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The Economics of Entrepreneurship
Economics = the social science that analyzes the production, distribution, and consumption of goods and services. 
The Free Enterprise System = people have an important right to make economic decisions.

a.  choose what products to buy

b. choose to own private property

c. choose to start a business and compete with other businesses

I. Market Structure = nature and degree of competition among businesses operating in the same industry.
Types:
a.  Perfect Competition = a market structure in which there are numerous buyers and sellers, and no single buyer or seller can affect price.  (soap, toothpaste,chips)  This market structure encourages economic efficiency by forcing prices down.

 b. Monopolistic Competition = a market structure in which many sellers produce similar but differentiated products.   (water, napkins, tissue).  Through differentiation sellers have some power to control the price of their products and dominate a small portion of the market.

 
c. Monopoly = market structure in which a particular commodity has only one seller who has control over supply and can exert nearly total control over prices. (cable companies, DWP, The Gas Company).  Monopolies are discouraged in a free market system but the government may argue that they are in the best interest of the public.  

d.  Oligopoly = market structure in which there are just a few competing firms.  (large U.S. car manufacturers – Ford, Chrysler, GM).  They can sell products at a lower price than small manufacturers, so they have some influence over price.

II.  Supply & Demand

Basic Tenets of Supply & Demand  = If something is in heavy demand but short supply, prices will go up.  If something is in heavy supply but short demand, prices will go down.  Prices tend to stabilize at the level where demand equals supply.

Supply = the amount of goods or services that producers are willing to provide.
a. Diminishing Marginal Utility = the law establishes that people will not buy more of a product that they can reasonably use.
b. Scarcity = occurs when demand exceeds supply.
c. Surplus  = more supplies than needed.

d. Shortage = fewer supplies than needed.
e. Equilibrium = the point at which consumers buy all of the products.
Demand = the quantity of goods and services that consumers are willing to buy.

a.  Elastic Demand = situations where a change in price creates a change in demand. (There is a substitute)

b.  Inelastic Demand = situations in which a change in price has little or no effect on demand for products. (There is no substitute)
Risk

Types of Risk:

a. Pure Risk =Uncertainty about whether some unpredictable event that can result in a loss will occur.

b. Speculative Risk =Uncertainty about a gain or a loss.


 Controlling the Risk:

a. Risk Avoidance = (eliminate the risk) abandon or refuse to undertake an activity in which the activity seems too costly.

b. Risk Reduction = (minimizing the risk) using various methods to reduce the probability that an event will occur. The primary control technique is “prevention” including safety and protective techniques.

c. Risk Transfer (shift the risk) = placing the risk on an organization outside of your company.

d. Risk Assumption (undertake the risk) =other alternatives may be too costly so business owner may have to take on the risk.

 Ethics = guidelines for human behavior (Review from Customer Service). Ethics help people decide how to act in situations where moral issues are involved. (Business owners and their employees may be dishonest and be a risk to the company) 

Understanding your Values = Your values govern your actions in dealing with others.  For example, the values of honesty, integrity, and responsibility may be the basis of your ethics. Your business will be shaped by your values.

Discussion

Critical Thinking:  Ethical Practices & Risk

You own an automobile detailing business where you clean cars until they shine like new.  Last night your shop was burglarized, and all of your cleaning supplies were stolen.  Your insurance company requested an itemized list of the stolen goods.  When you told your in-house accountant, he offered to help you pad the numbers.  Is this ethical (guidelines for human behavior)?  Why or why not?  Suppose there was no way for the insurance company to find out that you padded the figures.  Would you be tempted to accept payment for inventory you never had? (Understand your values)
Entrepreneurial Risk – Jazz Concert”

	Taylor Jones was in her first year of college, and was running low on money. She needed to make at least $500 to cover her expenses. She considered getting a full-time job, but realized that she did not have enough time to do her studies and keep the job. Her solution was to start a small business venture with the members of a jazz band to which she belonged. They would hold jazz concerts and sell tickets to Taylor's performances. 

Taylors's idea for this venture came from her own and a friend's interest in jazz. As the popularity of jazz has grown, she would have seen the potential for a business venture expanding. The idea of using her interest in music to earn the money was very appealing. Currently, the group members have $500 in the bank. In order to give a concert, Taylor anticipated that they would have the following start-up expenses: an advertising cost of printing posters, rent on a concert hall, cost of printing tickets, and incidental expenses for transportation, telephone calls, etc. 

By deferring as many payments as possible and obtaining credit, she found that they needed $465 to hold their first concert. Taylor figured their total expenses would be about $2000. By giving two shows and multiplying the ticket price by the legal capacity of the hall, she calculated that the maximum gross receipts would be $2900. The business venture would earn a profit of $900! 

On a separate sheet of paper, answer the following questions:

1.  What risks are involved in this business? Make a list of the pure and speculative risks.
2.  How could these risks be controlled? Explain
3.  How could Taylor diversify her business venture?  Explain 

4.  Would the concerts be considered luxuries or necessities? Explain each. 

5. If Taylor decided, unilaterally, that she would pay some of her personal expenses with the money, would that be ethical? Why or Why not. Explain.


 Unique Selling Proposition = A unique selling proposition (USP) is a single statement that expresses this message.  Ideally, your USP should be a sustained, competitive advantage, or something that a competitor cannot own.

FedEx: When it absolutely, positively has to be there overnight. 

Domino’s Pizza: Pizza delivered in 30 minutes or it’s free.

Oil of Olay: You get younger looking skin. 

Features = the characteristics of product (example: lightweight, easy to use, nonfat).

 Benefits = how product features give customers what they want.  (REMEMBER:Goods are tangible. You can see them, feel them, touch them etc. Services are intangible.  The result of human or mechanical efforts to people or objects.)

1. Tangible benefits = easily seen or recognizable. (example: lose weight, save money, save time, eco-friendly)

2. Intangible benefits = not easily seen or recognizable (example: makes you feel good, makes you act better, makes you look cool).
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