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Learning Objectives

1.1 Explain the concept of adding value in a business, and
identify four useful ways to categorize businesses.

1.2 List three steps you can take to help make the leap
from consumer to business professional.

1.3 Discuss the five major environments in which every
business operates.

1.4 Explain the purpose of the six major functional areas in
a business enterprise.
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Understanding What Businesses Do

« Business

— Any profit-seeking organization that provides goods
and services designed to satisfy the customers’
needs.
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Exhibit 1.1 Adding Value to Satisfy
Customers

Grocery

4 store to purchase
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Adding Value: The Business of
Business (of2)

e Revenue
~ M oney that a What is a business model?
company brings in @

through the sale of
goods and services.

* Business model

— A concise description | @
Of hOW a bUS|ne SS Who is your target customer (segment)?

In te n d S to g ene rate Inspired by The Business Model Navigator Framework FourWeekMBA.com

revenue.

How is the value proposition
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Adding Value: The Business of
Business @of2)

 Profit What is a business model?
— Money left over @ o
after all the costs

iInvolved in doing

business have

been deducted
from the

r eV e n u e . “ Who is your target customer (segment)? @

Inspired by The Business Model Navigator Framework FourWeekMBA.com
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Competing to Attract and Satisfy
Customers

- Competitive advantage

— Some aspects of a product or company that make it
more appealing to its target customers.

HOW DOES IKEA

MAKE MONEY?

@Pearson Copyright © 2020 Pearson Education Ltd. All Rights Reserved.



Make room for life
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ldentifying Major Types of
Businesses (of2)

- Not-for-profit organizations

— Organizations that provide goods and services without
having a profit motive; these are also called not-for-
profit organizations.
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ldentifying Major Types of
Businesses (2of2)

- Goods-producing businesses

— Companies that create value
by making “things,” most of
which are tangible.

 Service businesses

— Companies that create value Your
by performing activities that @\\//@rrgd@g
deliver some benefit to @\\//@rgthiiﬂg
customers.
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Exhibit 1.2 Risk, Reward, and Moral
Hazard (1 of 3)

Healthy connection between risk and reward

(0%, YAl Company makes a decision that involves some risk. *

*z If outcome is positive, company reaps the rewards. ﬂ)

If outcome is negative, company suffers the consequences. (;)

Moral hazard: Link between risk and reward is broken

(0%, "l Company makes a decision that involves some risk. 4

# If outcome is positive, company reaps the rewards. 6

i

If outcome is negative, someone
else (including other companies,
consumers, or taxpayers) suffers
the consequences.
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Exhibit 1.2 Risk, Reward, and I\/Ioral
Hazard 2 of 3)

« Goods-producing
businesses are often
capital-intensive
businesses.

& \wmnvs 2s @ 3

SCHILLOUT ¢
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Exhibit 1.2 Risk, Reward, and Moral
Hazard 2 of 3)

* Service businesses
tend to be labor-
intensive FITNESS SOCIETY
businesses.

@Pearson COpleght © 2020 Pearson Education Ltd. All Rights Reserved.



Exhibit 1.2 Risk, Reward, and Moral
Hazard 3 of3)

« Barrier to entry

— Any resource or capability a company must have
before it can start competing in a given market.

D9
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Exhibit 1.2 Risk, Reward, and Moral
Hazard 3 of3)

Brand Finance’

- Barrier to entry

TOP 10 MOST VALUABLE SOFT DRINK BRANDS

3e: =
) RedBull -
$8,702m +13.9%

10+

$2,838m +11.6%
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Exhibit 1.2 Risk, Reward, and Moral
Hazard 3 of3)

« Barrier to entry

Factors which make it difficult for new firms to enter an industry.

Barriers to entry

Brand Loyalty Patent
CLASSIC
Consumers attachment to +— A legal barrier to copying
existing products. product.
Economies of scale / Vertical integration
Existing firm benefits from lower If you have no access to suppliers
average costs due to size. you cannot sell your product.
Geographical barriers Being the ‘first mover’

No access to suitable location
prevents new entry.

Facebook/Google gain strong position from

www.economicshelp.o
being first firm to dominate a market. s
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Seeing Business from the Inside Out
N

€ Business mindset

— A view of business that considers the myriad decisions that must be made and
the many problems that must be overcome before companies can deliver the
products that satisfy customer needs. p

\_

/7 &

IN CARRYING OUT |
E-COMMERCE, THE MOST
IMPORTANT THING ISTO
KEEP DOING WHAT YOU
ARE DOING RIGHT NOW

WITH PASSION, TO KEEP
IT UP. |

-JACKMA
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S

SOMEONE IS
SITTING IN THE
SHADE TODAY

BECAUSE

SOMEONE
PLANTED A
TREE A LONG
TIME AGO.

- WARREN BUFFETT




Exhibit 1.3 The Business Mindset @ of2)

Consumer’s Perspective Manager’s Perspective
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Exhibit 1.3 The Business Mindset 2of2)

How much will it cost to produce?

- What price will the market accept?

Can | afford it? Exice How much do competitors charge?
Can we turn a profit? At what volume?

What support services do they expect?

Can | get support after the sale? Service Wmmmwg?

What do our competitors offer?
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Exhibit 1.4 Positive and Negative
Effects of Business

Potential Potential
contributions negative effects

Generating pollution and
creating waste

Creating health and
safety risks

Disrupting communities

Causing financial
instability
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Exhibit 1.5 The Multiple Environments
of Business

Company

Laws and regulations that
restrain, support, and protect
businesses at local, state, national,
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Recognizing the Multiple Environments
of BUusiness ( of4)

- Social environment
— Trends and forces in society at large

- Stakeholders
— Internal and external groups affected by a company’s decisions
and activities.

\
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Recognizing the Multiple Environments
of Business 2 of4

« Technological environment

— Forces resulting from the practical application of science to
Innovations, products, and processes

* Disruptive technologies
— Those that fundamentally change the nature of an industry

— Can be powerful enough to create or destroy entire companies
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Recognizing the Multiple Environments
of Business zofa

e Economic environment

— The conditions and forces that
affect the cost and availability of
goods, services, and labor and
thereby shape the behavior of
buyers and sellers

- Legal and regulatory environment

— Laws and regulations at local,
state, national, and even
international levels
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Recognizing the Multiple Environments
of BUusSIness ofa

P =N

« Market environment

— A company’s target
customers, the
buying influences
that shape the
behavior of those
customers, and
competitors that
market similar
products to those
customers.

@Pearson Copyright © 2020 Pearson Education Ltd. All Rights Reserved.



Exhibit 1.5 The Multiple Environments
of Business

Company

Laws and regulations that
restrain, support, and protect
businesses at local, state, national,
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