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Basic Factors of Production

In our study of business, it is necessary to understand the four basic factors of
production. These four factors are land, labor, capital, and entrepreneurship'. What is
meant by these four terms?

in order to produce things, it is necessary to use land. Here, the term land is used in

" ", the most general way. It refers not only to a piece of real estate® where we might build a
" factory, but it also means all the raw materials® used for production. Some of these raw

materials are found on the earth’s surface, such as trees, which yield wood for lumber.
QOther raw materials are found under the earth's surface in mines and oil wells, and still
other raw materials may be extracted from the air. All the raw materials for production
come from the land, the air, and the oceans.

Labor refers to the use of mental or physical work to produce goods. Most labor
changes raw materials into finished products* and then distributes these to buyers. In
industrialized countries® , labor is generally more mental than physical. For example, in
both manufacturing and agriculture, machines accomplish the very tiring physical work that
unskilled laborers used to do. In other industries computer programmed robots® and other
forms of data processing equipment’ perform many cof the jobs which used to require a lot
of mental {abor. Therefore, to a certain extent the next factor, capital, can be used to
replace labor or reduce the amount of physical and mental labor that humans have to use in
order to conduct business.

In everyday language, capital means several things. The most general meaning is
wealth or maney. But it also refers to the equipment that money purchases. As one of the
basic factors of production, capital is all of the things that workers use in production and
distribution® . It includes their tools, machines, and buildings such as factories and
warehouses where goods are produced and stored. Capital, therefore, refers to anything
which helps to produce and distribute goods.
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Putting together land, labor, and capital to make something of value, is called
entrepreneurship. The entrepreneur® is the person responsible for controlling and directing
the other three factors.

Entrepreneurship includes some other important activities. The entrepreneur is
responsible for initiating business activity. He must begin his business by bringing together
the tand, labor, and capital. Next, he must manage the business by deciding the general
policies for business operation. In order to be successful, an entrepreneur must also be
innovative. He must look for new products or new ways of making things, and new
methods of distribution, or he must offer new services. He must be able to decide on the
value of things which other people invent, whether it is a new toy, a new method of
filing* , or a new way of advertising. Finally, he bears all the risks of the business.

Everyone connected with a business shares in the risks of the business. When a
company goes bankrupt' , that is, becomes unable to pay its debts'?, it causes problems
for many people. It is hard for the employees who may have to seek work elsewhere; the
customers must look for another place to buy their products; creditors™ usually lose some
of the money that they have lent to the company. But the entrepreneur takes the biggest
risk. If the business fails, he must pay them up to the limit of his ability to pay. If he is
successful, the money he receives from his business venture' will pay for the land, labor,
and capital, and there will still be some extra money remaining for him. This extra money
is the profit. If the money he receives from the business venture is not enough to pay for all
of the costs, the difference is a loss.
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24 Exercises

I . Read each of the following statements carefully and decide whether it is
true or false, according to the passage.

1. Entrepreneurship is one of the basic factors of production.

2. The term land includes all the raw materials used for production.

3. All the raw materials used for production are part of real estate.

4. Skilled laborers perform many of the jobs which used to require a lot of mental
labor.

5. Capital refers to money invested in anything which helps to produce and sell
goods.

6. In a business, the entrepreneur is the leader from whom the employees take
orders.

7. An entrepreneur must be able to invent things of value.

8. Both the employers and employees bear the risks of a business.

9. Sometimes a business has to go bankrupt so as to pay all its debts.
10. Creditors are people the business owes money to.

II . Put the following words and expressions into English.

1. Grp= 2. FHHE
3. i Bk 4. LA
5. B S1353h 6. IkFE
7. A 8. BRI
9. B 10. Tl fbE%

Il. Fill in the blanks with the words given below.

N / b
o 1 term resources machinery mind money 1’
6 i use decisions mineral entrepreneurs consumer ;L
S B e i e e e e e R e e e ¢J‘x

1. Businesses make of four basic inputs; natural » labor, capital,
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and entrepreneurship.

. Natural resources include farmland, forests, and oil deposits, and water.
. Sometimes natural resources are simply called land, aithough the means

more than just land.

. The economic contribution of people working with their and muscles are

called labor.

. The tools, , equipment, and buildings used to produce goods and

services and get them to the are known as capital.

. Sometimes capital is also used to mean the that buys machinery,

factories, and other production and distribution facilities.

7. Entrepreneurs must make the that set the course for their firms.

oo

Bill Gates, founder of Microsoft Corporation, is one of the very successful
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The Forms of Business Organization

In business there are many legal forms of organization. The form of organization means
the type of ownership’. The main differences between the types of ownership are in their
ability to raise capital, the size and continuity of the enterprise, the disposition of profits,
and the legal obligations® in the event of bankruptcy. Each form has certain advantages
and disadvantages. The three forms discussed here are the sole proprietorship®, the
partnership* , and the corporation® .

The form which requires the least amount of capital and personnel is the sole
proprietorship. Sole means single, and the proprietor is the owner. Therefore, a sole
proprietorship is a business owned and operated by a single person. This single person can
-start.a business by simply purchasing the necessary goods and equipment and opening up
a shop. There are very few government and legal regulations to comply with. The sole
proprietor owns all the business asseis® , makes all the decisions, takes ail the risks, and
keeps all the profits of the business. The business itself pays no tax, but the owner must
pay personal income taxes’ on his profits. If a sole proprietor is successful, he takes a lot
of personal satisfaction in his enterprise. If he is not successful and he wants to close his
business and start a new one, he simply has to sell his inventory® and equipment, pay his
bills, close up shop, and begin a new activity.

There are good and bad aspects to the sole proprietorship form of organization. The
sole proprietor has the opportunity to be successful, but he aiso runs the risk of financial
ruin. The sole proprietor owns all the assets of the business, but he also has to supply all
the capital, and his ability to borrow is limited to his personal amount of money and
wealth. The owner enjoys his freedom to make decisions about his business, but he alone
takes the responsibility for incorrect choices. He has the right to keep all the profits of the
business. However, if he suffers a loss, he still owes all the debts, and his legal liability®
to pay them may be more than his investment in the business. He must use his personal
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property to settle the debts of the business if he goes bankrupt.

A partnership presents a completely different set of problems. A partnership consists
of two or more people who share the ownership of a business. A partnership should begin
with a {egal agreement covering the various aspects of the business. Two important items
that need to be covered are exactly which assets each partner is contributing, as well as
how the partnership can be changed or terminated. This agreement is called the articles of
co-partnership*® . Itis not as complicated as the articles of incorporation' . However, the
articles of co-partnership indicate that the initiation of a partnership is not as easy as the
beginning of a sole proprietorship. Partners are like sole proprietors because they own ail
the assets, owe all the debts, make the decisions, and share the profits. They pay only
personal income taxes on their share of the profits. If each partner has a different expertise
in an important business area, the partnership has an advantage over the sole
proprietorship in managerial ability.

A partnership usually has more capital than a sole proprietorship. In a partnership the
personal wealth of all the partners can be used to secure loans and credit. This personal
wealth may also be used to settle the debts of the business. Like the sole proprietorship,
the partnership has unlimited financial liability in the event of bankruptcy. Unlike the sole
proprietorship where one owner-manager makes all the decisions, the smooth operation of
a partnership requires both owners to agree on management policy. If a partnership wished
to cease doing business, the owners would have to agree on how to dissolve it.

The corporation is very different from both a sole proprietorship and a partnership.
First of all, the corporation is a legal entity'? which is chartered® by the state in which it is
incorporated. In other words, a Los Angeles corporation is incorporated under the laws of
the State of California. As a legal entity, the corporation can own property that is not the
personal wealth of its owners. It also means that the corporation can enter into business
agreements on its own. Forming a corporation is not easy. There are many legal procedures to
follow. A corporation raises capital in a different way from the proprietorship or
partnership. The ownership of the corporation is divided into shares of stock. One
stockholder or shareowner can buy, sell, and trade his shares without permission from the
other owners. A corporation can raise large amounts of capital by selling shares of stock.
The stock owners vote for a board of directors'* who hire a president®® or chief executive
officer'® to run the company. The board of directors also decides what to do with the
corporation’s profits, It usually retains part of the profits for reinvestment in the company
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and distributes the other part to the shareholders as dividends'’. Unlike the sole
proprietorship and the partnership, the liability of a corporation'® is limited o the value of
the assets of the company. The personal wealth of the stockholders cannot be used to pay
debts in case of bankruptcy. Corporations do not operate like other forms of business
bécause the ownership can be easily transferred through siock sales.

There are favorable and unfavorable points to consider with regard to the corporate
form of ownership. The corporation has access to large amounts of capital and has limited
liability, but its aclivities are closely monitored by government agencies. A large
corporation has a lot of managers who can specialize in different aspects of the business.
However, the corporation must have good organization for efficient operation. Another
important disadvantage of the corporation is that its profits are taxed twice. The profits are
taxed once as corporate profits, and then the individual stockholders pay personal income
taxes on their dividends.

~ The three types of legal organization discussed above show different possibilities and

limitations. The best form for a particular enterprise depends on its capital requirements
and the number of owners.



