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Chapter 1 An Introduction to Business Environment

Study Objectives:

1. Understanding the Concept of Business

2. Differentiating Product Business and Service Business

3. Mastering the Concept of Production Factors

4. Mastering Major Characteristics of Marketing Economy and Planned Economy

5. Understanding the Procedures and Goals of the Economic Reform in Our Country

6. Understanding the Feasibility of Marketing Economy in Socialist Countries

7. Explaining the Relationship Between Supply and Demand and How the relationship

Influences the Price

1. Why do we do research on business

Business is everywhere, you have to handle business matters whether you are having meals in
restaurants, having package tours, watching paid TV, shopping on the internet, watching movies, or
taking a flight. Actually, you live in a business society everyday. Once you are ready to take business
courses, you should think about changing your perspective on business.

Taking this course, you will learn how a company operates business. Your perspective on
business will change gradually from that of a consumer to the perspective of a manager. You will
learn some basic business principles and business terminology. Apart from these, you will learn
skills in problem solving, interpersonal communication, and teamwork cooperation. Those skills
will be helpful for your future career development. This course will hopefully help cultivate your
critical thinking ability as well.

Business operation concerns many aspects of business, such as economics, management,
human resources, marketing management, and advertising scheme. By taking this course, you will
learn how these aspects of business influence the operation of a company. You will gain
knowledge and skills necessary for a related career. Possibly, you find a job in the field of
business operation after you graduate from college and you get remarkable rewards by applying
what you have learned in your working.

2. What is business

What does the term “business” remind you of? Is it some business giants like IBM,
Toyota, GM, and Coca Cola? Or just convenience shops on the corner of the street near your
home? Or bicycle repair stalls by the side of the road? Or shoe shining? All those mentioned
above, whether it is a business giant or a bicycle fixer, are handling business. Business is an
activity that provides products or services to meet the demands of consumers with the purpose of
pursuing profit (surplus of a company’s income after total cost is reduced) . For instance, China
Mobile provides various mobile communications services to meet the demands on communications;
Flights offered by China Oriental Airline satisfy customers who hope to reach their destinations
fast; even those shining shoes by the side of the road serve people’s desire for a better self-
image. Pursuing profit is undoubtedly the goal of business operation, and profit motivates more

people to plunge in business. To sum up, profit is the reward to those who dare to venture their
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time and capital.

Business not only provides various necessities for the society, it also offers work opportunities
and an access to success; Tax payment from business organizations is used in city development,
education, science research, and national security; Abiding by laws, business organizations can put
profit into investment or consumption at will. Some farsighted business organizations put their
profit into economic system to create more wealth and to improve people’s living standard.

However, not every organization takes pursuing profit as its goal. Some non-profit organizations
like museums, universities, libraries, government organizations, and charity organizations set their
goal as serving society in a specific way. For example, the goal of Red Cross organization is to help
people prevent from, prepare for, and respond to crises. Whether it is a profit or non-profit
organization, high efficiency is a guarantee to achieving its goal.

2.1 Goods-producing business and service business

Business organizations can be divided into two types: goods-producing business and service
business. Goods-producing business covers designing, manufacturing, building, mining, and
agﬁculture. The final products are tangible. Haier, for instance, produces refrigerators, television
sets, coniputers, small home appliances, washing machines, and so on. Goods-producing business
has to invest a large sum of money in factory.buildings, assembly lines, and machinery. As a
result, most goods-producing businesses are capital intensive. They need sufficient money or
equipment to start 6peration. . ‘

In contrast, final products of service business are intangible. Such 'businesses involve
finance, insurance, transport, communications, banking, entertainment, and education. CCTV, as
a service busmess, offers a wide vanety of programms: news, sports, entertainment, movies, and
music. Most service businesses are labour intensive. They depend more on human resources than
on buildings, assembly lines, or machinery. School is a typical labour-intensive institution. Its
existence depends on the faculty’s specialized research and their teaching skills as well.

It is worth mentioning that in the real world, the boundary between goods-producing and
service businesses often blurs. Actually, most business organizations provide both goods and
services. For example, though Haier mainly produces home appliances, it also takes care of after-
sale service, product support and maintenance. All of these can be counted as belonging to
service business. Similarly, a service business like CCTV also provides tangible products such as
videotapes or discs of their programms

With more and more goods-producing businesses taking service and suppdﬁ as their
priorities, it becomes harder to classify an organization as either a goods producing or service
business. Nonetheless, such a general classification is useful sometimes.

22 Development of Service Industry in China

Service industry in China is playing a more and more important role. According to a report
from the Development and Research Center of the State Council, the national economy remains rapid
development since reform and opening up to the outside world. GDP increased 837 times during the
period of 1978~2003, with an average annual increasing rate of 936%. Meanwhile, industry structure
also experienced tremendous change. In 2003, service industry held 332% of GDP, compared with
21.4% in 1980. In 2004, after the first national economic survey, National Bureau of Statistics of China

4
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announced that service industry took 40.7% of 2004 Gross National Product. As a result of rapid
development of service industry, its importance in national economy has been ever increasing,

Another result of rapid service industry development is the higher percentage of
employment, which ensures its position as the main channel of absorbing current and emerging
labour. In 2003, 29.3% of the total employment was in service industry, while in 1980, the
percentage was just 29.3%. About 7.07 million job opportunities were increased annually in
service industry, almost twice compared with the second industry for the period.

However, despite the considerable progress and the remarkable achievement made in
service industry, it still cannot keep pace with national economic development and falls behind
of consumption demand in the society. When competing with other industries, both quality and
quantity of service industry are in an inferior position. _ _ \

Development experiences from other countries show that, with increasing development of
economy, service industry will take larger proportion both of GDP and of employment. In 2001,
service industry in medium-income countries took 60% of GDP on average, contrasting with 67% in
developed countries. In China, the proportion of service industry in GDP was 34.1%, only half of the
percentage mentioned above. In the past decade, the proportion occupied by service industry in
developed countries increased fast, changing what used to be manufacturing countries into ones with
service industry as the mainstay of their economy. In 1999, employment in service industry took more
than 40% of the total employment in most developing countries. In western countries, the percentage
was somewhere between 60% and 70%. However, in China, only 26.4% of the total employment was
engaged in service industry, as shown in Figure 1-1.

f the First Industry [ the Second Industry

(O the Third Industry

Figure 1-1 Proportion of Three Industries in  China in 2004

As is mentioned in the 11th Five-Year-Plan (2006~2010) , China will promote rapid
development of service industry. Raising the proportion of service industry is the major task of
industry structure adjustment. Policies and measures to promote service industry are to be
established. Modern service industries like finance services, insurance, logistics, communications
and law services should be further developed. Others requiring further attention due to their
potential market include culture, tourism, and community services. Modern management ideas
and information technology should be applied to transform or elevate traditional service industry
and increase its proportion.
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Adhere to marketalization, industrialization, and socialization. Set up a fair, equal, and regular
system to allow those qualified to enter industries. The profit public facilities should gradually start
running on commercial basis. Large-scale service groups with strong competitive power should be
developed. If condition permits, large cities should take developing service industry as their primary
goal and build up industrial structure based on service business. ‘

3. Economic System

Business operation of a_company in China is different from that in such countries as
America, Australia, and Britain, which in turn differ from countries like Brazil, Japan, Germany,
and France. A key element leading to the difference is the different economic stfucture.
Economic structure restricts all business operations in a country. It is defined as the way a
country utilizes its resources to produce goods and services. It is also the system for allocating
these resources |

All countries have to face a basic issue: how to utilize limited recourses to meet the
demands of a society. It concerns a series of problems:

Which products and services should be provided?

Who should provide them?

How much should be provided?

How should these products and services be allocated in the society? 7

Economists name resources utilized to provide products and services as factors of production.
Perceived from this aspect, we shall illustrate various types of economic structure. ‘

3.1 Factors of Production '

To a great extent, difference in economic structures results from different ways to manage
factors of production. Factors of production are fundamental resources of a country. They are used
in economic system to produce goods and services demanded by people. Traditionally, economists
agree that factors of production include: labour, capital, entrepreneurs, and natural resources. In our
opinion, natural resources should cover all physical resources. Meanwhile, information resources
should be included in factors of production.

Labour: Labour is also what is now called human resources. It refers to the contribution
made by labourers both physically and intellectually in the process of economic production.

Capital: To obtain natural and human resources, an enterprise must possess enough capital
to guarantee its operation. Capital refers to the money used in the operation of an enterprise. Its
function is to establish a new enterprise and by continuing to invest to ensure the growth of the
enterprise.

entreprencurs: The word “entrepreneur” comes from French. It was coined in the early
18th century by French economic sociologists and introduced into economic theories.
Adventurism was involved in original connotation of the word. In English, an entrepreneur means
a person who creates an enterprise and is in charge of managing it. Entrepreneurs are those who
dare to adventure, and dare to embrace opportunities. They establish and operate their own
businesses. Surely, only those who manage an enterprise with creative mentality and remarkable
achievement can be counted as entrepreneurs. Modern entrepreneurs are managers. The core of

the management is creativity. The creativity of entrepreneurs nurtures dynamic economic
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movement and economic development. Many economists take entrepreneurs as “ innovators”
stressing that being “creative” should be the fundamental quality of an entrepreneur, and to
innovate should be the function of being an entrepreneur.

Physical resources: physwal resources refer to all tangible resources utilized in business
operation, including natural resources, raw materials, offices, production facilities, computers and
other equipment.

Information resource: Though tangible resources have played a key role in the developing
process of human éociety, information resource is showing its edge now. Business operation
depends on information resource. A successful business operation depends on market
exploration, and information' is indispensable for market prediction. A business needs a large
talent pool of warious specialities and expertise. These talents possess enormous amount of
information and knowledge. The operation of a business, no matter it is concerned with finance
management, production or logistics, depends on collecting information, analyzing it, and putting
it to use. Information resource is more and more crucial in modern business activities.

In a relatively isolated economic environment, if there are abundant natural resources,
human resources, capital, and entrepreneurs, enterprises can be in an advantageous position.
However, with the advent of globalization in the post war era, information resource and high
quality talent start to play a key role to success. Once an economic entity has developed to
certain extent, it can obtain capital from abroad, import raw materials from another place of the
world, and set up factories in places where labour cost is low. Economic entities can operate in
any country with a stable political situation. They can also move to places with developed
economy and cheap labour force. Therefore, in the background of globalization, possessing high
quality talent and information resource becomes the symbol of possessing a developed economic
entity.

3.2 C(lassification of Economic System

Different economic system requires different ways to manage factors of producnon In some,
factors of production are possessed privately, while in others, they are under the control of
countries or governments. Different policies on production and allocation exist in different
economic _systems. For instance, in planned economic system, central government makes policies
on productlon and allocation. It controls majority factors of production and is the policy-making
body. In a market economic system, producers and consumers, as individuals, act and react on
the demands and supply of markets. In the following section, we will do more research on these
two economic systems.

Market Economies:

Market refers to a mechanism that guarantees trade of products or services between buyers
and sellers. Capitalism is the terminology most often mentioned when a market economy is
described. In this mechanism, most businesses are owned and operated privately. Instead of
having government controlling the factors of production, supply and demand in a market decide
what prodﬁcts or services should be provided. Thus, market economy encourages individuals to
pursue suecess through their own effort; which also entails facing failure when business operation
is not successful.

10




sundalion s-—& wwssns
RAEEE, HEEE NN OROE, SLRORFE T HERLNEs SA%FE

B, VESWEFHSUFAE “EFHE, B QB AN e R R ARG
HF, KTkt A TAERR LS RATA .

AR $50L R R L B B AR A T AOMIYE . ATUVERAHE . AV
W, FATEL AMAT . AFRAE. BRERES,

(ERYR. ARREAKH MR RITRDY SREXRIER, B2, HERAR
WAL T EE A, RLEENA SR TS B, THIHRNR 55 E
BXRIFEENRK, MAHTNEEEE; CUBEEEME I NREIERN A H%
W, TXE A R A SR T RO AMARAERZ s SRS,
P EESATE B TS B R . AR, 15 B AZ Y AT
VB R AR R,

TR HARZTIRET, —NESIIAEEREARIE. AR, WARMIER, 14
GBS T — R, (B2, REESUSERAIRMLIEIE, (5EYRER
RR IR AT RS, & MEFFRRTT RIS, (8 — AT N ESMREYEA, 7t
SR B HOTRIGFRDR, TSR AR TV, A T MR RSB Ef]
ANBOERE . BVTTR. SR TRERRIHT. B, TESEMLIIRT, MEERAA
(5 B BRI RN — N SR Br A

32 Z5AkHesk

RAMEFESN TAFEENERERFAN, E—RaFEHT, ErERNITE
ERFA; ERS—BEFHET, ArERRERRRBNES . SR ORREE
T T AN PRI MBI T R —RE, B0, TEHRISTRR S, 75 A PR
SR RBUR, P RBURF SR SR TER, Rt R e RS . 76T
GPFRRT, A7H N SR R B AT 5 A B R SRR AT 7= S PR S BT
B, TR, RIVEPFOXFFHRRNEFER.

ﬁ’_%%ﬁrf? (market economies)

W R ML, BPEENERZASRRBEORS. BAEEY
(capitalism) REHIATT HETFABIIH R R RARE, FEXFHEHT, BAEROMLE
NI, A7 SRS S0 SR AR , TR R m AL BOR
PER AR S, B, TSR R T SRR 8
BLe, MAk, BEORE T SRR R E M T AR B ST

22
g



G
R0

™

o

Capitalism originated in the 18" century, advanced by Adam Smith, an economist.
According to Adam Smith, markets in an ideal capitalist economy have self-adjusting function to
guarantee adequate amount of goods and services are provided without government conirol.

In the ideal capitalist system envisioned by Adam Smith, government’s interference in
economy is strongly opposed because markets are supposed to possess self-adjusting function. He
believes that competitive power will push the price that drifts too far away back to the range of
consumers’ acceptability. Nonetheless, nowadays even in highly productive countries like the
United States, governments will intervene in markets to influence price and wage setting, or
change ways to allocate resources. :

Planned Economies:

Planned economy can be traced back to the 19" century, when Karl Marx, a German economist,
conceived the idea of communism. In a communist society, most of the factors of production are
controlled by central government. Central government is also responsible for distribution and
allocation of productive resources at macro level. Such an economic system is called planned
economy. In Karl Marx’s communist society, people will volunteer to participate in production
and have economic reward according to their own need. Karl Marx also anticipates that
government’s interim control of the factors of production will give way to laborers’ when a
society reaches maturity. ,

In the mid 20% century, many Eastern European countries and the Soviet Union adopted
socialism. Now it is still the dominating system in China, Cuba, North Korea, a_nd Vietnam.

Mixed Market Economies: . o ‘

The above-mentioned two theoretical economy models represent two poles-of economic system,
which rarely exist in the real world. Pure market economy endows individuals with largest degree of
freedom. There is no interference from government in economic activities. By contrast, pure planned
economy entails that government controls all factors of proauction as well as the allocation of goods
and services. Private ownership is restricted to the minimal extent.

Mixed market economy can be illustrated by economic system in the United States where
free market economy takes the dominating poéition with only occasional interference from the
government. It is characterized by limited interference. Mixed market economy is adopted in
many other developed countries like Canada, German, Japan, and Britain. The only difference is
the extent of government interference. In a mixed market economy, personal pursuit of wealth is
encouraged and individual profit is deemed to be beneficial to the entire society. ‘

From the perspective of entailed economic freedom, socialism is positioned between
capitalism and communism. Tt belongs to communism, but in socialist economy, government
controls only key factors of production instead. of all productive resources. Government possesses
land and interference from government covers all industries related to the national economy and
the people’s livelihood, such as transportation, energy, comniunications, iron and steel, national
security, and banks. In other less important industries, private ownership is permitted and both

enterprises and individuals can strive for their own benefit.
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