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Chapter1.OverviewofBusiness

Businessistheactivityofmakingone'slivingormakingmoneybyproducingorbuyingandselling
products(suchasgoodsandservices).

A businessisdefinedasanorganizationorenterprisingentityengagedincommercial,industrial,or
professionalactivities.Businessescanbefor-profitentitiesornon-profitorganizationsthatoperateto
fulfillacharitablemissionorfurtherasocialcause.

Theterm businessalsoreferstotheorganizedeffortsandactivitiesofindividualstoproduceandsell
goodsandservicesforprofit.Businessesrangeinscalefrom asoleproprietorshiptoaninternational
corporation.Severallinesoftheoryareengagedwithunderstandingbusinessadministrationincluding
organizationalbehavior,organizationtheory,andstrategicmanagement.

Peoplehaveconductedbusinesssinceancienttimes;historically,businesseshaveinvolvedmercantile
operations,tradeguilds,orsharedagriculturalproduction.

TheBasicsofaBusiness:

Generally,abusinessbeginswithabusinessconcept(theidea)andaname.Dependingonthenatureof
thebusiness,extensivemarketresearchmaybenecessarytodeterminewhetherturningtheideaintoa
businessisfeasibleandifthebusinesscandelivervaluetoconsumers.Thebusinessnamecanbeoneof
themostvaluableassetsofa firm;carefulconsideration should thusbegiven when choosing it.
Businessesoperatingunderfictitiousnamesmustberegisteredwiththestate.

Businessesmostoftenform afterthedevelopmentofabusinessplan,whichisaformaldocument
detailingabusiness'sgoalsandobjectives,anditsstrategiesofhow itwillachievethegoalsand
objectives.Businessplansarealmostessentialwhenborrowingcapitaltobeginoperations.

Itisalsoimportanttodeterminethelegalstructureofthebusiness.Dependingonthetypeofbusiness,it
mayneedtosecurepermits,adheretoregistrationrequirements,andobtainlicensestolegallyoperate.In
manycountries,corporationsareconsideredtobejuridicalpersons,meaningthatthebusinesscanown
property,takeondebt,andbesuedincourt.

KEYPOINTS

Abusinessisdefinedasanorganizationorenterprisingentityengagedincommercial,industrial,
orprofessionalactivities.
Businessescanbefor-profitentitiesornon-profitorganizationsthatoperatetofulfillacharitable
missionorfurtherasocialcause.
Businessesrangeinscalefrom asoleproprietorshiptoaninternationalcorporation.

BusinessStructures:

Manybusinessesorganizethemselvesaroundsomesortofhierarchyorbureaucracy,wherepositionsina
company have established roles and responsibilities.The mostcommon structures include sole
proprietorships,partnerships,corporations,andlimitedliabilitycompanies,withsoleproprietorshipsbeing
themostprevalent.

Asoleproprietorship,asitsnamesuggests,isabusinessownedandoperatedbyasinglenaturalperson.
Thereisnolegalseparationbetweenthebusinessandtheowner;thetaxandlegalliabilitiesofthe
businessarethusthatoftheowner.
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partnershipisabusinessrelationshipbetweentwoormorepeoplewhojointoconductbusiness.Eachpartner
contributesresourcesandmoneytothebusinessandsharesintheprofitsandlossesofthebusiness.The
sharedprofitsandlossesarerecordedoneachpartner'staxreturn.

Acorporationisabusinessinwhichagroupofpeopleactstogetherasasingleentity;mostcommonly,
ownersofacorporationareshareholderswhoexchangeconsiderationforthecorporation'scommon
stock.Incorporatingabusinessreleasesowneroffinancialliabilityofbusinessobligations;however,a
corporationhasunfavorabletaxationrulesfortheownersofthebusiness.

Forthisreason,arelativelynew (firstavailableinWyomingin1977andotherstatesinthe1990s)
businessstructure,alimitedliabilitycompany(LLC),isavailable;thisstructurecombinesthepass-through
taxationbenefitsofapartnershipwiththelimited-liabilitybenefitsofacorporation.

BusinessSizes:

Business sizes range from small owner-operated companies,such as family restaurants,
tomultinationalconglomeratessuchasGeneralElectric.Largerbusinessesmayissuecorporatestockto
finance operations.In this case,the companyis publiclytraded and has reporting and operating
restrictions.Alternatively,smallerbusinessesmayoperatemoreindependentlyofregulators.

TypesofBusiness:

Abusinessentityisanorganizationthatuseseconomicresourcestoprovidegoodsorservicesto
customersinexchangeformoneyorothergoodsandservices.

Businessorganizationscomeindifferenttypesandindifferentformsofownership.

A.ServiceBusiness

Aservicetypeofbusinessprovidesintangibleproducts(productswithnophysicalform).Servicetype
firmsofferprofessionalskills,expertise,advice,andothersimilarproducts.

Examplesofservicebusinessesare:salons,repairshops,schools,banks,accountingfirms,andlawfirms.

B.ManufacturingBusiness

Unlikeamerchandisingbusiness,amanufacturingbusinessbuysproductswiththeintentionofusing
them asmaterialsinmakinganewproduct.Thus,thereisatransformationoftheproductspurchased.

Amanufacturingbusinesscombinesrawmaterials,labor,andoverheadcostsinitsproductionprocess.
Themanufacturedgoodswillthenbesoldtocustomers.

C.MerchandisingBusinessorTrade

Thistypeofbusinessbuysproductsatwholesalepriceandsellsthesameatretailprice.Theyareknown
asbuyandsellbusinesses.Theymakeprofitbysellingtheproductsatpriceshigherthantheirpurchase
costs.

Amerchandisingbusinesssellsaproductwithoutchangingitsform.Examplesare:grocerystores,
conveniencestores,distributors,andotherresellers.

IndustrialSectors:

Industrialsectorisalsoknownassecondarysector.Industrialsectororsecondarysectorisoneofthe3
sectorsthatmakeupacountry'seconomy.Theothertwoaretheprimarysector(includesagriculture,
fishing,andmining)andservicesector(includeshospitality,consultancyandnursing).

Industryreferstoaspecificgroupofcompaniesthatoperateinasimilarbusinesssphere.Essentially,
industriesarecreatedbybreakingdownsectorsintomoredefinedgroupings.Therefore,thesecompanies
aredividedintomorespecificgroupsthansectors.Eachofthedozenorsosectorswillhaveavarying
numberofindustries,butitcanbeinthehundreds.
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sectorisoneofafew generalsegmentsintheeconomywithinwhichalargegroupofcompaniescanbe
categorized.Aneconomycanbebrokendownintoaboutadozensectors,whichcandescribenearlyallofthe
businessactivityinthateconomy.Economistscanconductadeeperanalysisoftheeconomybylookingateach
individualsector.

Therearefourdifferentsectorsinaneconomy:

PrimarySector:Thissectordealswiththeextractionandharvestingofnaturalresourcessuchas
agricultureandmining.
SecondarySector:Thissectorcomprisesconstruction,manufacturing,andprocessing.Basically,
thissectorcomprisesindustriesthatrelatetotheproductionoffinishedgoodsfrom rawmaterials.
Tertiarysector:Retailers,entertainment,andfinancialcompaniesmakeupthissector.These
companiesprovideservicestoconsumers.
Quaternarysector:Thefinalsectordealswithknowledgeorintellectualpursuitsincluding
researchanddevelopment(R&D),business,consultingservices,andeducation.

EngineeringIndustry:

Engineeringindustryprimarilydealswiththedesign,manufactureandoperationofstructures,machinesor
devices.Engineeringindustryprimarilycompriseofsectorslikecivil,industrial,mechanicalandchemical.

Engineeringcantakeavarietyofforms—civil,military,ormechanical—buttheterm ‘engineeringindustry’is
normallyusedinamorelimitedsensetodescribetheindustrydevotedtothemanufactureofengines,
machine-tools,andmachinery.

ProcessIndustry:

Itisconcernedwiththeprocessingofbulkresourcesintootherproducts.

Theprocessindustriesarethoseindustrieswheretheprimaryproductionprocessesareeithercontinuous,
oroccuronabatchofmaterialsthatisindistinguishable.Forexample,afoodprocessingcompanymaking
saucemaymakethesaucein a continuous,uninterrupted flow from receiptofingredientsthrough
packaging.Orbatchesmaybeproduceddependingonthecookkettlesizesbutimmediatelycombinedand
re-routed.Ineithercase,thereisnoconceptofaunitofsaucewhileitisbeingprocessed.Examplesofthe
processindustriesincludefood,beverages,chemicals,pharmaceuticals,petroleum,ceramics,basemetals,
coal,plastics,rubber,textiles,tobacco,woodandwoodproducts,paperandpaperproducts,etc.

TextileIndustry:

Thetextileindustryisprimarilyconcernedwiththedesign,productionanddistributionofyarn,clothand
clothing.Therawmaterialmaybenatural,orsyntheticusingproductsofthechemicalindustry.

ChemicalIndustry:

Thechemicalindustrycomprisesthecompaniesthatproduceindustrialchemicals.Centraltothemodern
worldeconomy,itconvertsrawmaterials(oil,naturalgas,air,water,metals,andminerals)intomorethan
70,000differentproducts.Theplasticsindustrycontainssomeoverlap,asmostchemicalcompanies
produceplasticaswellasotherchemicals.

AgroIndustry:

Agro-industriesprovide a primarymeansofconverting raw agriculturalmaterials into value added
products,whilegeneratingincomeandemploymentandcontributingtooveralleconomicdevelopment.
Theyemployarangeoftechnologies,rangingfrom verysimpletechnologiessuchasdryingofasingle
product,tomorecomplextechnologiessuchastheirradiationofformulatedproducts.

Globalization:

Globalizationistheconnectionofdifferentpartsoftheworldresultingintheexpansionofinternational
cultural,economic,andpoliticalactivities.Itisthemovementandintegrationofgoodsandpeopleamong

differentcountries.

Globalizationisthewordusedtodescribethegrowinginterdependenceoftheworld’seconomies,cultures,
andpopulations,broughtaboutbycross-bordertradeingoodsandservices,technology,andflowsof
investment,people,and information.Countrieshavebuilteconomicpartnershipsto facilitatethese
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movementsovermanycenturies.Buttheterm gainedpopularityaftertheColdWarintheearly1990s,as
thesecooperativearrangementsshapedmoderneverydaylife.Thisguideusestheterm morenarrowlyto
referto internationaltradeandsomeoftheinvestmentflowsamongadvancedeconomies,mostly
focusingontheUnitedStates.

Thewide-rangingeffectsofglobalizationarecomplexandpoliticallycharged.Aswithmajortechnological
advances,globalizationbenefitssocietyasawhole,whileharmingcertaingroups.Understandingthe
relativecostsandbenefitscanpavethewayforalleviatingproblemswhilesustainingthewiderpayoffs.

Advantages:

1. Globalisationhelpstoboostthelongrunaveragegrowthrateoftheeconomyofthecountry
through:(a)Improvementintheallocativeefficiencyofresources;
(b)Increaseinlabourproductivity;
and(c)Reductionincapital-output
ratio.

2. Globalizationpavesthewayforremovinginefficiencyinproductionsystem.Prolongedprotective
scenario intheabsenceofglobalizationmakestheproductionsystem carelessaboutcost
effectivenesswhichcanbeattainedbyfollowingthepolicyofglobalization.

3. Globalisationattractsentryofforeigncapitalalongwithforeignupdatedtechnologywhich
improvesthequalityofproduction.

4. Globalisationusuallyrestructureproductionandtradepatternfavoringlabor-intensivegoodsand
labor-intensivetechniquesaswellasexpansionoftradeinservices.

5. Inaglobalizedscenario,domesticindustriesofdevelopingcountrybecomeconsciousaboutprice
reductionandqualityimprovementtotheirproductssoastofaceforeigncompetition.

6. Globalisationdiscouragesuneconomicimportsubstitutionandfavorcheaperimportsofcapital
goodswhichreducescapital-outputratioinmanufacturingindustries.Costeffectivenessand
price reduction ofmanufactured commodities willimprove the terms oftrade in favorof
agriculture.

7. Globalisationfacilitatesconsumergoodsindustriestoexpandfastertomeetgrowingdemandfor
theseconsumergoodswhichwouldresultfasterexpansionofemploymentopportunitiesovera
periodoftime.Thiswouldresulttrickle-downeffecttoreducetheproportionofpopulationliving
belowthepovertyline

8. Globalisationenhancestheefficiencyofthebankinginsuranceandfinancialsectorswiththe
openinguptothoseareastoforeigncapital,foreignbanksandinsurancecompanies.

Disadvantages:

1. Globalisationpavesthewayforredistributionofeconomicpowerattheworldlevelleadingto
dominationbyeconomicallypowerfulnationsoverthepoornations.

2. Globalisationusuallyresultsgreaterincreaseinimportsthanincreaseinexportsleadingto
growingtradedeficitandbalanceofpaymentsproblem.

3. Althoughglobalisationpromotetheideathattechnologicalchangeandincreaseinproductivity
wouldleadtomorejobsandhigherwagesbutduringthelastfew years,suchtechnological
changesoccurringinsomedevelopingcountrieshaveresultedmorelossofjobsthantheyhave
createdleadingtofallinemploymentgrowthrates.

4. Globalisationhasalertedthevillageandsmall-scaleindustriesandsoundeddeath-knelltoitas
theycannotwithstandthecompetitionarisingfrom well-organizedMNCs.

5. Globalisationhasbeenshowingdowntheprocesstopovertyreductioninsomedevelopingand
underdevelopedcountriesoftheworldandtherebyenhancestheproblem ofinequality.

6.Globalizationisalsoposingasathreattoagricultureindevelopingandunderdevelopedcountriesoftheworld.
AswiththeWTOtradingprovisions,agriculturalcommoditiesmarketofpooranddevelopingcountrieswillbe
floodedfarm goodsfrom countriesataratemuchlowerthanthatindigenousfarm productsleadingtoadeath-
blowtomanyfarmers.
7.Implementationofglobalizationprinciplebecomingharderinmanyindustriallydevelopeddemocratic
countriestoaskitspeopletobearthepainsanduncertaintiesofstructuraladjustmentwiththehopeof
gettingbenefitsinfuture.
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IntellectualPropertyRights:

Intellectualpropertyrightsaretherightsgiventopersonsoverthecreationsoftheirminds.Theyusually
givethecreatoranexclusiverightovertheuseofhis/hercreationforacertainperiodoftime.

Intellectualpropertyrightsarecustomarilydividedintotwomainareas:

(i)Copyrightandrightsrelatedtocopyright.

The rights ofauthors ofliterary and artistic works (such as books and otherwritings,musical
compositions,paintings,sculpture,computerprogramsand films)areprotected bycopyright,fora
minimum periodof50yearsafterthedeathoftheauthor.

Alsoprotectedthroughcopyrightandrelated(sometimesreferredtoasneighboring)rightsaretherights
ofperformers(e.g.actors,singersandmusicians),producersofphonograms(soundrecordings)and
broadcastingorganizations.Themainsocialpurposeofprotectionofcopyrightandrelatedrightsisto
encourageandrewardcreativework.

(ii)Industrialproperty.

Industrialpropertycanusefullybedividedintotwomainareas:

Industrialpropertycanusefullybedividedintotwomainareas:

Oneareacanbecharacterizedastheprotectionofdistinctivesigns,inparticulartrademarks
(whichdistinguishthegoodsorservicesofoneundertakingfrom thoseofotherundertakings)
andgeographicalindications(whichidentifyagoodasoriginatinginaplacewhereagiven
characteristicofthegoodisessentiallyattributabletoitsgeographicalorigin).

Theprotectionofsuchdistinctivesignsaimstostimulateandensurefaircompetitionandto
protectconsumers,byenablingthem tomakeinformedchoicesbetweenvariousgoodsand
services.Theprotectionmaylastindefinitely,providedthesigninquestioncontinuestobe
distinctive.

Othertypesofindustrialpropertyareprotectedprimarilytostimulateinnovation,designandthe
creationoftechnology.Inthiscategoryfallinventions(protectedbypatents),industrialdesigns
andtradesecrets.

Thesocialpurposeistoprovideprotectionfortheresultsofinvestmentinthedevelopmentof
newtechnology,thusgivingtheincentiveandmeanstofinanceresearchanddevelopment

activities.

Afunctioningintellectualpropertyregimeshouldalsofacilitatethetransferoftechnologyinthe
form offoreigndirectinvestment,jointventuresandlicensing.Theprotectionisusuallygivenfora
finiteterm (typically20yearsinthecaseofpatents).

Whilethebasicsocialobjectivesofintellectualpropertyprotectionareasoutlinedabove,itshouldalsobe
notedthattheexclusiverightsgivenaregenerallysubjecttoanumberoflimitationsandexceptions,
aimedatfine-tuningthebalancethathastobefoundbetweenthelegitimateinterestsofrightholdersand
ofusers.
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