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INTRODUCTION TOBUSINESSAND
ECONOMICS

Economics, also called ManagerialBusiness Economics, is the
application of economic theory and methodology to business.
Business involves decision-making.
process of selecting one out of

Decision making
two or more

means the
alternative

courses of action. Business economic meets these needs of
the business firm.
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MARKET STRUCTURESAND PRICING
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How businesses compete and what impact it

has on me.
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 Def. a description of the type of market that a
particular business or industry operates in.

 Also known as Market Structure.
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1. Perfect Competition

2. Monopoly

3. Monopolistic Competition

4. Oligopoly
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 Def. a market structure in which a large
number of firms (businesses) produce the
same product.

 Only reason to choose one firm over
another is the PRICE
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1. Many buyers and sellers
People have lots of options to choose whom they buy

from.

2. Identical Products
There are no differences between what is sold by

different suppliers. They are exactly the same!
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3. Informed Buyers and Sellers
Buyers know the prices and quality of product sold

by all venders to make the best decision

4. Free Market Entry and Exit
Businesses can enter the market when they can
make money and exit when they can’t.
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 Farm Markets (ex. Public Market)
◦ Many farmers selling their vegetables (Many buyers

and sellers)
◦ A carrot from farmer Brown is equal to a carrot from

farmer Jones (Identical Products)
◦ Buyers can compare prices and quality by walking
the market (Informed Buyers/Sellers)

◦ Farmers choose to bring produce or not.
Inexpensive to rent a space in the market (Free
Market Entry/Exit)
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 NO! All 4 of the conditions must be met for
perfect competition. This is very difficult in
most industries.
◦ Often people can only buy from one supplier

◦ Products are rarely identical
◦ Buyers often do not know if a product is

cheaper/better at a different supplier

◦ Barriers to entry prevent free market entry
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 Start-up Costs
The expenses that a

new business must
pay before the first

product reaches the
customer.

Ex. Rent, machines,
product, labor, etc.

 Technology

Some markets require
a high degree of
technological know-
how. As a result, new
entrepreneurs cannot
easily enter these
markets.

Ex. Software and
Pharmaceutical
companies
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 Accounting is---
◦ A system by which assumed responsibility is validated

 Accounting may validate—
◦ Internal responsibility to one’s own self
◦ External responsibility to people other than one’s own

self

 Financial Accounting –

◦ Primarily validates responsibility externally
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 Balance Sheet--
◦ Investing and Financing Activities are the first order of

business
◦ Defined by the basic accounting equation
◦ That is, Assets = Liabilities + Owners’ Equity

 Increases and (or) decreases on each side of
the

= sign must balance

 Algebraic Equation: A = L + OE; can be
rearranged to A – L = OE or Net Assets; also
known as net worth or equity
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 Also called the Statement of Operations—
◦ Operating activities (day-to-day) operations by which the

business attempts to make a profit

 Revenues and gains represent inflows of resources
(assets)

 Expenses and losses represent outflows of assets
or increases in liabilities

 The net difference is either Net Income or Net Loss
for a specific period of time

 Net Income increases owners’ equity and net
losses decrease owners’ equity
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 Identifies cash flows during the period—
◦ Operating Activity Inflows (Outflows)

◦ Investing Activity Inflows (Outflows)

◦ Financing Activity Inflows (Outflows)

 Sum of above three is net increase (decrease)
in cash for the period

 Net increase (decrease) for period is then
added (subtracted) to the beginning balance to
give the ending balance
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 Must be either a separate financial statement or
disclosed in the Notes to the Financial Statements

 Depends on type of entity—
◦Sole proprietorship or partnership

 Capital account for each owner

◦Corporation—(Illustrated in this chapter)
 Contributed Capital (capital from sources other than profit

seeking activities)

 Retained Earnings—Represents all profits current and past
that have not been returned to owners in the form of
dividends
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 If no activity during the period in contributed
capital accounts—
◦ Just the Retained Earnings Statement

 Beginning Balance plus (+) Net Income for the period, or
minus (-) Net Loss; Minus (-) Dividends Declared during the
period (example on p. 17 in your text)

 Note: Dividends are not expenses so they do not go on the
income statement

 If activity in Contributed Capital Accounts, then
a complete Owners’ Equity Statement must be
prepared, similar to p 766
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 Assessment of the firm’s past, present and 

future financial conditions

 Done to find firm’s financial strengths and 

weaknesses

 Primary Tools:

◦ Financial Statements

◦ Comparison of financial ratios to past, industry, sector and 

all firms
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Balance Sheet

 Income Statement

Cashflow Statement

Statement of Retained Earnings
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 Standardize financial information for comparisons

 Evaluate current operations

 Compare performance with past performance

 Compare performance against other firms or 

industry standards

 Study the efficiency of operations

 Study the risk of operations
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1. Liquidity – the ability of the firm to pay its way

Investment/shareholders – information to enable decisions to be 

made on the extent of the risk and the earning potential of a business 

investment

2.

3. Gearing – information on the relationship between the exposure of the 

business to loans as opposed to share capital

Profitability – how effective the firm is at generating profits given sales 

and or its capital assets

Financial – the rate at which the company sells its stock and the 

efficiency with which it uses its assets

4.

5.
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