ECONOMICS AND BUSINESS FACTSHEET NUMBER 5
Why be in business?

It’s not simply a case of making money to be successful at anything takes careful preparation, planning and a fair degree of determination. So, let’s examine in more detail why someone enters and becomes successful in the world of business.

This might be easier to address if we start by looking at the problem from the opposite end, namely how has a company become successful?

Every successful business or enterprise has to look at what it does and ask what it that people want is and how does a business deliver this. By doing this the business will be analysing its strengths and noting any weaknesses that might be apparent. By knowing what is it you want to do and why it is you are successful at doing it you can begin to identify the competitive advantage that your enterprise possesses. Knowledge of this will allow you to concentrate precious time on developing them even more. In modern business your competitive advantage may come from being:

· innovative

· having a good reputation

· in a good relationship with your customers

· in a good relationships with your suppliers

· determined to have a loyal and stable workforce

Looks look in a little more detail at each of these.

Innovation

Having what is known as first mover advantage can be very beneficial in business. To keep this leading edge image a business needs to protect its inventions and build on them. You will not keep your competitive advantage for very long if your product is easy to copy. We must remember that innovation is more than just bringing something new to the market, no we must ‘think innovation’ throughout the entire firm. It must be part of our corporate culture. So, all employees must be encouraged to think:

· how can we change the product

· how can we alter our ways of doing things so as to improve what we offer

· how does the organisation need to change to provide even better products and services

Later we shall see that this will call for new styles of management that encourage ideas and dialogue.

Relationships

All of us respond to being treated well. This applies just as much to employees as it does to suppliers. A successful business will work hard to build relationships that help them producing their range of goods and services. If a firm is successful in this creation of its ‘architecture’ then:

· employees will know that their efforts are recognised and rewarded

· customers will recognise the firms products and buy them on trust

· suppliers will know that, if they meet the agreed standards, dates etc then they will be paid and rewarded with further orders

Reputation

There is an old saying in business that it takes years to gain a reputation and seconds to lose it. Alas, this is true in other spheres of life! So, a company must work hard to:

· make its quality that which the modern and rather choosy customer demands

· keep it prices in the range its customers expect

· keep its social responsibilities

· keep its environmental responsibilities

· be ethical and trusted by consumers

· keep within the laws of the countries within which it operates

 Employees

Obviously much of the above refers to people as much as it does to products. However, in modern business failure to appreciate the benefits of a good staff cab are disastrous. So, employers are now encouraged to think about:

· flexibility

· special facilities eg crèche

· career paths

· new conditions of work

Employees now accept different terms within their working environment but it is still important to think:

· recognition

· rewards for loyalty

· openness

· dialogue

and other ways in which employees and employers build bridges and not barriers between them.

All of these will not guarantee a successful business but they will help you in your quest to remain alive as an enterprise.

A short exercise

When next visiting your nearest shopping centre take three businesses and ask yourself:

1. What do they share in common?

2. What are they actually trying to sell to customers?

3. What makes each business different from each other and if possible what makes one of them different from a rival concern?

So, why be in business?

Well, obviously the answer is to make a profit but is that all? Yes to be running a business is a demanding role and some reward is essential. This normally comes in the form of profit, which as we have already discovered in the difference between your costs of production and what you can charge for the finished product or service. However, there is also the need to think about risk and the fact that those responsible for running a business (the entrepreneur again) want something for exposing their capital, savings whatever to the vagaries of the market.

Also, what of those who have an interest in the business but don’t actually assist in the day-to-day running of it? As we already know we stakeholders in any business and they want to see profits and possibly some other indicators of ‘success’. These will probably include:

· survival

· image

· the share of market commanded by the company and its products

· the ability of the company to keep and develop its staff

· how the company is viewed in terms of its responsibilities to the environment and society

The last point we need to consider is that if your business is making a profit, then you must be doing something right! This should be just the encouragement the business needs to continue and expand its operations.

So, is profit the only reason for being in business. It might not be quite so simple as it looks.
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Why run a business?

Personal satisfaction



72%

Freedom to make decisions


47%

Security




45%

Ability to take along-term view

42%

Income





25%

Funds for retirement



25%

Personal wealth



23%

Children’s inheritance



17%

It appears that people DO run a business for reasons other than making a profit!

A Case Study

A young undergraduate arrived at Oxford to study Politics, Philosophy and Economics. He took his PC with him as he was thinking about the research needed for essays. However, whilst ‘surfing’ one night he discovered someone looking for ways of buying shares in new e.com companies. This made him think and he sent back a message suggesting two companies in which the prospective buyer might be interested. They sent back a message saying thanks and you missed a business opportunity. The undergraduate was not amused!

He immediately set up his own site offering to put those with shares to sell in touch with those wanting to buy such shares. His share in the transaction would be a commission of X%. Within a month his turnover was £60,000 and rising. After three months an American company offered him over £100,000 for the business. He declined the offer and is now worth quite a bit more than the USA company offered.

1. Think about the above business and consider:

(a) what was needed to start it

(b) what will be needed to keep it going

(c) how much longer can the undergraduate be in sole charge of this business

2. Look in newspapers etc and see if you can find any other examples of someone starting a similar business and trace its progress to date. You may like to look on www.lastminute.com or any of the other e.com, businesses and see from where they started and for what reasons.

We do not have the room to include some of the basic knowledge you need to note when studying this area of Business but you should be noting:

· types of business organisations e.g. sole trader

· limited liability

· public limited companies

· types of shares

Meeting the needs of customers

You will all be aware that we can’t have everything we want when we want it. We all have to make a choice and largely depending on how much money we have to spend (or our access to ways of financing a transaction) we have patterns of expenditure. As we noted on an earlier Factsheet we have to make decisions based on the opportunity cost. In more down-to-earth language we are making trade-offs.

All of us whether we are individuals, firms or governments have to make trade-offs when we are making decisions.

The meeting of customer wants means that we are answering demand. People are indicating that they have the desire and ability to but something. When they have the ability to pay they possess what is known as effective demand.

As business students we need to think about simple rules that apply to demand. These are:

· that the lower the price the more demanded

· that we draw people’s demand in a demand curve or schedule

· that people’s desire to consume will be influenced by such factors as the availability of complements and substitutes

Let’s look at these terms in more detail.

For most of our purchases as the price falls so we will buy more. This means that more people enter the market and so our demand schedule or curve is downward sloping. See diagram

The demand curve helps us to monitor how people behave in response to a change in price. We can measure demand both for the individual and more importantly for the entire industry.

A short exercise

‘ I am really pleased with my salary increase. Now I can think about a week in the sun. At last I can get away from rainy days in Bognor! It’s been worth all that extra work.’

1. How will the good news shown above alter the demand for package holidays?

2. What else might change demand as result of this increase in income?

3. What will not be affected by this increase in salary?

The demand that individual has in a year is determined by how they use their money. The increase in the salary noted above means that something previously not affordable could now be purchased. How does this increase feed through to our demand curve? The curve is illustrated in diagram. The curve has SHIFTED to the right and shows that for any particular price more of the product will be bought. Of course, if incomes fall (as they might in times of high price inflation) we would predict that demand would fall. The curve would then SHIFT to the left. Demand will also alter if other conditions within the market alter. In the holiday market a war in a particular country, or an air crash or some health scare in a popular resort might cause tastes to change. Again the demand curve would register a shift in consumer behaviour. Another influence on demand is the behaviour of other goods and services that have an influence on the good or service we are monitoring. If petrol actually did hit £1 per litre, then people might reduce their mileage, sell their car or swap to another fuel or mode of transport. If they chose to buy a bicycle then the demand curve for would shift to the left, as fewer would be bought. Petrol and cars are known as complementary goods. If the rise in fuel caused some drivers to go to work by train then an example of substitutes would have arisen. One form of transport has received the demand previously given to another way of being moved from one place to another.

Some exercises

1. List some products that might be more influenced by increases in individual incomes. 

2. List some complementary products and some substitutes

3. Which of these goods has undergone an increase in their demand and for what reasons?

(a) jeans

(b) baby buggies

(c) zimmer frames

(d) filofax inserts

(e) tee shirts featuring the Bay City Rollers

Another question

For many years the initials M&S meant record profits and good dividends for shareholders. Whatever they introduced it was a success. The High Street saw them as ‘Kings’. But did they take their success for granted? In recent years they have seen their profits fall dramatically and they have lost market share. Now they are trying to win back custom but it’s proving to be very hard.’

1. What do you think led to the rapid decline in the fortunes of M&S?

2. Give some possible responses that this once successful group can now try in its bid to become the leaders in the High Street.

3. What might happen if the current drive for sales is not successful?

Summary

Having studied this Fact sheet you should be able to:

· outline the basic ingredients of a successful business

· note why people and firms enter a business market

· note how businesses try to meet the demands of customers

· illustrate how demand is measured

· explain why demand might change over a period of time

Key terms

Complementary goods - goods that are used together

Corporate culture - all those attitudes, values, customs, beliefs and expectations which influence the way decisions are made in a business.

Demand curve - a diagrammatic way of showing how much will be bought over a range of prices

Effective demand – a want that can be afforded.

Substitutes – goods that can replace each other. So, if the price of one rises, the demand for the other will increase.

Trade-offs – arise when two things cannot be fully achieved. So, the more you have of one, the less you can have of the other.

Answers

The undergraduate

(a) skill, capital, nerve, contacts, luck, drive and maybe some others

(b) time, money, skill, ability to stick at it and again others that maybe you can recognise.

(c) Possibly only until the business reaches a certain size, or requires more money than he has access to, or someone else wants to buy it from him, or he wants to do something else.

The increase in salary

1. the demand for holidays will rise as income has risen.

2. Some other ‘linked’ products might increase in demand e.g. travel insurance and possibly some other high priced items that could not previously be afforded e.g. an expensive camera to take on the holiday.

3. Those products that do cost a large proportion of the salary e.g. salt

Demand changes

1. Jeans, as they have become an essential piece of all wardrobes – right across many of the age ranges and baby buggies as more fathers now accept their responsibilities for taking their babies for a walk and young parents like to able to move around with young children and see them as such a restriction on their freedom to go where they want.

M&S

1. They failed to monitor taste changes in their major demand groups. Others got it right and invaded their markets.

2. Alter product ranges, prices or re-work image.

3. Merge, be taken over, cease trading or move out of the High Street and into large ‘out of town’ centres.

The next Fact sheet will concentrate on:

WHAT MAKES A MARKET?

