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If someone can recognize an opportunity, have the right skills and
resources available to capitalize on that opportunity and is completely
committed to turning a concept into reality, then starting a new venture is a
risk worth taking.

[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 of business refers to all such efforts
within a society or within an industry. However, a business is a particular organization. Business
activities play a vital role in our lives. We depend on them not only for livelihood, but also for the
goods and services we use in our daily lives. Nearly everything we own and use—from our food
and clothing to our automobiles and houses—is produced by businesses.

[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 in manufacturing processes, as well as buildings and machinery. Human resources
are the people who furnish their labor to the business in return for wages. The financial resources

are the mon€y required to pay employees, purchase materials, and generally keep the business
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operating. And information is the resource that tells the managers of the business how effectively
the other resources are being combined and utilized.

[3] Whatever the nature of the venture pursued, the entrepreneur must at some point
direct his or her attention to creating a formal, legally recognized business entity. There are
many forms of business ownership to choose. The choice of which form to take usually rests
on considerations dealing with the nature of the goods or service a business provides, as well as
personal preferences of the parties that compose the business

[4] The simplest form of business is the individual proprietorship or sole trader. An
organization that is owned, and usually managed, by one person is called a sole proprietorship,
such as a shop (in the US, store) or a taxi owned by a single person. One of the advantages of
being a sole proprietor is that you can be your own boss. Working for others simply does not have
the same excitement as working for yourself. You also get to keep the profits from the business
and have the freedom to wind up your business whenever you want. If several individuals wish
to go into business together, they can form a partnership; partners generally contribute equal
capital, have equal authority in management, and share profits or losses. A partnership allows
two or more people to work together and bring different skills and resources to the business. In
many countries, lawyers, doctors and accountants are not allowed to form companies, but only
partnerships with unlimited liability for debts—which should make them act responsibly.

[5] But a partnership is not a legal entity separated from its owners; like sole traders,
partners have unlimited liability: in case of bankruptcy, a partner with a personal fortune can lose
it at all. Consequently, the majority of businesses are limited companies (in the US, corporations)
in which investors are only liable for the amount of capital they have invested. If a limited
company goes bankrupt, its assets are sold (liquidated) to pay the debts; if the assets do not cover
the debts, they remain unpaid (i.e. creditors do not get the money back).

[6] In most countries, many smaller enterprises are private limited companies (Ltd) which
cannot offer shares to the public; their owners can only raise capital from friends or from banks
and other venture capital institutions. Large enterprises have the additional option of issuing
corporate bonds (or debentures). A corporate bond is a company’s written pledge that it will
repay a specified amount of money, with interest. To make its bonds more appealing to investors,
however, a company may issue mortgage bonds. Mortgage bonds are corporate bonds that are
secured by various assets of the issuing firm. (When bonds are secured, an accountant or solicitor
may be appointed by the company to act as a trustee for the bond holders. It is the trustee’s
responsibility to ensure that the value of the assets is always sufficient to repay the bond holders.)
Or the company can issue convertible bonds, which are bonds that can be exchanged, at the

owner’s option, for a specified number of shares of the company’s common stock. A successful,
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growing business can also apply to the Stock Exchange to become a public limited company
(PLC); if accepted, it can publish a prospectus and offer its shares for sale on the open stock
market. In America, there is no legal distinction between private and public limited corporations;
but the equivalent of a public limited company is one registered by the Securities and Exchange
Commission.

[7] Founders of companies have to write a Memorandum of Association (in the US, a
Certificate of Incorporation), which states the company’s name, purpose, registered office or
premises, and authorized share capital. Premises (always with an “s” at the end) is the technical
term for the place in which a company does its business: an office, a shop, a workshop, a factory,
a warehouse, etc. Authorized share capital means the maximum amount of a particular type of
share the company can issue. Founders also write Articles of Association (in the US, Bylaws),
which set out the rights and duties of directors and different classes of shareholders. Companies’
memoranda and articles of association and annual financial statements are sent to the registrar
of companies, where they may be inspected by the public. In some countries such as Britain,
founder can buy a ready-made “off-the-shelf” company from an agent, that is, a company
formed and held specifically for later resale; the buyer then changes the name, memorandum and
SO on.

[8] Once the company has received a charter, its original stockholders elect a board of
directors. The board of directors is the top governing body of a company, board members can be
chosen from within the corporation or from outside it. A company is an artificial person, so it can
act only through its directors, who represent the company’s owners. The major responsibilities
of the board of directors are to set company goals and develop general plans (or strategies) for
meeting those goals. They are also responsible for the overall operation of the firm. The corporate
officers (including the chairman of the board, the president, executive vice presidents, and the
corporate secretary and treasurer) are appointed by the board of directors. These officers help
the board make plans, carry out the strategies established by the board, and manage day-to-day
business activities. Periodically (usually each month), they report to the board of directors. And
once each year, at the annual general meeting (AGM), the directors report to the stockholders. In
theory, then, the stockholders are able to control the activities of the entire company through its
directors.

[9] 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
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ultimate objective of every firm must be to satisfy the needs of its customers. In the course of
normal operations, a business receives money (sales 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, is called a loss.)

[10] Every business must carry out its operation within a certain economic system. 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. In an administered system, government
will issue edicts or commands as to how much of each kind of goods and services should be
produced, exchanged, and consumed by each economic unit. An alternative to the administered
system is market system, which implies competition among sellers of products and resources.
Economists recognize four different degrees of competition in a market system, ranging from
an ideal complete competition to no competition at all. They are pure competition, monopolistic
competition, oligopoly, and monopoly.

[11] Pure (or perfect) competition is the complete form of competition. Pure competition
is the market situation (or industry) in which there are many buyers and sellers of a standardized
product, and no single buyer or seller is 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 is determined by
the actions of all buyers and all sellers together, through the forces of supply and demand.

[12] The supply of a particular product is 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 quantity 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 is low and to buy less of the product when its price is high.

[13] Monopolistic competition is a market situation (or industry) in which there are many
buyers along with relatively many sellers who differentiate their products from the products of
competitors. The various products available in a monopolistically competitive market are very
similar in nature, and they are all intended 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 unique packaging or design, by offering services such as free delivery or a “lifetime”
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warranty, or in any of various other ways.

[14] 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 into their
market. For this reason, oligopolistic industries 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
its price, the other firms in the industry usually do the same to retain their share of the market.
If one firm raises its 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 similar products. In the absence of much price
competition, product differentiation becomes the major competitive weapon.

[15] A monopoly is a market (or industry) with only one seller. Because only one firm is
the supplier 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.

[16] In short, businesses are engaged in 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. In the meantime, the extent and

characteristics of competition in marketplace affect choice behavior among all the participants.
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2. Describe the four kinds of resources that one must combine to organize and operate a

Review Questions

1. Define business and entrepreneur.

business.

3. What are the major forms of business organization?

4. What does a partnership differ from a sole proprietorship?

5. What are the major advantages and disadvantages of the corporate form of business
ownership?

6. What are the primary duties of a corporation’s board of directors? How are directors
elected?

7. Describe the three types of business.

8. Identify and compare the four different degrees of competition that are recognized by
economists.
9. Explain how the market price of a product is determined under pure competition.
10. What are the differences among pure competition, monopolistic competition, oligopoly
and monopoly?
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