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CHAPTER ONE

Part I Text
The Nature of Business

1. Business is the organized effort of individuals to produce and sell , for a
profit, the goods and services that satisfy society’s needs. The general term
business refers to all such efforts within a society or within an
mdustry. However,a business is a particular organization.

2. A person who risks his or her time, effort, and money to start and
operate a business is called an entrepreneur. To organize a business, an
entrepreneur must combine four kinds of resources: material, human,
financial ,and informational. Material resources include the raw materials used
m manufacturing processes, as well as buildings and machimery. Human
resources are the people who furnish their labor to the business in return for
wages. The financial resource is the money required to pay employees,
purchase materials, and generally keep the business operating. And
information is the resource that tells the managers of the business how
effectively the other resources are being combined and utilized.

3. Businesses are generally of three types. Manufacturing businesses ( or
manufacturers ) are organized to process various materials into tangible goods,
such as delivery trucks or towels. Service businesses produce services,such as
haircuts or legal advice. And some firms — called middlemen — are organized to
buy the goods produced by manufacturers and then resell them. All three types
of businesses may sell either to other firms or to consumers. In both cases,the
ultimate objective of every firm must be to satisfy the needs of its customers.

4. In the course of normal operations, a business receives money ( sales



*2- HHRE

revenue ) from its customers in exchange for goods or services. It must also pay
out money to cover the various expenses involved in doing business. If the
firm’s sales revenue is greater than its expenses, it has earned a profit. Profit is
what remains after all business expenses have been deducted from sales
revenue. ( A negative profit, which results when a firm’s expenses are greater
than its sales revenue,1s called a loss. )

5. An economic system is a means of deciding what goods and services
will be produced, how they will be produced, and for whom they will be
produced. A free-market system implies competition among sellers of products
and resources. Economists recognize four different degrees of competition,
ranging from an ideal complete competition to no competition at all. These are
pure competition ,monopolistic competition ,oligopoly ,and monopoly.

6. Pure( or perfect) competition 1s the complete form of competition. Pure
competition is the market situation in which there are many buyers and sellers
of a product, and no single buyer or seller 1s powerful enough to affect the
price of that product. In pure competition , then, sellers — and buyers as well -
must accept the going price. But who or what determines this price? Actually,
everyone does. The price of each product 1s determined by the actions of all
buyers and all sellers together, through the forces of supply and demand. It is
this interaction of buyers and sellers working for their best nterest.

7. The supply of a particular product 1s the quantity of the product that
producers are willing to sell at each of various prices. Supply is thus a
relationship between prices and the quantities offered by producers. Producers
are rational people,so we would expect them to offer more of a product for sale
at higher prices and to offer less of the product at lower prices. The demand
for a particular product is the quanuty that buyers are willing to purchase at
each of various prices. Demand is thus a relationship between prices and the
quantities purchased by buyers. Buyers , too, are usually rational, so we would
expect them — as a group — to buy more of a product when its price 1s low and
to buy less of the product when its price is high.

8. Monopolistic competition 1s a market situation in which there are many
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buyers along with relatively many sellers who differentiate their products from
the products of competitors. The various products available m a
monopolistically competitive market are very similar in nature ,and they are all
mtended to satisfy the same need. However, each seller attempts to make its
product somewhat different from the others by giving the product a brand
name , through unmque packaging or design, by offering services such as free
delivery or a “lifetime” warranty ,or in any of various other ways.

9. An oligopoly is a market situation(or industry ) in which there are few
sellers. Generally these sellers are quite large, and sizable investments are
required to enter mto their market. For this reason , oligopohstic industnes tend
to remain oligopolistic. Because there are few sellers in an oligopoly, each
seller has considerable control over price. At the same time , the market actions
of each seller can have a strong effect on competitors’ sales. If one firm
reduces 1ts price ,the other firms in the industry usually do the same to retain
their share of the market. If one firm raises 1ts price,the others may wait and
watch the market for a while ,to see whether their lower price tag gives them a
competitive advantage, and then eventually follow suit. All this wariness
usually results in similar prices for simlar products. In the absence of much
price competition, product differentiation becomes the major competitive
weapon.

10. A monopoly is a market (or industry) with only one seller. Because
only one firm is the suppher of a product, it has complete control over
price. However, no firm can set its price at some astronomical figure just
because there is no competition ;the firm would soon find that it had no sales
revenue, either. Instead , the firm in a monopoly position must consider the
demand for its product and set the price at the most profitable level.

11. Businesses are engaged m two exchanges. They exchange money for
the factors of production, and they use these resources to produce goods and
services. Then they exchange their products for sales revenue. This sales
revenue, in turn, is exchanged for additional resources, which are used to

produce and sell more products.
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New Words and Key Terms

(1) business

(2) entrepreneur

(3) material resources

(4) human resources

(5) financial resources

(6) information resources
(7) manufacturing business
(8) tangible goods

(9) service business

(10) middlemen

(11 ) sales revenue

(12) expense

(13) profit

(14)loss

(15) free-market system
(16) pure( or perfect) competition
(17) supply

(18) demand

('19 ) monopolistic competition
(20) ohgopoly

(21 ) monopoly
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Review Questions

1. Define business and entrepreneur.

2. Describe the four kinds of resources that one must combine to organize
and operate a business.

3. Describe the types of business.

4. 1dentify and compare the four different degrees of competition that are
recognized by economists.

5. Explain how the market price of a product is determined under pure
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competition.

6. What are the differences among pure competition, monopolistic

competition, oligopoly and monopoly?
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CASE STUDY

A Personal Banker for Everyone

In the city where First National is located there are over fifty banks. Each
of them offers a number of similar services. For example, they all pay the same
rate on passbook savings, charge the same. amount for maintaining a checking
account, and offer safe deposit facilities to those who want them.

In the past,in order to obtain a competitive advantage over the others,
First National found that it needed to differentiate its bank from others. Thus it
tried to do by offering certain special things. For example, every six months the
bank had a drive for new deposits. Every individual opening a new account at
the bank for $ 100 or more, or increasing a current savings account by this
amount ,was eligible for a gift. In addition, individuals putting $ 500, $ 1 000
or $5 000 in new or old savings accounts were entitled to even more
expensive gifts. Theére was, of course, the risk that the depositors would draw
out their funds after a few days,but First National found that enough of them
left their money in the accounts to make the program pay for itself. First
National would have done even better, of course, if other banks had not also
instituted similar programs for getting new accounts. When they did it was

common to find some of First National’s depositors withdrawing their money
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and taking it to these banks.

This upset the officers at First National because they felt that they never
really obtained as much money from these deposits as they could. As a result,
six months ago the bank instituted a new program called “personal bankers”.
Under this program each depositor at the bank was assigned a personal
banker. This individual was charged with helping the customer in any possible
way. Common examples included getting the paper work done for a small loan
(less than $500) before the individual entered the bank, thereby saving the
person time ; transferring funds from checking to savings or vice versa rather
than demanding a written authorization asking for this service; and following
up on any problems that might anse due to overdrawn accounts,to see if the
bank or the customer was in error. To obtain these services,all the individual
had to do was call his or her personal banker,who took the matter from there.

Many of the banks around the- city believed that this new program would
not work because 1t involved too much time and effort on the part of the
bank. However , after six months First National reported a 20 percent increase
in its total number of depositors despite all types of new gift-related programs
set up by the competition. Many of the new accounts reported that they had
moved their money to First National after hearing about the personal bankers
program. A survey of all other depositors indicated that they too thought the
new program was an excellent idea.

Questions ;

1. In what kind of a basic market structure does First National operate:
pure monopoly, oligopoly, monopolistic competition, or pure competition?
Explain.

2. In what way is this new personal bankers program an illustration of
nonprice competition?

3. If First National wants to be even more successful in its economic

environment , what other types of programs might it initiate? Explain.
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