business liquidity definition

business liquidity definition is a crucial concept in finance that refers to a business's ability to
meet its short-term obligations using its most liquid assets. Understanding business liquidity is
essential for managing a company's operational health, as it directly impacts the ability to cover
expenses, invest in opportunities, and sustain overall growth. This article delves into the definition of
business liquidity, its importance, various types, factors influencing liquidity, methods of
assessment, and strategies for improving it. By comprehending these elements, business owners and
financial managers can make informed decisions to enhance their organization's financial standing.
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Understanding Business Liquidity

Business liquidity can be defined as the capacity of a company to convert its assets into cash quickly
to meet short-term liabilities. Liquidity is vital for any business because it ensures that the company
can fulfill its immediate financial obligations without incurring additional costs, such as borrowing
or selling long-term assets at a loss. A firm with strong liquidity can operate smoothly, invest in new
opportunities, and withstand financial challenges.

The concept of liquidity is closely tied to the balance sheet, which displays a company’s assets,
liabilities, and equity at a specific point in time. The more liquid a company’s assets are, the easier it
is for the company to convert them into cash without a significant loss in value. Common examples
of liquid assets include cash, bank deposits, and marketable securities, while less liquid assets
include real estate and equipment.

Types of Liquidity

Liquidity can be categorized into several types, each serving different purposes within a business
context. Understanding these types can help businesses manage their financial strategies more
effectively.



Current Liquidity

Current liquidity refers to a company's ability to pay off its current liabilities using its current assets.
This type of liquidity is assessed using the current ratio, which compares current assets to current
liabilities. A current ratio of greater than one indicates that the company has more current assets
than current liabilities, suggesting a healthy liquidity position.

Quick Liquidity

Quick liquidity, also known as acid-test ratio, measures the company’s ability to meet its short-term
obligations without relying on the sale of inventory. This is calculated by subtracting inventory from
current assets and dividing by current liabilities. This type of liquidity provides a more stringent
assessment of a company’s financial health, as it indicates how well a company can pay its liabilities
with its most liquid assets.

Cash Liquidity

Cash liquidity refers specifically to the availability of cash or cash equivalents. It is the most critical
type of liquidity since cash is the most liquid asset a business possesses. Cash liquidity ensures that
a business can respond quickly to unforeseen circumstances, such as sudden expenses or
opportunities that require immediate funding.

Factors Influencing Business Liquidity

Several factors can influence a company's liquidity, affecting its overall financial health.
Understanding these factors is crucial for effective liquidity management.

e Sales Volume: Higher sales volume typically leads to increased cash flow, improving liquidity.

e Inventory Management: Efficient inventory management can enhance liquidity by reducing
the amount of cash tied up in unsold goods.

e Credit Terms: The terms offered to customers can affect cash flow. Longer payment terms
can strain liquidity.

e Operating Expenses: Keeping operating expenses in check is essential for maintaining
liquidity, as high costs can deplete cash reserves.

¢ Access to Financing: The ability to secure loans or credit can provide a financial cushion,
helping businesses manage liquidity needs.



Assessing Business Liquidity

To effectively manage liquidity, businesses must regularly assess their liquidity position using
various financial metrics. These assessments can guide decision-making and highlight areas that
require improvement.

Current Ratio

The current ratio is a primary metric for assessing liquidity. It is calculated by dividing total current
assets by total current liabilities. A ratio greater than one signifies that a company has enough
assets to cover its liabilities, which is a positive indicator of liquidity.

Quick Ratio

The quick ratio provides a more stringent measure of liquidity by excluding inventory from current
assets. This ratio is calculated by dividing current assets minus inventory by current liabilities. A
quick ratio above one suggests that a business can meet its short-term obligations without relying on
inventory sales.

Cash Conversion Cycle

The cash conversion cycle measures the time it takes for a company to convert its investments in
inventory and other resources into cash flows from sales. A shorter cycle indicates better liquidity,
as it implies that a company can quickly turn its assets into cash.

Improving Business Liquidity

Improving liquidity is a proactive approach that businesses can take to ensure they can meet their
obligations and capitalize on opportunities. Below are several strategies that can help enhance
liquidity.

e Enhancing Cash Flow Management: Implement robust cash flow forecasting to anticipate
cash needs and adjust operations accordingly.
e Optimizing Inventory Levels: Reduce excess inventory to free up cash and improve liquidity.

¢ Negotiating Better Payment Terms: Work with suppliers to negotiate extended payment
terms, allowing more time to generate revenue before liabilities are due.



¢ Increasing Sales: Focus on marketing strategies that drive sales and improve cash inflow.

¢ Reducing Operating Expenses: Identify and cut unnecessary expenses to improve net cash
flow.

Conclusion

Understanding the business liquidity definition is vital for any organization aiming to maintain a
stable financial position. By recognizing the different types of liquidity, the factors that influence it,
and the methods for assessment, businesses can implement strategies to enhance their liquidity.
This proactive management is essential for navigating the dynamic business environment and
ensuring long-term success.

Q: What is business liquidity?

A: Business liquidity refers to a company's ability to meet its short-term financial obligations using
its most liquid assets. It is a measure of how easily a business can convert its assets into cash to
cover liabilities.

Q: Why is liquidity important for a business?

A: Liquidity is crucial for a business because it ensures that the company can fulfill its immediate
financial obligations, such as paying suppliers and employees, without resorting to costly loans or
asset sales.

Q: How can a business improve its liquidity?

A: A business can improve its liquidity by enhancing cash flow management, optimizing inventory
levels, negotiating better payment terms with suppliers, increasing sales, and reducing operating
expenses.

Q: What is the difference between current ratio and quick
ratio?

A: The current ratio measures the ability to cover all current liabilities with current assets, while the
quick ratio excludes inventory from current assets, providing a stricter measure of liquidity.

Q: What are common indicators of liquidity?

A: Common indicators of liquidity include the current ratio, quick ratio, and cash conversion cycle,
which help assess a company’s ability to meet its short-term financial obligations.



Q: How does sales volume affect liquidity?

A: Higher sales volume typically leads to increased cash flow, which improves liquidity by providing
more cash to cover short-term liabilities.

Q: Can poor inventory management impact liquidity?

A: Yes, poor inventory management can tie up cash in unsold inventory, negatively affecting liquidity
and the ability to meet financial obligations.

Q: What role does access to financing play in liquidity?

A: Access to financing provides businesses with a financial cushion, allowing them to manage
liquidity needs effectively and respond to unexpected expenses.

Q: How often should a business assess its liquidity?

A: A business should assess its liquidity regularly, ideally on a monthly basis, to ensure it maintains a
healthy financial position and can address any potential issues promptly.

Q: What are liquid assets?

A: Liquid assets are assets that can be quickly converted into cash with minimal loss in value, such
as cash, bank deposits, and marketable securities.
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business liquidity definition: Small and Medium Enterprises, Law and Business Jan
Winczorek, Karol Muszynski, 2023-06-23 The law plays an ambiguous role in running business.
While legal tools can be used to tame uncertainties, for example, by concluding contracts to
safeguard enforcement of future claims, they can also generate uncertainty. These secondary
uncertainties like ones stemming from vague rights and obligations may be counterbalanced by
using different resources and strategies, including acting informally, modifying business plans or
accepting the losses from unpaid dues. This book discusses how small and medium enterprises use
the law, abstain from using the law, and use alternative pathways to manage business uncertainties.
Examining these topics through the lenses of an extensive qualitative and quantitative empirical
study on justiciable issues, access to justice and legal uncertainty among SMEs in Poland, it
implements and expands upon the paradigmatic paths to justice methodology which has been
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successfully used to study conflict resolution, access to justice and utilisation of the law by
individuals in more than 30 jurisdictions. It argues that the grand promise of modern law - that it is a
certainty-providing, neutral and democratic device to resolve problems and conflicts - is not fully
delivered. It reveals how the conditions of a freshly developed capitalism combined with the rule of
law backsliding contribute to universal, structural problems with access to justice meaning that
accessing justice is a resource-hungry process, which incentivises small businesses to settle for their
legal problems and engage in informal and alternative strategies.

business liquidity definition: Small Business Financial Management Kit For Dummies Tage C.
Tracy, John A. Tracy, 2011-02-11 If you're a small business owner, managing the financial affairs of
your business can seem like a daunting task—and it’s one that far too many people muddle through
rather than seek help. Now, there’s a tool-packed guide designed to help you manage your finances
and run your business successfully! Small Business Financial Management Kit For Dummies explains
step by step how to handle all your financial affairs, from preparing financial statements and
managing cash flow to streamlining the accounting process, requesting bank loans, increasing
profits, and much more. The bonus CD-ROM features handy reproducible forms, checklists, and
templates—from a monthly expense summary to a cash flow statement—and provides how-to
guidance that removes the guesswork in using each tool. You'll discover how to: Plan a budget and
forecast Streamline the accounting process Improve your profit and cash flow Make better decisions
with a profit model Raise capital and request loans Invest company money wisely Keep your business
solvent Choose your legal entity for income tax Avoid common management pitfalls Put a market
value on your business Complete with ten rules for small business survival and a financial glossary,
Small Business Financial Management Kit For Dummies is the fun and easy way® to get your
finances in order, perk up your profits, and thrive long term! Note: CD-ROM/DVD and other
supplementary materials are not included as part of eBook file.

business liquidity definition: Accounting: Information for Business Decisions Billie
Cunningham, Loren Nikolai-HCP, John Bazley, Marie Kavanagh, Sharelle Simmons, 2018-01-01 A
business focused introduction to Accounting for all students - not just those intending to be
Accounting majors. Lead students through the real-world business cycle and how accounting
information informs decision-making. Students learn how to base decisions on two kinds of
accounting information - managerial and financial. Departing from the traditional approach taken by
other introductory accounting textbooks, students apply both managerial and financial approaches
within the topics examined in each chapter. The conversational writing engages students in the
theoretical content and how it applies to contemporary real-world scenarios. The new edition
updates includes the fully integrated Cafe Revive case study. Students follow a retail coffee business
through the book to learn about applying accounting issues in the real world.

business liquidity definition: Markets & the Liability of American Business Jayson Reeves,
2011-06-15 JAYSON REEVES was born in Gary, Indiana and is now an author whom writes on the
important subjects of government and business throughout the United States of America. Jaysons
writi ng is based on the experience that he has established within working professionally throughout
design, engineering, and as a investor and businessowner. As an investor, businessowner, and
former partner of a civil engineering fi rm he has observed, and experienced the American society
throughout Indiana, Illinois, Arizona, and other states. This experience with valued interest includes
the work, and observati on of small, large, public, private businesses, and corporati ons with their
adjacent values to government. These business disciplines within society, and most values of
government have become the foundati on of his writi ng to enlighten the American general public.

business liquidity definition: Code of Federal Regulations, Title 13, Business Credit and
Assistance, Revised as of January 1, 2012 Office of the Federal Register (U.S.) Staff, 2012-04-19

business liquidity definition: BASIC OF BUSINESS MANAGEMENT Elysabeth Sinulingga,
Loso Judijanto, Yongker Baali, Elsje Hanna Lintong, Patricia Jeaneth Cyntia Kojongian, Andi
Sumarlin K, Fajar Rakasiwi Syamsuddin, Maryati, Rachmawaty, Amraeni, 2024-12-03 This book
contains discussions about, The Basics Of Business Management, as outlined in this publication,



encompasses the following key areas: the fundamental concepts of management and business,
strategic planning in business management, organizational structure and design, leadership in
business management, human resources management, marketing management, financial
management, business ethics and corporate social responsibility, entrepreneurship and innovation,
and an analysis of current trends and future directions in business management.

business liquidity definition: Word Power for Business Dan Strutzel, 2017-05-09 The
author of the best-selling 30 Days to a More Powerful Vocabulary, Dan Strutzel, now puts his focus
on communicating successfully in the business world! Business is just like any sector or topic, with
its own language, customs, codes, and terminologies. Different aspects of business can have their
own distinctive terminology, which can also overlap. For instance, words and phrases from the realm
of sales can also apply to management or finance under a variety of circumstances. In Word Power
for Business, Dan presents 500 words and short expressions from a variety of different business
categories. Each session of the program introduces approximately 25 words. First there is an
informal conversation between a male and female, seeing the vocabulary in context. Next Dan
discusses each word or phrase and its definition. Finally, he reinforces the word and its meaning
with another example in a sentence. There are four sessions on banking and finance, four on
marketing, and four on negotiation. Other sessions focus on sales, entrepreneurship, human
resources, e-business, and leadership. The program's intention is to be entertaining, informative,
and inspiring. As the world changes, language changes with it-and both are changing very fast. With
Word Power for Business, you'll keep pace with those changes and watch your career benefit as a
result!

business liquidity definition: Economic and Business Forecasting John E. Silvia, Azhar Igbal,
Kaylyn Swankoski, Sarah Watt, Sam Bullard, 2014-03-31 Discover the secrets to applying simple
econometric techniques to improve forecasting Equipping analysts, practitioners, and graduate
students with a statistical framework to make effective decisions based on the application of simple
economic and statistical methods, Economic and Business Forecasting offers a comprehensive and
practical approach to quantifying and accurate forecasting of key variables. Using simple
econometric techniques, author John E. Silvia focuses on a select set of major economic and financial
variables, revealing how to optimally use statistical software as a template to apply to your own
variables of interest. Presents the economic and financial variables that offer unique insights into
economic performance Highlights the econometric techniques that can be used to characterize
variables Explores the application of SAS software, complete with simple explanations of SAS-code
and output Identifies key econometric issues with practical solutions to those problems Presenting
the ten commandments for economic and business forecasting, this book provides you with a
practical forecasting framework you can use for important everyday business applications.

business liquidity definition: RESEARCH TREND IN BUSINESS AND ECONOMICS Dr.
Nitashree Barman,

business liquidity definition: Code of Federal Regulations, Title 13, Business Credit and
Assistance, Revised as of January 1, 2010 Office of the Federal Register, 2010-04-12 The Code of
Federal Regulations is a codification of the general and permanent rules published in the Federal
Register by the Executive departments and agencies of the United States Federal Government.

business liquidity definition: 30 Days to a More Powerful Business Vocabulary Dan
Strutzel, 2020-09-30 “...A LEARNING EXPERIENCE THAT CAN CHANGE YOUR LIFE FOREVER.”
-BRIAN TRACY The author of the best-selling 30 Days to a More Powerful Vocabulary, Dan Strutzel,
now puts his focus on communicating successfully in the business world! Business is just like any
sector or topic, with its own language, customs, codes, and terminologies. Different aspects of
business can have their own distinctive terminology, which can also overlap. In 30 Days to a More
Powerful Business Vocabulary, Dan presents over 500 words and short expressions from a variety of
different business categories. Each section introduces approximately 25 words. Each of the words
are initially presented in a story or conversation, so you can experience the correct context in which
the words are used. Dan then discusses each word or phrase and its definition. Finally, he reinforces



the word and its meaning with another example in a sentence. And of course, Dan has you make all
of the words a part of your permanent vocabulary by using his “30-day learning program” based on
well-known super-learning principles. There are four sections on banking and finance, four on
marketing, and four on negotiation. Other sections focus on sales, entrepreneurship, human
resources, e-business, leadership, and an all-new section on remote learning! The book’s intention is
to be entertaining, informative, and inspiring. As the world changes, language changes with it—and
both are changing very fast. With 30 Days to a More Powerful Business Vocabulary, you’ll keep pace
with those changes and watch your career benefit as a result!

business liquidity definition: WORKING CAPITAL MANAGEMENT, Fourth Edition
BHATTACHARYA, HRISHIKES, 2021-04-01 Working capital is commonly understood as the fund
needed to meet the day-to-day expenses of an enterprise. A finance manager finds that the funds for
meeting these expenses get blocked in current assets. He, therefore, looks for liquidity support in
net working capital (NWC), which is equivalent to the excess of current assets over current
liabilities. A banker also looks at the size of NWC as the long-term stake of the business in funding
the current assets. But for a production manager, liquidity is synonymous to uninterrupted supply of
material inputs to the production lines. Similarly, for a marketing manager, if there is no production,
his marketing outlets dry up despite demand in the market. While the finance manager discourages
overstocking of inventory, the production manager and the marketing manager dread of being out of
stock. In this conflict the goal of the organisation often takes a back seat. This book aims at resolving
these conflicts by adopting a techno-financial approach to working capital management. In the
previous edition a full chapter on Service Business: Risk Analysis and Working Capital Assessment
was introduced to understand the nature of service business and the risks associated with it followed
by developing a model for assessment of working capital requirement. Whereas, in the Fourth
Edition, a new chapter on Technological Progress, Innovations and Startups—A New Financing
Methodology has been introduced to fill a long-felt gap in financing of emerging industries. Besides,
the book is revised and updated extensively by incorporating the current researches in the field;
particular mention can be made of Cash pooling system, Bullwhip effect and newer approaches to
inventory recording system. Throughout the book, every concept is presented with worked-out
examples and case studies for easy comprehension of the subject. The book is primarily addressed to
postgraduate students majoring in Finance and to those pursuing professional courses in Accounts
(CA) and Cost Accounting (ICWA). The book will also be very useful for practising finance
executives, risk managers and also purchase/materials managers. TARGET AUDIENCE o MBA
(Finance) o CA and ICWA Aspirants

business liquidity definition: Vocabulary Power for Business: 500 Words You Need to
Transform Your Career and Your Life Dan Strutzel, 2018-10-09 The author of the best-selling 30
Days to a More Powerful Vocabulary, Dan Strutzel, now puts his focus on communicating
successfully in the business world! Business is just like any sector or topic, with its own language,
customs, codes, and terminologies. Different aspects of business can have their own distinctive
terminology, which can also overlap. For instance, words and phrases from the realm of sales can
also apply to management or finance under a variety of circumstances. In Vocabulary Power for
Business, Dan presents 500 words and short expressions from a variety of different business
categories. Each section introduces approximately 25 words. Dan discusses each word or phrase and
its definition. He then, reinforces the word and its meaning with another example in a sentence.
There are four sections on banking and finance, four on marketing, and four on negotiation. Other
sections focus on sales, entrepreneurship, human resources, e-business, and leadership. The book's
intention is to be entertaining, informative, and inspiring. As the world changes, language changes
with it - and both are changing very fast. With Vocabulary Power for Business, you'll keep pace with
those changes and watch your career benefit as a result!

business liquidity definition: Lecture Notes In Risk Management Yevgeny Mugerman, Yoel
Hecht, 2023-07-07 Risk management has become one of the key requirements for insightful
decision-making. What are risks sources? How are they being managed? This book describes



certainty, uncertainty, financial risks, methods of risk mitigation, and risk management.The first
chapter of this book represents some milestones in risk management and introduces the main
aspects of financial risk management. The following chapters discuss various types of financial risk
such as market risk, credit risk, operational risk, liquidity risk, interest rate risk, and other financial
risks. The last chapter describes enterprise risk management which binds together all the risks.This
book, which is accompanied by PowerPoint presentations, is aimed at lecturers, students, and
practitioners with an interest in risk management. The book is the fruit of the authors' long years of
work in the field of risk management, serving as a risk management advisor and teaching an
MBA-level academic course on the topic for economics and business administration
students.Resources are available to instructors who adopt this book. More details at
www.worldscientific.com/worldscibooks/10.1142/13297-sm

business liquidity definition: Risk Management Thomas Wolke, 2017-09-25 This book is the
English edition of the German third edition, which has proven to be a standard work on the subject
of risk management. The English edition extends the scope of use to the English-language bachelor's
and master's degree courses in economics and for potential use (especially as a reference work) in
the professional practice of risk management. The subject of the book is company-wide risk
management based on the Value at Risk concept. This includes quantitative and qualitative risk
measurement, risk analysis based on the RoRaC and various management tools for risk control.
Other topics covered are the peculiarities of the various risk types, e.g. risk management of the
effects of climate change, the global financial crisis and risk reporting. The book is rounded off by a
comprehensive case study, in which all aspects are summarized. The volume is thus an indispensable
standard work for students and practitioners.

business liquidity definition: 2018 CFR e-Book Title 13, Business Credit and Assistance
Office of The Federal Register, 2018-01-01

business liquidity definition: Business Valuation and Taxes David Laro, Shannon P. Pratt,
2005-04-08 Disputes over valuation issues fill the court's dockets and for good reason, fair market
valuations are required frequently by the law. The authors believe that approximately 243 sections
of the Code and several thousand references in the Regulations explicitly require fair market value
determination. Consequently, taxpayers file an estimated 15 million tax returns each year reporting
an event involving a valuation related issue. It is no mystery, therefore, why valuation cases are
ubiquitous. Today, valuation is an important and highly sophisticated process. Valuators need
legitimate guidance to perform their work. The objective of this book is to provide knowledge, and
guidance to those who do the valuations as well as those who are affected by them. This
unprecedented text provides: Clear guidance and perspective on business valuation from two of the
nation’s top authorities, Hon. David Laro and Dr Shannon Pratt. Insightful perspective and
discussion on critical issues, procedures and law pertaining to business valuation. An overview of
business valuation procedures Law and techniques of Fair Market Value Opinion from the Hon.
David Laro and Dr. Shannon Pratt who express their unique and critical views. The business valuer
with everything from the basics to the sophisticated. From definitions to valuing complex business
interests, what you need to know about business valuation. Everything from empirical market
evidence to credible expert business valuation testimony discussed and analyzed by the Hon. David
Laro and Dr. Shannon Pratt.

business liquidity definition: Comparative Company Law Mathias Siems, David Cabrelli,
2018-09-20 As attention moves rapidly towards comparative approaches, the research and teaching
of company law has somehow lagged behind. The overall purpose of this book is therefore to fill a
gap in the literature by identifying whether conceptual differences between countries exist. Rather
than concentrate on whether the institutional structure of the corporation varies across jurisdictions,
the objective of this book will be pursued by focusing on specific cases and how different countries
might treat each of these cases. The book also has a public policy dimension, because the existence
or absence of differences may lead to the question of whether formal harmonisation of company law
is necessary. The book covers 12 legal systems from different legal traditions and from different



parts of the world (though with a special emphasis on European countries). In alphabetical order,
those countries are: Finland, France, Germany, Italy, Japan, Latvia, the Netherlands, Poland, South
Africa, Spain, the UK, and the US. All of these jurisdictions are subjected to scrutiny by deploying a
comparative case-based study. On the basis of these case solutions, various conclusions are reached,
some of which challenge established orthodoxies in the field of comparative company law.

business liquidity definition: Valuing Early Stage and Venture-Backed Companies Neil ].
Beaton, 2010-02-22 Valuing Early Stage and Venture-Backed Companies Unique in the overall
sphere of business valuation, the valuing of early stage and venture-backed companies lacks the
traditional metrics of cash flow, earnings, or even revenue at times. But without these metrics,
traditional discounted cash flow models and comparison to public markets or private transactions
take on less relevance, calling for a more experiential valuation approach. In a straightforward,
no-nonsense manner, the mystique surrounding the valuation of early stage and venture-backed
companies is now unveiled. With an emphasis on applications and models, Valuing Early Stage and
Venture-Backed Companies shows the most effective way for your company to prepare and present
its valuations. Featuring contributed chapters by a panel of top valuation experts, this book dispels
improper valuation techniques promulgated by unknowing business appraisers and answers your
key questions about valuation theory and which tools you need to successfully apply in your specific
situation. Here, you'll find out more about various valuation techniques, including: Back solving
valuation Modified cost approach Option pricing model Probability-weighted expected returns model
Asian puts New data on discounts for lack of marketability Detailed and hands-on, Valuing Early
Stage and Venture-Backed Companies equips you with broad foundational data on the venture
capital industry, as well as in-depth analyses of distinct early stage company valuation approaches.
Performing valuations for your early stage company requires an understanding of the special
circumstances faced by your organization. With ample examples of generally accepted allocation
models with complex capital structures common to early stage companies, Valuing Early Stage and
Venture-Backed Companies mixes real-life experience with deep technical expertise to equip you
with the complete, user-friendly resource you'll turn to often in valuing your early stage or
venture-backed company.

business liquidity definition: Economic and Business Management Xiaoxia Huang, Feng
Zhang, 2022-03-22 With the rapid development and drastic change of the world economy, Digital
Finance, Internet Finance, Science and Technology Finance have become new hotspots, which also
represent the future trend of economy development in the era of big data. Enterprises are facing
more uncertainty, opportunities coexist with challenges. There are more possibilities for economic
development and enterprise management to accelerate the integration of cutting-edge research
results, to deepen hot topics discussion and to promote opinion exchanges among academic and
business circles. The Sixth International Conference on Economic and Business Management
(FEBM2021) was successfully held online on October 16-17, 2021, and aimed to provide a platform
for researchers, engineers, academics as well as industry professionals from all over the world to
present their latest research findings and development activities in economic and business
management. These proceedings include 51 accepted articles selected from 94 submissions.
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