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Part

Explain the goal of a business. ]l

2
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Identify the resources a business uses

to produce a product or service.

Identify the key stakeholders that
are involved in a business.

Describe the business environment

to which a firmis exposed.

Describe the key types
of business decisions.
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DVD rental shops like this one have
been established by entrepreneurs

to satisfy customers and generate
profits. :




Motives and Functions
of a Business

A business (or firm) is an enterprise
that provides products or services
desired by customers. According
to the U.S. Labor Department,
more than 800,000 businesses are
created in the United States every
year. Along with large, well-known
businesses such as The Coca-Cola
Company and IBM, there are many
smaller businesses that provide
employment opportunities and
produce products or services that
satisfy customers. What do Alicia
Keys, a casino, a DVD rental firm,
"your local dentist, the New York
Yankees organization, your

plumber, and your favorite restau-
rant have in common? They are all
businesses that provide products
or services desired by customers.

Consider a business called 4 Eyes
DVD that s being created as an
outlet for DVD rentals desired by
customers. Some of the more im-
portant decisions are:

» Isitis worthwhile to create this
business?

» What resources does this
business need to provide its
services?

» What types of stakeholders
must this business attempt to
satisfy?

» What are the key functions
that managers must perform
to manage this business?

» What characteristics in the
business environment must
the managers monitor?

All businesses must make these
types of decisions, whether they
provide DVD rentals, produce
computers, offer dentistry services,
or build houses.

oo | What resources are needed? g
, , Y
e | How to satisfy stakeholders? e it

Decision & = Performance of Value of the
to Create the Business |||  Business
a Business e

- Key functions of managers? —

— i How to deal with environmental concerns? ——J

]l The Goal of a Business '

Explain the goal
of a business.

What is the goal of a business? Businesses are established to serve the
needs of consumers by owners who seek to make profits. The people who
create a business may see an opportunity to produce a product or service

that is not already being offered by other firms. Alternatively, they may be-
lieve that they can produce a product or service that they can sell for a
lower price than existing firms. By providing a product that is desired by
customers, they may be able to make profits for their business.
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PART 1

MOTIVES AND FUNCTIONS OF A BUSINESS

Where the Profits Come From

Businesses such as Dell, Gap, Ford Motor Company, and Motorola were
created to provide products to customers. Businesses such as Southwest
Airlines and Hilton Hotels were created to provide services to customers.
Other service firms include dentists, hairstylists, travel agencies, insurance
companies, tax services, and law firms. Some firms, such as AT&T, Micro-
soft, and IBM, provide both products and services to customers. Managing
a service business can be just as challenging and rewarding as managing a
business that produces products.

A business receives revenue when it sells its products or services. It in-
curs expenses from paying its employees and when it purchases machin-
ery or facilities. The difference between the revenue and the expenses is
the profit (or earnings) generated by the business. The profits go to the
owners of the business. Thus, owners who create a business have a strong
incentive to ensure that it is successful, as they are directly rewarded for
their efforts.

For example, assume that you have decided to offer to tutor other stu-
dents in the basics of developing a website because you know that many
students would be willing to pay for this service. During this year, you re-
ceive $5,000 from students for tutoring, and you pay a total of $1,000 in
expenses to advertise your service in the college newspaper. Your profit is
shown below:

Revenue $5,000
— Expenses —$1,000
= Profit =$4,000

Since you are the only owner of this business, all the profits go to you, al-
though you may be taxed on the profits that you earn. You can increase
your profits next year by either increasing your revenue or reducing your
expenses.

The profits that you earn from your new business are dependent on
three conditions. First, there needs to be a demand for the service that you
offer. If there is no demand, you will not generate any revenue and, there-
fore, will not earn a profit.

Second, you need to attract customers, meaning that they choose you
instead of your competitors (other tutors). If you offer a better service or a
lower price than your competitors, the customers who need your service
may choose you instead of your competitors. In addition, your customers
may want to rehire you for additional tutoring or may refer you to their
friends who need tutoring.

Third, to earn high profits, you need to keep your expenses low. If you
can run your business efficiently, your expenses should be relatively low,
and you will be rewarded with higher profits. Although most businesses
are more complicated than the business just described, their performance
is also dependent on these three conditions.

Profit as a Motive to Understand Business

If you develop a good understanding of business, you may be more capable
of creating and running a successful business, and you will be directly re-
warded with higher profits. Yet, even if you never plan to run your own
business, you may profit from understanding how a business operates.



Many hospitals are nonprofit
but must still manage their
resources properly to provide
good customer service and
to use their funds properly.

nonprofit organization

an organization that serves a
specific cause and is not intended
to make profits
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First, if you develop strong business skills, you may be able to obtain a bet-
ter job. Second, you are likely to find your job more enjoyable if you un-
derstand how job tasks are related to the firm and its industry. Third, you
should be able to perform better, which could result in a more satisfying
career path. Fourth, if you ever invest in businesses, you may be better able
to identify the types of businesses that are likely to perform well. As a re-
sult, you may invest your money wisely and enjoy higher returns on your
investments. Thus, you can still profit from understanding business even if
you do not own a business.

How the Profit Motive Is Influenced by the Government

In the United States and most other countries, people are free to start busi-
nesses and profit from them. Countries such as the United States, in which
people can create their own businesses to serve the preferences and needs
of consumers, have a free-market economy. Governments of free-market
economies recognize the advantages of allowing business ownership. Not
only do businesses serve consumers, but by creating work for the business
owners and employees, they also reduce the country’s unemployment.
In Some countries, businesses

were typically owned by the government and were not profit oriented.
Without the prospect of earning a profit, most people could not afford to
create a business and had to find some alternative form of work to earn an
income. Furthermore, without a profit motive, businesses had no incen-
tive to produce products that satisfy consumers’ needs. Consequently, con-
sumers were not able to obtain some products that they desired. In the last
several years, many governments in these countries have sold the former
government businesses to private owners and also are allowing people to
start new businesses. In most countries, individuals are now allowed to
own businesses, although some governments provide more incentives
than others to encourage individuals to create new businesses.

Nonprofit Businesses

Not all business are created
to make a profit. A nonprofit
organization is an organization
that serves a specific cause and
is not intended to make profits.
When its revenue exceeds its
expenses in a particular period,
the profits are reinvested in
the organization. In the United
States, a nonprofit organiza-
tion is not taxed as long as it
qualifies by meeting specific re-
quirements established by the
Internal Revenue Service. Com-
mon examples of nonprofit
organizations include some hos-
pitals, schools, charitable organ-
izations, and churches.
Although a nonprofit orga-
nization is not totally focused on




