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CHAPTER ONE

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 industry. However, a business is a particular organiza-
tion.

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
resource is the money required to.pay employees, purchase materi-
als, and gendrally 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 busi-
nesses {or manufacturers) are organized 10 process various materials
ihtd-tangible: goodsy such as.delivery trucks or.towels. Servite busi-
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nesses 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 business-
es 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 mon-
ey (sales revenue) from its customers in exchange for goods or ser-
vices. It must also pay out money to cover the various expenses in-
volved 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 nega-
tive profit, which results when a firm's expenses are greater than its
sales revenue, is 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 compe-
tition among sellers of products and resources. Economists recognize
four different degrees of competition, ranging from an ideal com-
plete competition to no competition at all. These are pure competi-
tion, monopolistic competition, oligopoly, and monopoly,

6. Pure (or perfect) competition is the complete form of com-
petition. Pure competition is the market situation in which there are
many buyers and sellers of a product, and no single buyer or seller is
powerful enough to affect the price of that product. In pure compe-
tition, 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
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buyers and all sellers together, through the forces of supply and de-
mand. It is this interaction of buyers and sellers working for their
best interest.

7. 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 of-
fered by producers. Producers are rational people, so we would ex-
pect 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 particu-
lar 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.

8. Monopolistic competition is a market situation in which
there are many buyers along with relatively many sellers.who differ-
entiate 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 differ-
ent from the others by giving the product a brand name, through u-
nique 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. Genierally these sellers are quite large, and siz-
able ‘investments are required to enter into their market. For this
reason -oligopolistic industries tend to remain -oligopolistie. Because

. — 3 -
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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 re-
duces 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 competi-
tion, product differentiation becomes the major competitive
weapon. )

10. A monopoly is a market (or industry) with only one sell-
er. Because only one firm is the supplier of a product, it has com-
plete 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 prod-
uct and set the price at the most profitable level.

11. 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 addi-

tional resources, which are used to produce and sell more products.
New Words and Key Terms

(1) business wAL, N, Bl AR BE
(2) entrepreneur kK, BINE, TFEA A
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(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
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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. Identify and compare the four different degrees of competi-
tion that are recognized by economists.

5. Explain how the market price of a product is determined un-
der pure competition.

6. What are the differences among pure competition, monopo-

listic competition, oligopoly and monopoly?
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