each of these strategies can help nano businesses retain talent effectively by creating
a supportive and engaging work environment that values employees’ contributions and
fosters a sense of loyalty and growth potential.

11. Conducting stay interviews

Conducting stay interviews is a proactive retention strategy that allows business
owners to understand employees’ needs, challenges, and overall satisfaction. Unlike
exit interviews, which happen when an employee is leaving, stay interviews provide
insights into what keeps employees motivated and what might lead them to consider
leaving. For a nano business, these interviews offer a personalised way to connect with
employees and address any issues before they escalate.

Example: The owner of a small local café might hold quarterly one-on-one meetings
with each employee, asking open-ended questions like, “What do you enjoy most about
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your job here?” or “Is there anything that would make your work experience better?”
Through these conversations, the owner might learn that an employee feels stressed
during peak hours and could benefit from extra support, leading the owner to adjust
shifts accordingly. This not only shows employees that their concerns matter but also
strengthens their loyalty to the business.

Recap

0 Employee retention is an organisation’s ability to retain its employees.
¢ Importance of Employee Retention in Nano Businesses

*  Continuity and Growth: Retaining employees ensures stability in
operations, especially critical for small teams where each member’s role
is vital.

* Cost Efficiency: Minimizes recruitment and training expenses by
reducing turnover.

e Customer Relationships: Employees often form strong customer bonds,
crucial for customer loyalty and retention.

* Positive Reputation: Low turnover builds a reputation as a reliable
employer, attracting talent and customers.

¢ Key Strategies for Employee Retention

* Recognition and Rewards: Acknowledging hard work and contributions
enhances employee motivation.

e Professional Growth Opportunities: Providing skills development can
retain employees seeking career progression.

e Positive Work Environment: Ensuring a supportive and comfortable
atmosphere to foster loyalty.

0 Significance of Retention Factors in Nano Businesses

e Consistency in Operations: Essential for smooth business functioning,
as each employee is integral to operations.

e  Cost Efficiency: Avoids the high costs associated with frequent hiring
and training.

* Increased Productivity: Experienced employees work more efficiently,
enhancing business productivity.

* Improved Employee Morale and Loyalty: A stable team encourages
loyalty and morale, reducing the likelihood of turnover.
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¢ Factors Influencing Employee Retention

e Work Environment and Culture: A positive and respectful workplace
boosts employee satisfaction and loyalty.

*  Employee Recognition Programs: Regular recognition programs motivate
employees and reinforce their importance.

e Career Growth and Development: Offering growth paths ensures that
employees see long-term value in their roles.

*  Work-Life Balance: Flexibility in scheduling helps meet employees’
personal needs, enhancing retention.

0  Effective Retention Practices in Nano Businesses

*  Competitive and Fair Compensation: Offering fair wages and, if possible,
profit-sharing bonuses.

*  Foster Team Culture: Encourages camaraderie and boosts morale through
collaborative and supportive practices.

*  Employee Engagement: Involves employees in decision-making to increase
their sense of purpose and connection.

e Stay Interviews: Regular, proactive discussions to understand employee
needs and address concerns early.

Objective Questions

1. Define employee retention.

2.  How does employee retention help in maintaining process efficiency?

3. Which is more costly — recruiting new employees or employee retention?
4. How experienced employees help in providing better customer service?
5. How can employee productivity be increased?

6. Why should a firm retain its employees?

7.  What are Stay interviews?

8.  Why is a healthy work-life balance important?

9. Isitnecessary to provide recognition to employees?

10. Why is a positive work environment peculiar for employee retention?
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Answers

1. Employee retention is defined as an organisation’s ability to retain its
employees.

2. Employee retention helps in maintaining better process efficiency as
employees who have been with the organisation for a long time have better
knowledge and experience about how to get things done.

3. Recruiting new employees can be costly because of the time and money
spent on recruiting, on boarding and training new employees.

— 4. Experienced employees will be able to handle the queries and complaints
of the customers more efficiently, thereby providing better service to the
customers.

5.  Employee retention can lead to higher employee productivity as experienced
employees are more efficient and make fewer mistakes.

6. Experienced employees are more likely to be familiar with the operations,
challenges, and opportunities of a business. They can provide valuable
insights and suggestions for improvement that new employees might not be
able to offer immediately.

7. Stay interviews are one-on-one conversations between managers and
employees focused on understanding what keeps employees satisfied in their
roles and what may cause them to consider leaving.

8. A healthy work-life balance attracts talent from diverse locations.
Organizations that offer flexible work arrangements and time-off policies
are more likely to retain their employees.

9. Recognition should always be an integral part of the feedback leaders
provide, as employees thrive on acknowledgment of their contributions.
When their efforts go unrecognized, it can push them toward seeking other
job opportunities.

10. Apositive organizational culture that aligns with employee values encourages
retention. When employees align with the company’s mission and values,
they are more inclined to stay.
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Assignments

Why is employee retention more significant in nano businesses than in larger
companies?

How can a positive work environment impact employee retention?

What is the benefit of conducting stay interviews in a nano business setting?
Explain how recognition and reward affect employee retention.

What role does employee training play in retention strategies?

Design a simple employee recognition program suitable for a nano business.

Propose ways a small café¢ could implement professional development for
its employees.

How can a nano business owner use flexible work hours to enhance employee
retention?

Suggest some cost-effective benefits a nano business could offer to increase
retention.

10. Plan a stay interview outline for a nano business and key questions to ask.
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Unit Introduction to Financial

| Management

Learning Outcomes

By the end of this unit, learners will be able to:
¢ get an outline of the Meaning and Definition of Financial Management
¢ describe the objectives of Financial Management in Nano enterprise

¢ familiarize Fixed Capital and Working Capital in the context of a Nano
| enterprise.

¢ understand the Types of Capital

Prerequisite

Jacob, a final-year degree student, is interested in starting a new business once he
completes his course. He would like to start a shop which deals with the sales and
service of mobile phones and its accessories. He decided to make a rough plan about
his new venture and its requirements. First, he needs to find a suitable space for his
enterprise. As he doesn’t have a space of his own, he plans to rent a shop. As the next
step, he plans about the inventory he needs to purchase before starting the business.
He needs to purchase mobile phones and various accessories like mobile phone
cases, earphones, screen protector glasses, chargers, cables etc. Further, he needs
to purchase the equipment required for mobile phone servicing. Now, he realised
that he needs a significant amount of capital in order to convert his above plans into
action. He decided to think about the various sources from which he could raise the
money. He has some amount of money as personal savings; his parents have invested
some amount in his name in the bank, his friends have agreed to lend him some
funds, and he can get a loan from a nearby bank or from a state agency established

. for promoting entrepreneurship, he can also borrow from his relatives. He has a
number of sources from which he can raise funds, but he is confused about which
sources are the right combination. Here comes the role of financial management.
Financial management helps in choosing the optimum combination of sources of
finance, thereby enabling the effective utilisation of resources. It also helps identify
the various working capital requirements, such as the purchase of inventory, shop
rent, etc., and fixed capital requirements, such as the purchase of equipment. We can
explore financial management and various types of capital more as we move on into
this unit.
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Keywords ‘

Financial management, Capital, Money, Working Capital, Fixed capital, Source
of Finance, Optimum Allocation of Resources, Business Cycle, Working Capital
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Discussion ‘

Finance is one of the most important elements required for starting a business.
Like most other resources, money is limited but essential for business. Thus
it is important for a firm to manage its finances effectively. Sufficient funds are
needed from the start of a business until its eventual winding up. The purpose of
financial management is to plan and control the firm’s financial resources. Financial
management help us choose the right source of finance (where to raise the required
funds), make informed investment decisions (how to use the funds) and manage
profits effectively (how to utilize the profits earned). In this unit we will have a
deeper discussion about financial management and its objectives.

4.1.1 Meaning and definitions of Financial Management

Meaning

Maria, a cooking passionate decided to start a Bakery of her own which deals with
the production and sale of cakes, pastries and cookies. As an initial step, Maria made
an estimate of the capital required. She decided to rent a building which cost her
Rs.7000 per month, purchase equipment worth Rs.12000 which is required for the

___production and spend Rs.10000 for the shop decorations. She also needs a working
capital of Rs.4000 to cover the initial setup and operational cost. Thus, Maria needs
a total of Rs.33,000 to start functioning. She has a personal savings of Rs.20000 and
the balance amount she needs to borrow. She has two options for borrowing. One
is to borrow the amount from her friends or family and the second one is to take
loan from a nearby bank under a special scheme for entrepreneurship development.
Maria decides to borrow the amount from her family as it was interest free and easy
to manage. She was confident that she could repay the amount in few months’ time
from the revenue generated from her business. This choice reflects one aspect of
financial management: selecting the most suitable financing option. We will explore
more functions of financial management as we go deeper into this unit.

The planning, organising, directing, and controlling of financial activities such
as the acquisition and usage of funds carried out in an organisation, are referred to
as financial management. It involves using general management principles to the
company’s financial resources. It is the responsibility of the business organisations
to make sure that the procured funds are invested so that the return on investment
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exceeds the cost of financing. Some experts are of the opinion that financial management
is about securing the funds a business needs in the best possible way while considering
its goals. Therefore, this strategy’s main focus is on raising money. Additionally, it
manages the founder’s legal and financial obligations to the company. Another group
of specialists defined finance as having everything to do with money. Finance includes
everything a business does because every business transaction involves money, either
directly or indirectly. The third and more comprehensive perspective of financial
management is that it involves raising money and ensuring its maximum utilisation. For
instance, when a company decides to buy production equipment, the financial manager
must confirm funds are available to do so. Profits must also sufficiently offset expenses
and risks.

Definitions

According to Guthman and Dougal, Financial management is “the activity
concerned with planning, raising, controlling and administering of funds used in the
business.”

According to J.F. Brandley, Financial management is ‘“that area of business
management devoted to a judicious use of capital and a careful selection of the source
of capital in order to enable a spending unit to move in the direction of reaching the
goals.”

According to Massie, Financial management is “the operational activity of a
business that is responsible for obtaining and effectively utilizing the funds necessary
for efficient operations.”

4.1.2 Objectives of Financial Management

The main focus of financial management is on obtaining and utilising funds
effectively. Financial management aims at using the funds of the business in such a way
that the firm’s value or earnings are maximised. There are various sources available to
raise the required funds. So it’s important to select the best source of finance among
the alternatives. Similarly there may be various alternatives where these funds can be
invested. Each of these alternatives has to be carefully evaluated and a final decision
has to be made. Thus, financial management provides a framework for selecting a
proper course of action, helping to develop a viable strategy for the business. The main
objectives of financial management are as follows:

*  Profit Maximisation
* Liquidity

*  Source of Finance

* Increase Efficiency

*  On - Time Payments

e Reserve Creation
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*  Optimum Resource Allocation
¢  Cost Control

*  Financial Stability

*  Managing Risks

1. Profit Maximisation

The main aim of every economic activity is to earn profit. In order to cover its
costs and provide funds for growth, a business needs to generate sufficient profits.
The efficiency of a business enterprise is often measured by its ability to earn profits.
Thus, one of the objectives of financial management is to maximise profit by effectively
utilising the available resources.

Example: In a small tailoring business with only two employees, the owner might
focus on maximising profits by offering specialised services like custom embroidery at
a premium price. By utilising leftover fabric for accessories such as scrunchies, which
are sold as add-ons, the business increases its profitability without additional material
costs.

2. Liquidity

Financial management aims to maintain liquidity within the business. As far as a
business is concerned, it is very important to monitor cash inflows and outflows so
as to avoid cash shortages. Healthy cash flows enable businesses to handle uncertain
situations, make timely payments, earn cash discounts, maintain inventory, and ensure
smooth operations.

Example: A nano bakery business keeps close track of cash inflows and outflows to
avoid cash shortages, especially during seasonal demand. They monitor daily sales and
align it with their expenses for ingredients, rent, and utilities, ensuring they always have
enough cash to purchase fresh stock and keep operations running smoothly.

3. Sources of finance

Financial management helps in the effective utilization of sources of finances. There
are multiple sources from which needed funds can be raised. With the help of financial
management an entrepreneur can select the appropriate source of finance whether
from a single source or from a combination of sources, depending on the financial
requirements of the business.

Example: A small electronics repair shop may choose a combination of sources to
finance new tools: they might use some personal savings and a small bank loan rather
than relying on high-interest credit. By using financial management to select the most
feasible funding sources, the business avoids costly interest payments and maintains
financial stability.

4. Increase Efficiency
Effective financial management enhances the efficiency of all areas within an
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enterprise. Allocating right resources at the right time ensures smooth business
operations. By ensuring the effective distribution of funds financial management
promotes the overall growth and development of the business.

Example: In a nano printing business, efficiency is improved by scheduling print
jobs based on paper type and ink usage, reducing machine downtime and wastage. By
efficiently utilizing resources, they can meet customer deadlines promptly, improving
customer satisfaction and driving repeat business.

5. On - Time Payments

An effective financial management ensures that an enterprise can meet its financial
obligations to creditors on time. Financial management helps to keep track of creditors,
payment amounts, due date and so on. Thus by maintaining these records an entrepreneur
can ensure that payments are made on time. On- Time payments will help in increasing
the business’s reputation in the market, which helps in creating better relationships with
creditors who will then most probably extend more credit without objections.

Example: A home-based soap-making business ensures timely payments to suppliers
by setting reminders for due dates. This helps them maintain good relationships with
suppliers, who might then offer discounts or faster delivery times, benefiting the
business in the long term.

6. Reserve Creation

Reserves are funds set aside from profits to meet future uncertainties. An enterprise
can often face unexpected challenges such as sudden changes in market demand, change
in technology, natural calamity etc. In such situations, having reserves helps the business
handle these challenges without disrupting operations. Thus creating reserves is a key
objective of financial management as it helps businesses to manage uncertainties and
facilitates growth.

Example: A small photography studio saves a portion of its monthly revenue to create
a reserve for unforeseen expenses, such as camera repairs or software upgrades. This
reserve fund helps the business avoid operational disruptions and keeps them prepared
for unexpected equipment needs.

7. Optimum Resource Allocation

As said earlier, funds are limited for a business. So it is important to allocate these
limited funds effectively so that we can maximize returns. The allocation of funds
can be for purchasing equipment, making inventory, for marketing etc. Therefore by
optimum resource allocation the focus is on investments that generate highest return or
are critical for business operations.

Example: In a nano coffee shop, the owner allocates funds by prioritizing quality
coffee beans and equipment over decorative items. This strategic allocation ensures
that the primary product — coffee — is of high quality, attracting more customers and
maximizing returns.

114 SGOU - SLM - BA Nano Entrepreneurship - Management of Nano Enterprises @

Vilgsog 5
SREENARAYANAGURU
GPEN UNIVERSITY



8. Cost Control

Financial managementaims to implement cost control measures to reduce unnecessary
expenses and improve the profitability of the enterprise. Cost control measures can help
business maintain healthy profit margins, maximise productivity and ensure stability.
Additionally cost control measures determine whether the actual costs are in alignment
with the budgeted costs.

Example: A small candle-making business implements cost control by sourcing wax
and wicks in bulk, reducing per-unit costs. They also monitor utility expenses closely
and schedule production during off-peak electricity hours to reduce costs, maximizing
profit margins.

9. Financial Stability

One of the objectives of financial management is to create reserves in order to meet
future uncertainties and economic fluctuations thereby ensuring the firm’s financial
stability. It also aims to plan for a gradual and manageable growth which supports the
sustainable development of the enterprise and avoids over accumulation of resources.

Example: A nano gardening service creates a small reserve from profits each month
to handle seasonal downturns, like reduced demand in colder months. This planning
ensures that the business can maintain stable operations year-round without over-
relying on loans during low-demand periods.

10. Managing Risks

The daily activities of a business are subject to various risks and uncertainties.
Financial management tries to mitigate these risks and helps in finding solutions for
the emerging problems. For example financial management can help mitigate risk by
avoiding investments in high risk activities and choosing the one which is less risky.

Example: A nano event planning business avoids high-risk investments, such as
booking expensive venues without confirmed client orders. Instead, they choose lower-
risk, flexible options like renting equipment only when needed, minimizing potential
financial losses and ensuring a steady cash flow.

4.1.3 Capital

Meaning

Though money and capital may appear similar, they are distinct concepts. While
money itself can be considered as capital, capital is not just limited to cash but comprises
of various other resources. Capital is referred to financial assets that are utilized to
produce various types of goods and services. Therefore capital is the money and assets
that a business uses to operate and grow.

Capital assets can be either short term or long term. These assets may include cash,
cash equivalents, , machinery etc. Capital is necessary for the production of goods and
services. By investing capital, an entrepreneur expects to earn a higher return than
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the cost of raising the capital. This ensures that their capital investments contribute
positively to the business’s financial health and growth prospects.

Therefore capital is the primary necessity of all business organisations in order to
operate. Capital is an unavoidable element in the expansion and growth of a company.
Capital is essential for adapting to evolving technologies. It enables business to invest
in new tools, systems and innovations and ensure they stay competitive and manage
technological changes. It is important that capital should be used in the most effective
manner and wastage of resources should be avoided. The concept of capital can vary
depending on the discipline or context in which it is used.

Let’s see an example: Revathy, a homemaker, decided to start a tailoring unit, a
small business that makes custom tailored garments for customers. She doesn’t have
any materials which were required to start a tailoring unit, hence she had to start
from scratch. She decided to set up the unit in her own house so that she can save the
amount for rent. She decided to purchase a manually operated sewing machine of the
brand ‘Usha’ which will cost her around 7500 Rs. Then she needed around 5000Rs
for purchasing needles, threads, embroidery threads, beads, pearls and so on. So here
Revathy requires around a total of 12500Rs to start her tailoring unit. This amount is
the capital required for her business.

4.1.3 Types of Capital

Capital serves as the lifeblood of any enterprise. Understanding the various types
of finance helps entrepreneurs manage and allocate financial resources effectively.
By identifying the various types of capital businesses can optimize their operations,
support growth initiatives and maintain financial stability. Let’s understand the various
types of working capital in detail.

Fixed
Capital

Working
Capital

Circulating
Capital

Types of Working Capital

Floating
Capital

Money
Capital

Real
Capital

Figure 4.1.1 Types of Working Capital
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1. Fixed Capital

Fixed capital refers to the long term investments made by a business in assets that
are used over an extended period of time and are not easily convertible into cash. This
type of capital contributes mainly to the production process and is essential for the
business’s infrastructure. It generally includes tangible assets such as equipments, plant
and machinery, building, furniture etc.

2.  Working capital

The capital used by a business to manage its day to day operations is known as
working capital. The total of current assets is known as gross working capital and
the difference between current assets and current liabilities is known as net working
capital. Proper management of working capital is essential for maintaining liquidity
and ensuring the smooth operation of the business. For a small tea shop working capital
is required for milk, tea powder, coffee powder, oil, sugar etc. whereas for a automobile
workshop working capital is required to purchase spare parts, oil, grease, cotton waste,
paying daily wages

3. Circulating Capital

The capital used in purchasing raw materials is known as circulating capital. It
includes assets that can be quickly converted into cash and then reinvested. Usually the
term working capital and circulating capital are used synonymously. For example in
the case of a mobile phone service center the capital required for purchasing spare parts
can be considered as circulating capital.

4. Sunk capital

Sunk capital is the one which can only be put to a single use. It is also known
as specialized capital. Capital goods which have only a specific use of producing a
particular commodity are known as Sunk capital. E.g. A textile weaving machine can be
used only in textile mill. It cannot be used elsewhere. Thus it comes under the category
of sunk capital.

5. Floating Capital

Floating capital includes capital goods which can be put to alternate uses. It is also
called free capital. Examples of floating capital include steel, vehicles, fuel etc.

6. Money Capital

In the initial stage of a business money capital is required for acquiring fixed capital
goods and for working capital requirements. Therefore money capital is the cash fund
available with business for the purchase of various resources. It is also called liquid
capital.

7. Real Capital

All other capital goods other than money are known as real capital. It includes
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machinery, finished goods, raw materials, vehicles etc. Real capital is essential for
production because it enhances efficiency and productivity.

Now let us explore more about the two major classifications of capital: Fixed capital
and Working capital.

4.1.3.1 Fixed Capital

The amount of long term capital which is required for the purchase of fixed assets
such as plant and machinery, building, land, furniture etc. in order to create production
facilities is known as fixed capital. Fixed capital is that portion of capital which is
blocked on a fixed or permanent basis. These assets are bought with the intention to
retain them in the business for a long time and not to be disposed. Hence it is also
known as block capital.

All enterprises need some amount of capital to be invested in fixed or non-current
assets so as to create production facilities. It is not possible to start a business without
having an adequate amount of fixed capital. Fixed capital may be required even when a
firm plans for modification or expansion. Fixed capital investments are made with the
objective of long term objectives.

In the earlier example we discussed, it was mentioned that Maria requires Rs 12000
to purchase equipment for her new bakery. This purchase of equipment is a fixed capital
investment. Maria plans to purchase this equipment with the intention of using it for
a long term. So the capital that is invested to purchase this equipment will be blocked
in the business. Maria will not be able to start her bakery without this equipment as
it is necessary to facilitate production. Thus it is clear that fixed capital is the amount
invested in various fixed or permanent assets which are necessary for conducting the
operations of a business.

Factors Affecting Fixed Capital

The amount of fixed capital required is estimated usually at the planning stages of
an enterprise. It should be noted that fixed capital is not only needed at the start of an
enterprise but also at the time of growth, expansion and so on. The requirement of fixed
assets differs from business to business. Let’s see the various factors that determine the
fixed capital requirements in a business.

1. Nature of Business

The nature of business is a major factor in determining the requirement of fixed
capital in a business. The fixed capital requirement of a manufacturing firm is much
more than that of a service oriented firm. A bakery that deals with the production of
food items requires more fixed capital than a tailor shop. Thus the nature of business
determines the requirements of fixed capital to a large extent.

2. Size of Business

Size of the business also influences the fixed capital requirement. This is determined
by the scale of operations. Larger the size of the business unit, larger will be fixed

apital requirements.
SGOU - SLM - BA Nano Entrepreneurship - Management of Nano Enterprises oI

—oC—~
i~

Vilgsog 5
SREENARAYANAGURU
GPEN UNIVERSITY



3. Scope of Business

More the number of activities undertaken by the business, more fixed capital will
be required. For example, if a company deals only in wholesale trading it requires less
fixed capital than a company which deals in both wholesale and retail trading. Similarly
a business which engages in wide range of activities such as manufacturing, marketing
etc. will require more fixed capital.

4. Technology used

The technology used in the production process can also influence the requirement
of fixed capital. If an enterprise uses fully automated production process, then it may
require more fixed capital to purchase these machines and other equipment. On the
other hand if the production process is simple, then it requires comparatively lesser
fixed capital.

5. Purchase decision

Purchase decision regarding whether to buy new equipment or to buy used ones
also determines the level of fixed capital required. If the used equipment can meet the
production requirements and is in good condition, then it can help in bringing down
the investment in fixed capital substantially. This is more applicable in areas where the
technological change in production method is moderate or slow.

4.1.3.2 Working Capital

We have discussed about the long term funds which are required to create production
facilities. Now let’s look into short term funds. Short term funds needed for the purpose
of purchasing raw materials, payment of wages and other day to day expenses etc.
are known as working capital. In other words, that part of the firm’s capital which is
required for financing short term or current assets such as cash, debtors, inventories
etc. are referred to as working capital. Working capital is also known as revolving or
circulating capital as the funds invested in current assets keep revolving fast and are
constantly converted into cash and this cash flows out again in exchange for other
current assets. For example, a clothing retail store uses working capital to purchase
inventory which is then sold and the firm generates revenue (cash inflow). This revenue
generated is used again to purchase inventory (cash outflow) so as to replace the sold
items.

Working capital is the amount of funds necessary to cover the cost of operating the
enterprise. It is the fund required to manage the day to day operations of a business. It
represents the difference between a firm’s current assets and current liabilities. Adequate
amount of working capital is necessary to ensure the operational efficiency of the firm.

Gross working capital refers to the total amount of funds invested in current assets.
Current assets are those assets which can be converted into cash within a span of one
year. e.g. bills receivables, sundry debtors, prepaid expense, cash in hand and cash at
bank etc.
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Net working capital refers to the difference between current assets and current
liabilities. Net working capital is positive when the current assets exceed the current
liabilities and net working capital is negative when the current liabilities exceed the
current assets.

Net Working Capital = Current Assets — Current Liabilities
Factors affecting Working capital

Working capital is a key measure of a business’s financial health and operational
efficiency. Effective management of working capital ensures that a company can
maintain smooth operational efficiency, respond to market changes and achieve financial
stability. Several factors can significantly affect the requirement of working capital. Let
us understand it one by one.

1. Character of Business

The nature or character of business is a major factor in determining the working
capital requirement of a firm. Trading and financial firms require large amount of
working capital as they need large investments in current assets such as cash, receivables,
inventory etc. A consulting firm that provides consultancy services, such as IT solutions,
requires less working capital compared to a retail business. This is because a consulting
firm focuses on offering expertise, managing projects, and billing clients for services
rendered, rather than maintaining inventory. Consequently, the firm’s working capital
needs are primarily associated with covering operational expenses, such as employee
salaries and project costs, rather than managing large amounts of stock.

2. Seasonal variations

In situations where raw materials are not available throughout the year, firms may
need to purchase these materials in bulk during the season when they are accessible.
This approach helps ensure that the business has enough raw materials to meet
production needs throughout the year. However, buying raw materials in bulk during
the availability season leads to a temporary increase in working capital requirements.

3.  Working Capital Cycle

Working capital cycle refers to the time period from the initial expenditure on
purchase of raw material to the moment when cash is received from sales. It includes
the time period for which cash is tied up in various components of working capital such
as inventory, accounts receivables, accounts payable etc. Longer the period of the cycle,
larger is the requirement of working capital.

4. Credit policy

How a firm manages the credit terms with its debtors and creditors influence the
amount of working capital requirement to a great extent. When a firm purchases on
credit and sells on cash, it requires lesser amount of working capital. On the other
hand if a firm purchase for ash and sells on credit, then a firm needs large amount of
working capital as very huge amounts of funds are bound to be tied up in debtors or

bills receivables.
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5. Business Cycle

The alternate expansion and contraction in business activity is known as business
cycle. During boom, there is increase in sales, rise in prices etc. and thus the firms
requires large amount of working capital. On the other hand, during times of contraction,
sales decline, business contracts and requires comparatively lesser amount of working

capital.
Recap

¢ The planning, organising, directing, and controlling of financial activities is
referred to as financial management

¢ Financial management involves raising money and its effective utilisation.

¢ The efficiency of a business enterprise is often measured by its ability to
earn profits.

¢ Financial management aims to maintain liquidity within the business.

¢ Financial management helps in selecting the appropriate source of finance.

¢ Reserves are funds set aside from profits to meet future uncertainties.

¢ Cost control measures can help business maintain healthy profit margins,
maximise productivity and ensure stability.

¢ Capital is referred to financial assets that are utilized to produce various

| types of goods and services.

¢ Capital assets can be either short term or long term.

¢ Fixed capital refers to the long term investments made by a business in
assets that are used over an extended period of time and are not easily
convertible into cash.

¢ The capital used by a business to manage its day to day operations is known
as working capital.

¢ Working capital is also known as circulating capital.

¢ Capital goods which have only a specific use of producing a particular
commodity are known as Sunk capital.

¢ Floating capital includes capital goods which can be put to alternate uses.
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Objective Questions

122

1.  What do you mean by financial management?

2. Why should a business maintain liquidity?

3. What is the benefit of making on-time payments?

4.  What do you mean by reserve fund?

5. What is the purpose of cost control measures?

6. What is the difference between money and capital?

7. What is working capital?

8. What is another name for sunk capital?

9. What is real capital?

10. Mention any two factors that affect fixed capital requirements.

11. What is another name for floating capital

12. Mention any two factors that affect working capital requirements.

Answers

1. The activity concerned with planning, raising, controlling and administering
of funds used in the business is known as financial management.

2. Maintaining liquidity or healthy cash flows enable businesses to handle
uncertain situations, make timely payments and thereby earn cash discounts,
maintain inventory and ensure smooth operations.

3.  On- Time payments will help in increasing the business’s reputation in the
market, which helps in creating better relationships with creditors who will

| then most probably extend more credit without objections.

4. Reserves are funds set aside from profits to meet future uncertainties.

5. Cost control measures helps to reduce unnecessary expenses and improve
the profitability of the enterprise.

6. While money itself can be considered as capital, capital is not just limited to

cash but comprises of various other resources.
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7. Short term funds needed for the purpose of purchasing raw materials, payment
of wages and other day to day expenses etc. are known as working capital.

8. Sunk capital is also known as specialized capital.

9.  All other capital goods other than money are known as real capital.
10. Nature of Business and Size of Business

11. Floating capital is also known as free capital.

12. Working capital cycle and Business Cycle.

Assignments

1. Define financial management?

2. What are the objectives of financial management?

3. What is the difference between sunk capital and floating capital?

4. Briefly explain types of capital.

5. How financial management helps in optimum allocation of resources?
6. Why capital is important for a business? Explain your answer.

7.  What is the difference between money capital and real capital?

8.  What do you mean by fixed capital?

9. What are the various factors that affect the fixed capital requirements of a
business?

10. Explain the various factors that affect the working capital requirements of
a firm.

11. Visit a nano enterprise of your choice and identify the working capital
requirement of that firm. Also try to learn about the working capital cycle of
the firm and its influence on the business.

12. Compare the fixed capital investment of two nano enterprises with different
business natures. Identify whether each enterprise has purchased new or
used equipment for their production facilities and analyze how this choice
impacts their fixed capital investment.
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U;lt Working Capital Decision

Learning Outcomes

On completion of this course, the learner will be able to:
¢ understand the importance of working capital in Nano business

¢ gain deeper knowledge on developing strategies regarding inventory
management, cash management and receivables management

O get familiarised with formulation of credit policy and collection policy

¢ explain the methods of speedy cash inflows and slower cash outflows

Prerequisite

Alex runs a ‘ready to eat chapatti’ manufacturing unit. Initially, Alex invested
heavily in purchasing bulk quantities of flour, salt and other ingredients (raw
materials) required for production. So he had a major investment in inventory.
Later, during his course of business he decided to carry out certain marketing
activities so as to increase his sales. At this time he realized that he did not have
enough capital with him to perform these functions. This was mainly because
of the credit policy followed by the business and major portion of funds was
blocked in inventory. Here, the issue was overstocking and the lenient credit
policy followed . This has led to the shortage of funds for other business activities.
In this unit we will discuss about how to maintain the optimum level of inventory
(balance between overstocking and under stocking) as well as how to follow
effective cash and receivables management so as to maintain better liquidity and
financial stability in the business.

Keywords

Working Capital, Inventory, Inventory Management, Optimum Inventory
Level, Over Stocking, Under Stocking, Liquidity, Cash Management, Cash Flow,
Receivables Management, Financial Stability, Credit Policy, Collection Policy,
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Discussion

Working capital decision can be referred as the process of managing a company’s
short term assets and liabilities to ensure it has sufficient liquidity to support its
day to day operations. Effective working capital management involves decision
regarding how to fund and manage the working capital requirements in order to
maintain operational efficiency and financial stability. Current assets management
involves the management of inventory, accounts receivable and cash whereas
current liabilities management involves management of short term financing and
accounts payable.

4.2.1 Working Capital

As we have discussed in the previous unit, working capital is the capital a business
use to fund its day to day operations. Every business concern should have adequate
— working capital to run its business operations. It should not have excess as well as
short working capital as both these positions are bad for any business. However out
of the two, shortage of working capital is more dangerous.

Working capital can be classified as permanent working capital and temporary
working capital. Permanent working capital or fixed working capital is the minimum
amount which is required to ensure effective utilization of fixed facilities and for
maintaining the circulation of current assets. Temporary working capital or variable
working capital is the amount of working capital which is required to meet the
seasonal demands and some emergency needs.

Now let’s look into the reason why a Nano business needs working capital.
Working capital is an important source of capital as it is required:

¢ for the purchase of raw materials,

¢ to pay the wages and salaries,

¢ to meet the day to day expenses and overhead costs

¢ to meet the selling cost such as marketing, packing, advertising etc.
¢ to provide credit to the customers

¢ to maintain inventory

The need for working capital for a new firm, growing firm or a firm that has
reached maturity differs from one another. The working capital requirements of a
firm depend upon a number of factors which we have discussed in the previous unit.

4.2.1.1 Significance of Working Capital

Working capital is a fundamental measure of a company’s financial health and
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the operational efficiency. It is the life blood of a business. Adequate amount of working
capital is essential for the smooth functioning of a business. The major significance of
working capital is as follows:

¢ Operational Efficiency
Liquidity
Continuous Production

Goodwill

0

0

0

¢ Face Seasonal Changes
¢ Cash Discount

0

Increase Creditworthiness

1. Operational Efficiency

Working capital is an important factor in determining the operational efficiency of
firm. It ensures that the firm has sufficient funds to meet the short term obligations such
as paying suppliers, employees and other operational expenses. So, an adequate amount
of working capital helps maintain smooth operations and prevent disruptions.

Example: A small bakery needs adequate working capital to ensure it can pay
suppliers for flour, sugar, and other ingredients on time. By managing working capital
efficiently, the bakery can meet daily operational expenses like wages and utilities,
maintaining smooth production and uninterrupted customer service.

2. Liquidity

Working capital helps in maintaining the liquidity of the firm and thereby ensuring
that the firm can meet its short term obligations without relying on external financing.
This helps avoid cash flow issues and maintain the financial stability of the firm.

Example: A nano grocery store monitors its cash inflows and outflows to ensure
it always has enough working capital to handle daily expenses like purchasing fresh
produce and paying bills. This practice prevents cash shortages and maintains the
store’s financial stability, avoiding reliance on short-term loans for small expenses.

3. Continuous Production

In order to ensure the regular supply of raw material, sufficient working capital is
required. Avoiding shortage of raw materials will help in continuous production.

Example: In a small handmade soap business, maintaining sufficient working capital
helps the owner keep a steady supply of essential oils, molds, and packaging materials.
This ensures that production can continue without delays, meeting customer demand
and building a reliable brand image.
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4. Goodwill

A firm that maintains adequate amount of working capital earns a good name in the
labour and capital markets. Adequate working capital enables a firm to pay wages and
salaries of its employees on time and to meet its short term credit payments. This will
help to generate a good image of the firm in the market.

Example: A nano tailoring business with two employees builds goodwill by using
working capital to pay wages on time. By meeting all financial obligations consistently,
the business earns a reputation as a reliable employer and supplier in the market,
improving relationships with both employees and suppliers.

5. Face seasonal changes

As there are chances for sales to be low during certain seasons, working capital helps
firm in such situations to meet its short term obligations such as paying wages , salaries
and other expenses. As during times of low sales cash inflows are less, working capital
helps to compensate these shortages.

Example: A small holiday decorations shop uses working capital to cover expenses
during off-peak seasons when sales are low. This ensures they can still pay rent, utilities,
and wages, helping them remain operational and ready for the next busy season.

6. Cash discounts

Adequate amount of working capital enables the firm to pay its bills on time and
thereby helps in earning cash discounts on the purchase. This helps in reducing the cost
of the firm.

Example: A nano café owner buys coffee beans and milk in bulk and uses working
capital to pay suppliers immediately, allowing them to earn a 5% cash discount on each
order. These savings help reduce overall operating costs and improve profit margins.

7. Increase Creditworthiness

With the help of working capital, a firm will be able to payback its creditors on time.
This helps in increasing the creditworthiness of the firm. Thus suppliers will be willing
to give more credit during purchase of raw materials and other items. It will also help
in getting loans and advances from bank.

Example: A small mobile repair shop builds its creditworthiness by paying suppliers
promptly using working capital. As a result, suppliers are more willing to extend credit
on parts and tools, which helps the business handle occasional spikes in demand without
financial strain.

4.2.2 Inventory Management

Investment in inventories is one of the major investment in current assets or working
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capital in most of the businesses. Sufficient amount of inventory is necessary for the
smooth functioning of the business. The main purpose of inventory management is
to ensure that the sufficient quantity of inventory is available as and when required.
Another aim of inventory management is to minimize the investment in inventories. It
focuses on avoiding situations of under inventory and over inventory.

4.2.2.1 Meaning of Inventory

In accounting, inventory means stock of finished goods only. But in the case of a
manufacturing concern, inventory includes:

¢ Raw materials: The resources required to carry out the production activities.
Raw materials are further processed to obtain the final product

¢ Work-In-Progress: Stocks which are in between the stage of raw materials and
finished products.

¢ Consumables: These products act as a catalyst which smoothen the production
process. e.g. Fuel required for running the machinery.

¢ Finished Goods: These are goods which are ready for consumption.

¢ Spares: Spares also form a part of inventory. The level of maintaining spares
differ from firm to firm.

It is important for a firm to hold a certain level of inventory. Inventory management
deals with finding the optimum level of inventory. The main purpose of holding
inventory is to ensure uninterrupted production. Shortage of inventory can lead to delay
in execution of orders. Holding inventory involves various costs such as capital costs,
storage and handling costs etc. it also involves the risk of price decline, obsolescence,
deterioration in quality etc.

Besides all these costs and risks, the purpose of holding inventories is:

¢ The Transaction Motive: which facilitates uninterrupted production and time
execution of orders

¢ The Precautionary Motive: business is full of uncertainties and to face these
situations, as a precaution certain level of inventory is maintained.

0 The Speculative Motive: Expecting rise in price of inventories, a firm may hold
more inventories. This can also be because of saving reordering costs and for
enjoying discounts on bulk purchase.

4.2.2.2. Meaning of Inventory Management

The main purpose of inventory management is to maintain an optimum level of
inventory. Inventory management tries to avoid situations of over stocking and under
stocking. Over stocking leads to reduction in liquidity and affects other production
process, whereas under stocking will lead to stoppage of production process. It is crucial
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to keep the investments in inventory in reasonable limits. Inventory management deals
with questions such as:

¢ What to purchase

¢ How much to purchase
¢ From where to purchase
O

Where to store the inventory and so on

4.2.2.3 Objectives of Inventory Management

The main purpose of inventory management is to ensure that not too much of the
working capital is locked up in inventory and at the same time ensure sufficient amount
of inventory is available such that the production process is not interrupted due to
shortage of inventory. The main objectives of financial management are as follows:

¢ To prevent over stocking and under stocking of inventory

¢ To maintain optimum level of inventory to avoid disruptions in the production
process.

¢ To minimise losses through wastages and damages of inventory.
¢ Reduce cost of production by keeping the material cost under control.

¢ To ensure continuous supply of raw materials so as to facilitate smooth
functioning of production process.

¢ To ensure quality goods at reasonable prices.

¢ Centralise purchase of inventory to avoid duplication in ordering.

4.2.3 Cash Management

Cash management has become increasingly important because it is essential for
a firm to maintain only the amount of cash needed to meet its obligations. Cash is
considered the least productive of all assets, so holding excess cash can lead to resource
wastage. For example idle cash can be deposited in bank to earn interest. Conversely, a
shortage of cash can disrupt business operations. Cash is essential for a business to meet
various needs. It is used to purchase assets, which are then utilized to generate additional
cash. As a result, there are frequent inflows and outflows of cash in a business. Cash
management focuses on maintaining a balance between these inflows and outflows.

The motives for holding cash are as follow:

¢ Transaction motive: The firm needs cash to make day to day transactions such
as payment of wages, purchases, other expenses etc. This is required because
there is difference between cash inflows and cash outflows.

¢ Precautionary motive: As there may be variations in the anticipated cash inflows
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and cash outflows, a firm is required to keep cash for meeting any contingencies.

¢ Speculative motive: This is related to marketable securities and cash driven by
the anticipation of sudden price changes. Businesses may hold cash with the
expectation that prices might decrease unexpectedly or they might rise.

4.2.3.1 Managing Cash Flows

Cash management has gained importance because it is the most important of all the
current assets. Cash needs to be managed efficiently because it is the most unproductive
asset. For an effective cash management, a balance should be maintained between the
cash inflows and cash outflows. Cash management will only be successful if cash
collections are accelerated and cash payments are delayed.

Now let’s explore the methods of accelerating cash inflows

1. Prompt Payment by Customers

One of the major sources of cash inflows is the revenue generated from sales. The
collection from customers should be prompt such that it helps in managing the cash
requirements effectively. Customers can be prompted to make payments by allowing
them cash discounts. Prompt billing is necessary in order to ensure prompt collections.
The customers should also be promptly informed about the amount payable and the
time by which it should be paid.

2. Decentralised Collections

If a firm has various branches operating across a wide geographical area, then the
system of decentralized collections can be used to accelerate the collection process. A
number of collection centers should be opened at various places rather than collecting
at one place. By opening various collection centers, a significant amount of time can be
saved in mailing, collecting and processing the cheques.

3. Lock Box System

The lock box is a secure address where payments are sent by the customer. Places of
lock box are selected based on the number of customers and remittances to be received
from a particular place. The lock box is typically managed by a third party service
provider like bank or specialised lock box service provider. They will collect the post
a number of times in a day and start the collection process of cheques. The amount
collected will be credited to the account of the firm. This system makes the collection
process faster and avoids delay in mailing or processing the cheques.

4. Quick conversion of payments into cash:

The time gap between the cheque sent by the customer and the amount collected
against it should be kept to a minimum. There can be many factors which increase the
collection period. It can be because of the time taken by the post office for transferring
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cheque from the customer to the firm or time taken within the organization for processing
the cheque or may be because of the time taken by the bank in collecting the collection
form the customer’s bank. These delays in converting the cheques into funds available
in the firm’s bank account are known as deposit float. An efficient cash management is
possible only if the time taken in deposit float is reduced and the fund is made available
for use as quickly as possible

A company can maintain cash within the business by slowing the cash disbursements.
Now let’s move on to the methods of slowing cash outflows.

1. Delaying payment

Always try to make the payments on last due date. In such cases the firm can avail
benefits of cash discount, if any and it can also help in using the money for shorter
periods.

2. Payments through drafts

Instead of issuing cheques to suppliers, firms can issues drafts. This will further delay
the payments. It takes a number of days before it is actually paid. The company can
conserve significant resources by using this method. The savings can then be invested
in highly liquid, low-risk securities to earn income thereon.

3. Centralised Payments

Centralized payments can delay the payment process. By consolidating payment
operations into a single department or location, it may take additional time to process
and approve payments due to the increased volume of transactions and the need for
more coordination.

4. Adjusting payroll funds

This is an effective method for slowing cash disbursements. This approach involves
managing and controlling the timing and distribution of payroll expenses to better align
with the company's cash flow needs. For example, shifting payroll disbursements to
less frequent intervals or adjust the timing of payments to better match cash inflows etc.

4.2.4 Receivables Management

In order to expand the sales volume business concerns often allows credit sales. This
is because after a certain level, the increase in sales will not proportionately increase
production costs and this will bring in more profits. Credit sales result in accounts
receivable. When a company makes sales on credit, it provides goods or services to
customers with the agreement that payment will be made at a later date. This creates
a receivable, which represents the amount owed by customers. Thus receivables can
be defined as the amount owed to the firm by customers as a result of sale of goods or
services in the ordinary course of business.
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Receivables constitute a significant portion of current assets of a firm. Investment in
receivables involves certain costs and also a risk of bad debts. Hence it is very necessary
to have a proper control and management of receivables.

In the words of Bolton S.E. the objective of receivables management is “to promote
sales and profit until that point is reached where the return on investment in further
funding of receivables is less than the cost of funds is raised to finance that additional
credit”.

Receivables management is the process of making decisions relating to investment
in trade debtors. As we discussed earlier, receivables is necessary to increase the profits
of firm. At the same time there is a cost for raising the funds for receivables and there is
always a risk of bad debts too. Thus the objective of receivables management is to make
prudent decisions regarding investments in debtors.

4.2.4.1 Cost of maintaining receivables

Receivables are formed as a result of credit sales. It means that the fund of the
firm is being used by the customers. A business concern incurs the following costs on
maintaining receivables.

1. The capital raised by the concern through various sources is allowed to be used
by the customers in the case of credit sales. The firm incurs cost for raising
funds which is used to finance receivables. This is the cost of financing

2. When a customer defaults on payment, reminders are sent by the firm to prompt
early payments. Additionally, employees need to be sent for collecting these
amounts and in some cases legal actions may have to be taken for collecting
receivables. These efforts result in cost of collection for the firm.

3. When the customers fail to pay the amounts due towards them it is known as
bad debts. Through efficient collection machinery a firm may be able to reduce
bad debts but cannot completely eliminate them.

4.2.4.2 Factors Influencing the Size of Receivables

The size of receivables depends on a number of factors other than sales. They are as
follows:

0 Size of Credit Sales: Credit sales and receivables has a positive relation. Higher
the credit sales, higher will be the size of receivables. A firm which do not allow
credit sales will have zero receivables.

¢ Terms of Trade: Terms of trade is a major factor determining the size of
receivables. The credit period allowed and discount given can influence the size
of receivables. If credit period allowed is more then the size of receivables will
also be more.

m SGOU - SLM - BA Nano Entrepreneurship - Management of Nano Enterprises 133

—oC—~
i~

Mooy
SREENARAYANAGURU
GPEN UNIVERSITY



0 Expansion Plans: A firm which plans to expand its business will have to enter
new markets and attract new customers. For that it will have to give more
incentives as credit facilities. This will increase the size of receivables.

¢ Customer Habits: In some cases even though the customer is financially sound
they may have the habit of delaying payments. This can influence the size of
receivables. Proper communication should be made with such customers making
them realise the urgency of funds.

¢ Credit Policies: A firm which follows a liberal credit policy will have larger
size of receivables than a firm which follows conservative credit policy. If
receivables remain outstanding for a longer period, then there will be chance
for bad debts.

¢ Profits: When sales increase beyond a point, it will bring in more profits. The
increase in profits will be followed by an increase in the size of receivables
because in order to increase sales a firm allows credit sales.

4.2.4.3 Credit Policy

Increase in credit sales of a firm will lead to an increase in receivables. To manage
the receivables efficiently, a firm must adopt a credit policy. Credit policy of a firm
includes decisions such as credit standards, length of credit period, cash discount and
discount period etc. Let’s understand each one of these decisions:

0 Credit Standards

The credit policy of a firm plays a crucial role in determining the volume of sales. A
liberal credit policy will helps in increasing the sales which in turn results in increased
profits. But when the volume of sales increases, it brings with it certain associated
risks. It increases the cost of financing along with risks of bad debts and delayed
receipts. When the size of receivables increases, it leads to increase in clerical works of
maintaining additional accounts.

Extending credit only to credit worthy customers will helps in reducing bad debts
and other costs such as collection costs, investigation costs etc. But it may also lead to
reduced sales volume and decreased profits. So a firm should try to follow an optimum
credit policy. The credit should be liberalised only to the level where increase in revenue
match the additional costs. A liberal credit policy can adversely affect the liquidity of
the firm. The optimum level of investment in receivables is achieved at point where
there is trade-off between cost, profitability and liquidity.

0 Credit Period

The period allowed to the customers for making the payment is known as credit
period. A firm fixes the terms of credit depending upon its customers and the volume
of sales. The customers making payment on time may be allowed cash discount. More
credit period may be allowed to increase sales and attract new customers. More often
due to competitive pressure from other firms, similar credit terms are followed between
firms. A firm should not extend credit beyond the period where increase in cost will be
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more than increase in revenue.
0 Cash Discount

Cash discounts are allowed to speed up the collection of receivables. Allowing
discount involves cost and a firm should ensure that the earnings realised by allowing
cash discount is more than the cost of discount. Discounts should not be allowed if the
funds cannot be profitably employed.

¢  Discount Period

The period allowed by the firm for availing discount is known as discount period.
Additional period allowed for availing discount may motivate some customers to make
payment but at the same time it may result in late collection of funds by those customers
who used to get discount and made payments as per the earlier schedule. For example,
when the firm extends its discount period from 15 days to 30 days, the customers who
used to make payments within these 15 days will now make payments in 30 days.
This leads to increase in collection period of the firm. Therefore the firm should select
an optimal discount period which will maximise customer participation in making
payments while minimising the impact on cash flow and collection efficiency.

4.2.4.4 Collection Policy

Collection policy can be strict or lenient. A strict policy of collection will enable
early collection of dues and reduce bad debt losses. This policy involves more efforts
on collection process. Such a policy also has its negative side. Customers may not like
such an effort from the part of the firm and may shift to another concern which will
reduce the volume of sale and decrease profits. It may also involve high collection costs.

On the other hand, a lenient collection policy may lead to more bad debt losses and
increase in the period of collection. It can also leads to loss of customers as a customer
who has not cleared his dues for long may not make a purchase again as he has to clear
his earlier dues first.

The steps to be followed in collecting overdue amounts are as follows:
Sending reminders

Making personal request

Making personal visits

Using collecting agencies

S 0 O

Legal action

The objective of collection policy is to collect the due amounts. Avoid annoying
the customers and always try to maintain good relation with them. A firm should take
legal action against its customers only after trying out all other means as it will spoil
the relation with them. If the payments are due because of genuine problems, then it
should be taken into consideration. The aim of collection policy is to make collection

intain good relations with the customers.
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Recap

¢ Working capital can be classified as permanent working capital and
temporary working capital.

¢ Permanent working capital is also known as fixed working capital.

¢ Temporary working capital is otherwise known as variable working
capital.

. O The minimum amount of capital which is required to ensure effective
utilization of fixed facilities and for maintaining the circulation of current
assets is known as permanent working capital.

0 The amount of working capital which is required to meet the seasonal
demands and some emergency needs is known as variable working capital.

0 Working capital is an important factor in determining the operational
efficiency of firm.

¢ Inventory management ensures that sufficient quantity of inventory is
available as and when required.

¢ Stocks which are in between the stage of raw materials and finished
products are known as work in progress.

0 Over stocking leads to reduction in liquidity.

¢ Cash management focuses on maintaining a balance between cash inflows
and outflows.

¢ Decentralized collections help in accelerating the collection process.

¢ Receivables management is the process of making decisions relating to
investment in trade debtors.

0 Credit policy of a firm includes decisions such as credit standards, length of
credit period, cash discount and discount period etc.

0 The period allowed by the firm for availing discount is known as discount
period.
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Objective Questions

—

o

%
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1.  What are the two classifications of working capital?

2. Briefly explain permanent working capital.

3. What do you mean by temporary working capital?

4. Mention any two reasons why a firm needs working capital.

5.  How working capital helps in maintaining the operational efficiency of a

o firm?

6. Name any two significance of working capital.

7. What do you mean by inventory management?

8.  What is the speculation motive behind the holding of inventory?

9. What are the major questions that inventory management deals with?

10. Mention any two objectives of Inventory management.

11. What is the precautionary motive behind holding cash?

12. What are the various methods for accelerating cash inflows?

13. What are the various methods for slowing cash outflows?

Answers

1. Working capital can be classified as permanent working capital and temporary
working capital.

2. Permanent working capital or fixed working capital is the minimum amount
which is required to ensure effective utilization of fixed facilities and for
maintaining the circulation of current assets.

3. Temporary working capital or variable working capital is the amount
of working capital which is required to meet the seasonal demands and

o emergency needs.
4. Working capital is needed for the purchase of raw materials and to pay wages

and salaries.
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10.

11.

12.

13.

Working capital maintains operational efficiency of a firm by ensuring that
the there is sufficient funds to meet the short term obligations such as paying
suppliers, employees and other operational expenses.

Working capital helps in ensuring continuous production and increasing the
credit worthiness of the firm.

Inventory management aims to maintain an optimum level of inventory.
Inventory management tries to avoid situations of over stocking and under
stocking.

A firm may hold more inventories because it expects rise in price of inventories,.
This can also be because of saving reordering costs and for enjoying discounts
on bulk purchase.

What to purchase, how much to purchase, from where to purchase and where to
store the inventory

(1) To prevent over stocking and under stocking of inventory (ii) to maintain
optimum level of inventory to avoid disruptions in the production process.

As there may be variations in the anticipated cash inflows and cash outflows, a
firm is required to keep cash for meeting any contingencies.

(1) Prompt payment by customers, (ii) Decentralised collections (iii) Lock Box
Systems (iv) Quick conversion of payments into cash

(1) Delaying payments, (i1) Payments through drafts, (ii1) Centralised payments,
(iv) Adjusting payroll funds.

Self-assessment Questions

1.  What do you mean by working capital? Explain its various classifications.
2. What is the need of working capital?

3. Explain the importance of working capital.

4. What is inventory? What are the components of inventory?

5. What are the motives behind holding inventory?

6. Explain the objectives of inventory management?

7. What is cash management?

8. What are the motives behind holding cash?

138 SGOU - SLM - BA Nano Entrepreneurship - Management of Nano Enterprises m

—OC—~=

Vitogs
SREENAR.
OPEN

o

NAGURU
RSITY




9. Explain the methods of accelerating cash inflows.

10. What are the various methods for slowing cash disbursements?

11. Explain about the various cost involved in maintaining receivables.

12. What is receivables management?

13. What are the various factors that influence the size of receivables?

14. What are the various decisions included in the credit policy of the firm?

15. Explain about collection policy?

Assignments

1. Identify a nano enterprise of your choice and understand the inventory|
management decisions adopted by them. Try to understand the objectives
fulfilled by the above decision.

2. Understand the credit policy of a firm and analyze the various decisions
undertaken by the firm for formulating the policy.

Suggested Reading

1. Rustogi, R.P (2016). Fundamentals of Financial Management (11th
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Unit Activity: Study of Nano

1 Business Enterprise Finances

Learning Outcomes |

Upon the completion of the activities mentioned in the unit, the learner will be
able to:

¢ identify and understand various sources of finance used by nano enterprises.
¢ assess the working capital requirements of a nano business.

¢ analyse how nano businesses manage their working capital.
0

prepare a comprehensive report on the financial aspects of a nano business.
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Discussion

5.1.1 Activity to be Performed by the Learners

Visit a nano business enterprise and identify the various sources of finance
they used to start the business. Find out their working capital requirement and
how they manage it. Prepare a report of your study.

5.1.2 Guidance for Performing the Activity

This manual provides a structured approach for visiting a nano business
enterprise, identifying its sources of finance for starting the business, and
analysing its working capital management. The study aims to give students
practical insights into the financial aspects of small-scale entrepreneurship.

5.1.2.1 Procedure

Step 1: Selecting a Nano Business Enterprise

1. Research local nano businesses in your area. (Remember, nano enterprises
typically have less amount of investment and less number of employees.)

2. Contact potential businesses and request permission for a visit and interview.

3. Schedule a visit at a time convenient for the business owner.
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Step 2: Preparing for the Visit

1. Develop a questionnaire covering the following areas:

0

S O O O

Business background (type, age, size, etc.)
Initial capital requirements

Sources of finance used to start the business
Current working capital needs

Methods of managing working capital

2. Prepare any necessary documents (e.g., consent forms, confidentiality

agreements).

3. Gather tools for data collection (notebook, pen, voice recorder if permitted).

Step 3: Conducting the Visit and Interview

1. Introduce yourself and explain the purpose of your visit.

2. Begin with general questions about the business to build rapport.

3. Inquire about the sources of finance used to start the business. Potential sources

may include:

0

S OO

Personal savings

Family and friends

Bank loans

Microfinance institutions

Government schemes for nano enterprises
Crowdfunding

Angel investors

4. Ask about their working capital requirements. This may include:

0
0
0

Inventory costs
Day-to-day operational expenses

Accounts receivable management

5. Discuss how they manage their working capital. Topics may include:

0
0

Cash flow management techniques

Inventory management strategies
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¢ Credit policies with suppliers and customers

¢ Use of any working capital financing methods (e.g., overdraft facilities,
short-term loans)

6. Take detailed notes throughout the interview.
Step 4: Analyzing the Data
1. Review your notes and organize the information collected.
2. Identify the primary sources of finance used by the business.
3. Calculate or estimate the business's working capital requirements.
4. Analyze the effectiveness of their working capital management strategies.
5. Compare the findings with theoretical knowledge of nano business finance.
Step 5: Preparing the Report
Write a comprehensive report including the following sections:
1. Introduction
¢ Brief overview of the study's purpose
¢ Description of the nano business visited
2. Sources of Finance
¢ List and describe each source of finance used to start the business
¢ Analyze the reasons for choosing these particular sources
¢ Discuss any challenges faced in obtaining finance
3. Working Capital Requirements
¢ Estimate or calculate the business's working capital needs

¢ Break down the components of working capital (inventory, receivables,
payables, etc.)

¢ Discuss any seasonal or cyclical variations in working capital needs

4. Working Capital Management
O Describe the strategies used by the business to manage working capital
0 Analyze the effectiveness of these strategies

O Identify any areas where working capital management could be
improved
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5. Conclusion
0 Summarize key findings

¢ Reflect on how the practical insights gained compare with theoretical
knowledge

0 Suggest recommendations for improving the financial management of
the business (if appropriate)

6. Appendices

¢ Include the questionnaire used

¢ Any relevant financial data or calculations (ensuring confidentiality)
Step 6: Review and Submission
1. Proofread and edit your report for clarity and coherence.

2. Ensure all data is accurately represented and analyzed.

3. Submit the report as per your instructor's guidelines.

5.1.3 Ethical Considerations

¢ Respect the privacy and confidentiality of the business owner and their
financial information.

¢ Obtain informed consent before collecting any data.
¢ Use the information solely for educational purposes.

¢ Offer to share your findings with the business owner if they're interested.

5.1.4 Conclusion

This manual provides a structured approach to studying the financial aspects of a
nano business enterprise. By following these steps, you'll gain valuable insights into
how small businesses source their initial capital and manage their working capital,
bridging the gap between theoretical knowledge and practical application in the field of
business finance.
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Unit Activity: Study of Workforce

9) Planning and Performance
Appraisal in Nano Enterprises

Learning Outcomes
Upon the completion of the activities mentioned in the unit, the learner will
be able to:
¢ 1identify a suitable nano business enterprise for the study.

¢ understand the workforce planning strategies employed by the nano

S enterprise.

¢ analyse the performance appraisal methods used in the business.

O prepare a comprehensive report on the findings.
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Discussion

5.2.1 Activity to be Performed by the Learners

Identify a Nano business enterprise with a minimum workforce of 3 employ-
ees. Study their workforce planning and performance appraisal strategy. Prepare a
report of your study.

5.2.2 Guidance for Performing the Activity

This manual provides a structured approach for identifying and studying a nano
business enterprise with a focus on their workforce planning and performance
appraisal strategies. The study aims to give students practical insights into human
resource management practices in small-scale entrepreneurship.

5.2.2.1 Procedure

Step 1: Identifying a Suitable Nano Business Enterprise

1. Research local nano businesses in your area that meet the following criteria:

O Invested capital up to X1 crore

¢ Minimum of 3 employees
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2. Contact potential businesses and request permission for a visit and interview.

3. Schedule a visit at a time convenient for the business owner or manager.

Step 2: Preparing for the Visit

1. Develop a questionnaire covering the following areas:
¢ Business background (type, age, size, industry)
¢ Current workforce composition

0 Workforce planning strategies

O

Performance appraisal methods

2. Prepare any necessary documents (e.g., consent forms, confidentiality
agreements).

3. Gather tools for data collection (notebook, pen, voice recorder if permitted).
Step 3: Conducting the Visit and Interview
1. Introduce yourself and explain the purpose of your visit.
2. Begin with general questions about the business to build rapport.
3. Inquire about their workforce planning strategies:
¢ How do they determine staffing needs?
What methods do they use for recruitment and selection?
How do they handle employee retention?

Do they have any succession planning strategies?

S O O O

How do they manage workforce diversity?

4. Discuss their performance appraisal strategies:
¢ How often do they conduct performance appraisals?

¢ What methods do they use (e.g., rating scales, 360-degree feedback,
management by objectives)?

¢ Who conducts the appraisals?
¢ How do they use the results of performance appraisals?

O Are there any challenges they face in appraising performance in a small
team?

5. Ask about the relationship between workforce planning and performance
appraisal:
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¢ How do performance appraisal results influence workforce planning
decisions?

¢ Do they use performance data for training and development planning?
6. Take detailed notes throughout the interview.

Step 4: Analyzing the Data

1. Review your notes and organize the information collected.

2. Identify the key workforce planning strategies used by the business.
3. Analyze the effectiveness of their performance appraisal methods.

4. Consider how these practices align with or differ from standard HR practices in
larger organizations.

Step 5: Preparing the Report
Write a comprehensive report including the following sections:
1. Introduction
¢ Brief overview of the study’s purpose
¢ Description of the nano business visited (industry, size, age)
2. Workforce Planning Strategies
¢ Description of current workforce composition
Methods used for determining staffing needs
Recruitment and selection processes
Retention strategies

Succession planning (if any)

S O O

Approach to workforce diversity
3. Performance Appraisal Methods

¢ Frequency and timing of appraisals
Methods used for performance evaluation
Parties involved in the appraisal process

Use of appraisal results

S O O O

Challenges in performance appraisal for a small team
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4. Integration of Workforce Planning and Performance Appraisal
¢ How performance data influences workforce planning
¢ Use of appraisals for training and development decisions
5. Analysis and Recommendations
¢ Evaluate the effectiveness of their current strategies
¢ Compare practices with theoretical HR management principles

¢ Suggest potential improvements or alternatives

6. Conclusion

¢ Summarize key findings

¢ Reflect on the unique aspects of HR management in nano enterprises
7. Appendices

¢ Include the questionnaire used

¢ Any relevant organizational charts or HR documents (ensuring
confidentiality)

Step 6: Review and Submission
1. Proofread and edit your report for clarity and coherence.
2. Ensure all data is accurately represented and analyzed.

3. Submit the report as per your instructor’s guidelines.

5.2.3 Ethical Considerations

Respect the privacy and confidentiality of the business owner and employees.
Obtain informed consent before collecting any data.

0
O
¢ Use the information solely for educational purposes.
0

Offer to share your findings with the business owner if they’re interested.

5.2.4 Conclusion

This manual provides a structured approach to studying workforce planning and
performance appraisal strategies in a nano business enterprise. By following these
steps, you will gain valuable insights into how small businesses manage their human
resources, bridging the gap between theoretical knowledge and practical application in
the field of HR management.
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MODEL QUESTION PAPER

@ SET - 01

SREENARAYANAGURU OPEN UNIVERSITY
QP CODE.: ......... Reg. No

Name e
FIRST SEMESTER BA NANO ENTREPRENEURSHIP
EXAMINATION
ANCILLARY COURSE - 1- B23NEO1AN
MANAGEMENT OF NANO ENTERPRISES
(CBCS - UG)
2024-25 - Admission Onwards

Time: 3 Hours Max Marks: 70
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Section A
(Answer any 10. Each carries 1 mark)
(10x1=10)
1. Define a nano enterprise.
2. What is the primary challenge faced by nano enterprises in workforce planning?

3. Listone principle of management that is particularly relevant to nano businesses.

>

What does TQM stand for?

Name one advantage of having a flexible workforce.
What is the significance of employee retention?
Define working capital

What involves dividing authority between higher and lower levels?

A S R AN

Mention any two factors that affect fixed capital requirements
10. What is the role of community support for nano businesses?
11. Define the term "skill gap".

12. Mention any two needs of training

13. What does gap analysis help identify in a nano enterprise?
14. What is working capital?

15. What is Job description?
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Section B
(Answer any 5. Each carries 2 marks)

(5x2=10)

16. Explain the importance of planning in the context of nano enterprises.

17. Briefly explain types of capital.

18. What are the different sources for hiring employees?

19. Explain the significance of employee development

20. What are the objectives of financial management in a nano enterprise?

21. Describe the role of performance appraisal in managing a small workforce.

22. What are the various factors that affect the fixed capital requirements of a
business

23. Explain the controlling function
24. Describe the role of continuous learning in the growth of nano businesses.
Section C
(Answer any 4. Each carries 5 marks)

(4x 5=20)

25. Discuss the functions of management and their importance in a nano enterprise.
26. What are the objectives of financial management?
27. Explain the process of finding and hiring employees in a nano enterprise.

28. Discuss the importance of training needs analysis in the context of nano
businesses.

29. Explain the methods of accelerating cash inflows
30. What are the major challenges faced by Nano Enterprises

31. Explain how to create a positive work environment to enhance employee
retention.

32. Discuss the significance of working capital management in the operations of a
nano enterprise.

33. Explain the role of performance review tools in assessing employee skills in a
small business.
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34.

35.

36.
37.

Section D

(Answer any 2. Each carries 15 marks)
(2x15=30)

Analyze the impact of effective workforce planning on the success of a nano
enterprise.

Discuss best management practices that can be implemented in nano
businesses to enhance productivity.

What is cash management?Explain the motives behind holding cash.

Discuss the financial management objectives and their relevance to the
sustainability of nano businesses.
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MODEL QUESTION PAPER

@ SET - 02

SREENARAYANAGURU OPEN UNIVERSITY
QP CODE.: ......... Reg. No

Name T
FIRST SEMESTER BA NANO ENTREPRENEURSHIP
EXAMINATION
ANCILLARY COURSE - 1- B23NEO1AN
MANAGEMENT OF NANO ENTERPRISES
(CBCS - UG)
2024-25 - Admission Onwards

Time: 3 Hours Max Marks: 70

Section A

(Answer any 10. Each carries 1 mark)
(10x1=10)
1.  What is employee retention?

2. List one challenge that nano entrepreneurs face in accessing markets.

98]

What is the significance of employee training in a nano business?

o

Define the term "flexibility" in the context of nano enterprises.
5. What do you mean by reserve fund ?

Name the components of Job Description.

Define working capital management.

Name any financial challenge faced by nano entrepreneurs?

A S

What is Floating capital?

10. What is the importance of networking?

11. Define "skill development" .

12. What is the significance of cash flow for small businesses?

13. What are stay interviews?

14. What is the role of social media in marketing for nano businesses?

15. What is Job Analysis?
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16.
17.
18.
19.
20.
21.
22.
23.

24.
25.

26.
27.

28.
29.

30.

31.
32.

33.

Section B
(Answer any 5. Each carries 2 marks)
(5x2=10)

What is the primary focus of change management?
Describe the motives for holding cash in working capital.
What is the main objective of training evaluation?
What is an Off the Job training method?
Why should a business maintain liquidity?
Describe the process of conducting a performance review in a nano enterprises.
What factors contribute to a positive work environment ?

Explain the role of leadership in fostering a learning culture in small
businesses.

What are the types of skills required for effective job performance?

Describe the importance of adaptability in workforce planning for nano
businesses.

Section C
(Answer any 4. Each carries 5 marks)
(4x5=20)
Discuss the functions of management and their relevance to nano enterprises.

Explain the principles of management by Henri Fayol and their application in
nano businesses.

Explain the process of hiring and onboarding employees in a nano enterprise.

Discuss the importance of continuous learning and skill enhancement in nano
businesses.

Explain the various methods of evaluating training effectiveness in small
enterprises.

What are the objectives of financial management in a nano enterprise?

Analyze the significance of working capital decisions in managing a
business.

What is On the Job training method?
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Section D
(Answer any 2. Each carries 15 marks)
(2x15=130)

34. Evaluate the principles of management and their application in nano
enterprises.

35. Explain some factors that affect employee retention and explain its
significance.

36. Explain the various decisions included in the credit policy of the firm

37. Discuss the financial management strategies that can enhance the
sustainability of nano businesses.
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