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FOCUS AREA
The focus of this topic is the role and nature of business in a changing business 
environment.

OUTCOMES
Students should be able to:
• discuss the nature of business, its role in society and the types of business 

structures
• explain the internal and external in� uences on businesses
• analyse the responsibilities of business to internal and external stakeholders
• plan and conduct investigations into contemporary business issues
• evaluate information for actual and hypothetical business situations.

In�uences in the
business environment

In�uences in the
business environment

Business growth
and decline

Business growth
and decline

Types of
business
Types of

businesses

Role of
business
Role of

business
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❛ The world of 
business is most 
definitely an exciting 
and interesting one. ❜

The role of business

Businesses play a crucial role in our lives and actively contribute to progress in society. 
Some of these roles include:
• employment and income — for example, BHP Billiton has more than 125 000 

employees and contractors. They are a global producer of major commodities and 
the largest company in Australia. BHP Billiton typically pays their employees 11 per 
cent above the market.

• pro� t — for example, in 2013, Woolworths’s pro� t increased by 24 per cent to 
$2.3 billion due to the expansion of their food, liquor and gambling businesses.

• innovation — for example, Nike was named the Most Innovative Company in 
2013 by Fast Company for creating Nike trainers with embedded sensors that 
measure people’s athletic ability. The Sports Sensor is made from four different 
sensors embedded inside dedicated trainers, with an internal accelerometer that 
measures movement. The data collected is then fed wirelessly to an iPhone, where 
people can check their progress directly.

• entrepreneurship and risk — for example, the co-founder of Microsoft 
Corporation, Bill Gates, is one of the most successful entrepreneurs of the late 
twentieth and early twenty-� rst centuries. Gates was only a teenager when he 
took the risk of establishing his own business. In just 25 years, he built his 
business into a multi-million dollar corporation and became one of the world’s 
wealthiest individuals.

• wealth — for example, Macquarie Group recently generated wealth for its 
shareholders. In 2013, their share price had increased by 106 per cent since 
2011. Many investors have been drawn to their growth and attractive dividend 
payments. Macquarie Group has also generated substantial wealth for their 
employees: in addition to their competitive salaries and performance-based 
pay structure, many employees at the bank have been given an opportunity to 
receive a share of the company’s pro� ts by participating in the group’s share 
purchase plan.

These are just a few of the many roles played by businesses in our society. The world 
of business is most de� nitely an exciting and interesting one.
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1.1 Introduction
Think of all the different businesses that operate in your local neighbourhood. Now 
imagine what the world would be like if they did not exist. Ultimately we would 
have to become self-sufficient: providing for our own needs and wants. Fortunately, 
in our society, businesses of all sizes play a crucial role in providing us with a vast 
array of goods and services. Businesses are at the very core of our economy and our 
future wealth depends upon them.

Most people associate the word ‘business’ with large, transnational corporations, 
such as BHP Billiton, McDonalds, Apple and Westfield, operating in many 
countries, employing thousands of people and earning millions of dollars in profit. 
Although these types of businesses are well known, they are few in number. Small 
to medium enterprises (SMEs) make up about 98 per cent of all businesses in 
Australia. Take a look around your local area and you will see plenty of examples 
of businesses that are considered small or medium based on the number of people 
they employ.

FIGURE 1.1 As consumers, we rely on a 
large number of businesses to satisfy our 
needs and wants.

The one common feature shared by both the largest and the smallest business 
is that they produce a product — goods or service — which is sold in a market 
where buyers and sellers meet. The Australian business world has approximately 
2.14 million actively trading businesses that respond to the needs and wants of 
around 23 million Australian customers and millions of overseas customers.
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Why learn about business?
Business Studies is a very important subject. It is concerned with activities that 
affect us on a day-to-day basis. You only have to listen to the news or read 
the newspaper to find stories about business activity. Some of these stories will 
make you feel optimistic — for example, the developments of new products that 
have helped improve our standard of living. At other times, business activity may 
make us feel dejected and cynical — for example, when businesses have misled the 
public about safety standards or when companies have exploited weaker members 
of society. Therefore, when studying business, it is essential that you carefully 
examine business issues in order to make a balanced judgement.

Learning about business is both interesting and useful. It is also challenging and 
requires imagination.

In learning about business you will need to be creative and have a questioning 
mind. Business decisions are often open ended; there may be more than one way of 
going about things. Therefore, you will need to ask lots of questions and weigh up 
alternative ideas and proposals.

FIGURE 1.2 Many Business Studies 
students have experienced �rst-hand the 
challenges and rewards of establishing 
and operating their own business by 
operating a stall at a local community 
market.

Business Studies is not a totally new subject to you. In one sense you have been 
‘studying’ business ever since you made your first purchase many years ago — 
perhaps an ice-cream or lollies. That simple transaction launched you on life’s 
journey as a customer — and as an integral part of the business world. As a high 
school student, perhaps you have even operated your own ‘business’, mowing 
neighbours’ lawns, washing windows or setting up a stall at a local community 
market. You may be employed on a part-time basis and work in a local store or 
fast-food outlet — both examples of business enterprises.

Importance of business to you
Undertaking this Business Studies course will give you a better understanding of 
how businesses are established, organised and operated. As well, it will give you an 
insight into the different roles you will play throughout your life — as consumer, 
employee, business owner and/or investor. Each of these roles centres around a 
business as shown in figure 1.3.
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Successful business owner
The technical skills and knowledge 
required to own and operate a successful 
business can be gained through learning 
about business.

Productive employee
Employers today require people to have a 
number of skills. These include technical 
skills, and the ability to cooperate with 
people and to have a working knowledge
of business operations.

Informed consumer
You will be able to make better informed 
decisions and use your money wisely. 
During your life you will make thousands of
commercial transactions with hundreds of 
businesses.

Informed investor
You may want to invest some money and 
become a shareholder in a company. To 
do this wisely requires an understanding of 
business operations and terminology.

BUSINESS STUDIES
It helps you throughout your

life to perform these important
roles better.

FIGURE 1.3 Developing an understanding of the world of business will help you in so many ways.

Businesses, through the many products (goods and services) they make and sell, have 
an enormous impact on our lives every day. They infl uence how we live, work and play.

Summary
• Businesses play a crucial role in our society, largely determining our standard of 

living.
• Small to medium enterprises (SMEs) make up over 98 per cent of all businesses 

in Australia.
• The one common feature shared by both the largest and the smallest business 

is that they produce a product — goods or service — which is sold in a market 
where buyers and sellers meet.

• Businesses have an enormous impact on our lives every day.

1.2 The nature of a business
There is one thing people have in common — they all have needs and wants. 
They need food to eat, clothes to wear and houses to live in. Most of us also want 
blu-ray players, tablets, smart phones and cars — if only for the pleasure they give 
to us. To satisfy these never-ending wants is the role of business. A business can be 
defi ned as the organised effort of individuals to produce and sell, for a profi t, the 
products (goods and services) that satisfy individuals’ needs and wants.

To satisfy the needs and wants of its customers, the business has to produce 
the products the customers demand. By producing these products for sale on 
the market, the business hopes to achieve a number of goals. Making a profi t is 
perhaps the most basic of these.

Producing goods and services
When we go shopping we are choosing from a range of � nished products — 
products that are ready for customers to buy and use. Rarely do we stop to think 
about all the operations that have occurred to transform raw materials into fi nished 
products ready for consumption. Business enterprises undertake many activities to 
provide the products demanded by customers, as shown in fi gure 1.5. However, 
by far the most important of all these activities is production. Production refers to 
those activities undertaken by the business that combine the resources to create 
products that satisfy customers’ needs and wants.

BizWORD
A business can be de� ned as the 
organised effort of individuals to 
produce and sell, for a pro� t, the 
products that satisfy individuals’ 
needs and wants.

A product is a good or service that 
can be bought or sold.

Goods are items that can be seen or 
touched.

Services are things done for you by 
others.

BizWORD
A � nished product is one that is 
ready for customers to buy and use.

Production refers to those activities 
undertaken by the business that 
combine the resources to create 
products that satisfy customers’ 
needs and wants.
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FIGURE 1.4 Do you have oniomania? 
That means you are what might be 
referred to as a shopaholic or compulsive 
shopper. Some people are ‘born to shop’ 
it seems. Australians usually spend over 
$14 billion during the Boxing Day–New 
Year period. Such a large market depends 
on a huge range of businesses to supply 
the goods and services based on the 
needs and wants of so many customers.

Forecasting sales, expenses
and pro�t (e.g. café changes

to a supplier providing
cheaper coffee)

Planning �nances, 
production and business 
needs (e.g. permission 

sought from local council to 
have tables on footpath)

Management — coordinating
the business’s limited resources 
to achieve speci�c goals (e.g. 

the owner buys a new machine 
that makes coffee faster and 

saves on labour) 

Production —
creating products

(e.g. new reproduction
furniture line is created
featuring chairs with a 

‘well worn’ look)

Distributing goods and
services (products) (e.g. 

the owner employs a 
delivery business to 
transport antiques to 
various customers

at a cost)

Organising natural, 
capital and human 

resources (e.g. separate 
rosters are drawn up for 
the employees who work 
in the ‘Eats’ café and the 

antiques section)

Controlling production 
— quantity and quality

(e.g. café manager 
seeks feedback from 

customers)

Marketing products
(e.g. online

store established
to show full range of 
antiques available)

FIGURE 1.5 The main activities undertaken by this business, an antiques dealer with an 
on-site café, include more than selling furniture and serving coffee.

BizFACT
It is possible to calculate the value 
of production within an economy. 
The money value of all the � nished 
products produced in Australia during 
one year is called the gross domestic 
product (GDP). This measurement 
is used as an indicator of Australia’s 
economic growth. Investigate the 
trend in Australia’s GDP over the 
past decade.
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Summary
• The main role of a business is to produce and sell, for a profi t, the products that 

satisfy individuals’ needs and wants.
• Business enterprises undertake many activities to provide the products demanded 

by customers, with production being one of the most important.
• Production occurs when the business combines the resources to create products.

Revision
 1 Identify the one common feature shared by all businesses.

 2 Summarise how Business Studies can help you better perform the roles of consumer, 
employee, business owner and investor.

 3 Outline the role of business.

 4 De� ne the term ‘business’.

 5 Identify two goods and two services you recently purchased to satisfy a need or a want. 
Next to each one write the name of the business from which you bought the product.

 6 De� ne the term ‘� nished products’.

 7 Explain why production is regarded as the most important business activity.

 8 Gordon Su is the owner of a jewellery store specialising in handmade necklaces and 
bracelets. Read about his daily business activities (in the � rst column of the table below) 
then complete the table to demonstrate each business activity Gordon undertakes to 
operate his business successfully. The � rst example has been completed for you.

Activity undertaken by business Example

Production — creating products Making necklaces and bracelets

Organising natural, capital and human resources

Marketing products

Controlling production — quantity and quality

Forecasting sales, expenses and pro� t

Distributing goods

 9 Re� ect on what you have learnt so far. State how this information would in� uence 
you if you were intending to start a business.

Extension
 1 As a class, discuss the statement: ‘The one thing I’ve learnt about surviving in 

business is that it’s important to learn from past mistakes — and the more mistakes 
you make the more you learn.’ (Richard Branson, British entrepreneur, founder and 
CEO of Virgin Group)

 2 Construct a clippings � le of magazine and newspaper articles dealing with various 
aspects of business and its importance to the Australian economy. Select � ve articles 
and paste them onto a sheet of paper. Underneath each article prepare a 12–15 line 
summary.

 3 Construct a series of � owcharts to show the interrelationship between producers and 
consumers.

1.3 Other functions of business
Businesses play an important role in our society. Some of the important functions 
of business are outlined in fi gure 1.6.

EXERCISE 
1.1
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Innovation
Through research and
development, existing
products are improved

and new products
are created.

Employment
Businesses provide
about 80 per cent of
all private sector jobs.

Wealth
Business activity results

in higher levels of
economic growth

and wealth.

Incomes
Businesses provide
income to business

owners/shareholders
and employees.

Entrepreneurship
and risk

Businesses provide
individuals with the
opportunity to turn

their ideas and
passions into a

livelihood.

Pro�t
This is the return, or

reward, that business
owners receive for

producing products
that consumers need

and want.

Choice
Consumers have
freedom of choice

and the opportunity
to purchase products
at competitive prices.

Quality of life
Businesses offer a vast
array of products that
improve our standard

of living.

FIGURE 1.6 The economic and social importance of business

Profit
The main activity of a business is to sell products to its customers. A business 
receives money (sales revenue) from its customers in exchange for products. It 
must also pay out money to cover the numerous expenses involved in operating 
the business. If the business’s sales revenue is greater than its operating expenses, 
it has earned a profi t. More specifi cally, pro� t is what remains after all business 
expenses have been deducted from the business’s sales revenue (see fi gure 1.7).

Operating expenses Pro�t

Sales revenue

BizWORD
Revenue is the money a business 
receives as payment for its products.

Operating expenses are all the costs 
of running the business except the 
cost of goods sold.

Pro� t is what remains after all 
business expenses have been deducted 
from sales revenue.

is the money a business 
receives as payment for its products.

FIGURE 1.7 The relationship 
between sales revenue and pro� t
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The business’s profi t becomes the property of its owners. For this reason, profi t 
can be regarded as the return, or reward, that business owners receive for producing 
products that consumers want.

FIGURE 1.8 A business must earn a 
pro� t to survive. Pro� t is the reward to 
business owners who have taken the 
risks involved in starting and operating a 
business.

Employment
Businesses have another important role to play. To be able to purchase products, 
consumers need money. They usually earn that money by working at jobs provided 
by businesses.

The number of employees hired by a business at any time will largely depend on 
the nature of the products and the number of customers who wish to purchase the 
products. Generally, the more that is sold the more employees a business will hire.
Large businesses employ thousands of people within their organisations.

However, the SME sector is a major source of employment in Australia, 
accounting for about 73 per cent of all private (non-government) sector employment 
— approximately 7.3 million people. In fact, the SME sector has been the major 
generator of new jobs since the mid 1980s. People are employed in many different 
businesses, as can be seen in table 1.1. 

Incomes
Another important function of business is to provide income. For an individual, income 
is the amount of money received for providing his or her labour. A business’s income is 
the amount it earns after covering all of its expenses: a return on its investments.

Many businesses require staff to conduct their operations. These employees 
provide their labour and in return receive either a:
• wage: money received by workers, usually on a weekly basis, for services they 

provide to an employer
• salary: a fi xed amount of money paid on a regular basis, usually fortnightly or 

monthly, to a permanent employee of a business.

BizFACT
A negative pro� t, which results when 
a business’s expenses are greater than 
its sales revenue, is called a loss.

BizFACT
Many small business owners aim 
to continue their business so as 
to provide employment for family 
members. Do you think this trend will 
continue? Explain why.

BizWORD
Income is money received by a 
person for providing his or her labour, 
or a business from a return on its 
investments.

A wage is money received by workers, 
usually on a weekly basis, for services 
they provide to an employer.

A salary is a � xed amount of money 
paid on a regular basis, usually 
fortnightly or monthly, to a permanent 
employee of a business.
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TABLE 1.1 Employment in Australia by industry sector (2011)

Industry sector Number %

Agriculture, forestry and � shing 249 825 2.5

Mining 176 429 1.8

Manufacturing 902 818 9.0

Electricity, gas, water and waste services 115 579 1.1

Construction 828 838 8.2

Retail trade 1 057 230 10.5

Wholesale trade 403 789 4.0

Accommodation and food services 650 356 6.5

Transport, postal and warehousing 479 115 4.8

Information media and telecommunications 178 187 1.8

Financial and insurance services 377 346 3.8

Rental, hiring and real estate services 158 847 1.6

Professional, scienti� c and technical services 730 021 7.3

Administrative and support services 323 720 3.2

Public administration and safety 689 555 6.9

Education and training 804 306 8.0

Health care and social assistance 1 167 573 11.6

Arts and recreation services 151 548 1.5

Other services 378 196 3.8

Inadequately described or not stated 233 865 2.3

Total employed persons aged 15+ 10 057 143 100.0

Source: Australian Bureau of Statistics, Census of population and housing 2011.

This means that part of the money received from the sale of the business’s 
products is divided among the workers who contributed to their production.

A business receives money from the sale of its products. As previously outlined, 
this is called sales revenue. From this revenue, all the expenses incurred in operating 
the business must be deducted. The amount that remains is the business’s profi t. 
This becomes the business owner’s property and consequently their income.

If the business is a private or public company, it will have many owners referred 
to as shareholders. (A share is a part ownership of a company.) Usually, some or 
all of a company’s profi t is divided among shareholders. This type of income is 
called a dividend.

BizWORD
Shareholders are people who are 
part owners of a company because 
they own a number of shares.

A dividend is part of a business’s 
pro� t that is divided among 
shareholders.
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FIGURE 1.9 Businesses generate 
income for employees and business 
owners.

The amount of income a business can generate as wages and salaries, profi ts or 
dividends, depends largely on how successful it is in selling its products. A business 
that is aware of what consumers desire and attempts to satisfy this demand will 
experience increasing sales. This provides the business with the opportunity to 
offer higher income payments to employees, business owners and shareholders.

Choice
Choice is the act of selecting among alternatives. For instance, you decide to 
purchase a new toothbrush. At the local supermarket you fi nd a bewildering array 
of brands, designs, colours, shapes, textures, packaging, bristle arrangements, sizes 
and prices. A vast assortment of options — and all for the simple task of brushing 
your teeth.

In our society, consumers have freedom of choice and the opportunity to purchase 
a variety of products at competitive prices. An average supermarket will have on 
display approximately 20  000 product lines, with some hypermarkets carrying in 
excess of 40  000 lines. Freedom of choice exists when consumers can ‘shop around’ 
and select from a range of competitors’ products. The more competition there is, the 
greater the choice available to consumers. Businesses competing with one another 
are responsible for the wide range of products in the shops. Every day thousands of 
businesses are producing products for specifi c sections of the overall market.

BizWORD
Choice is the act of selecting among 
alternatives.

BizFACT
Most businesses usually offer a range 
of products as this will increase pro� ts 
in the long term.
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Summary
• Profi t is what remains after all business expenses have been deducted from sales 

revenue.
• Profi t is the reward that business owners receive for assuming the considerable 

risks of ownership.
• SMEs provide employment for about 65 per cent of the Australian workforce.
• Businesses generate income for:

 – employees — wages and salaries
 – business owners — profi ts
 – shareholders — dividends.

• The amount of income a business can generate as wages, salaries, profi ts or 
dividends depends largely on how successful it is in selling its products.

• In our society, consumers have freedom of choice and the opportunity to 
purchase a variety of products at competitive prices.

Innovation
The defi nition of innovation may vary, but it generally refers to the process of 
creating a new or signifi cantly improved product, service or process (way of doing 
something). Invention refers to the development of something that is totally new, 
but innovation and invention both result in something unique being created. You 
might have seen the television program New inventors, where Australian inventors 
are given the opportunity to showcase their invention and receive feedback from 
a panel of judges. In 2010, the invention of the year was EVestG, which is a new 
technique that measures the patterns of electrical activity in the brain, allowing 
doctors to detect mental and neurological illnesses more quickly than ever before. 
Correctly diagnosing mental illness is a worldwide problem, so this new invention 
is a medical breakthrough.

Ideas for new products, or development of and improvements to existing 
products, will often provide the opportunity for the establishment of a new 
business. Many small business concepts are an innovation on an existing product. 
Blu-ray players and tablet computers, for example, came into existence in the 
same way as light bulbs and car tyres — that is, through people making technical 
advances with established products. Sometimes, a person has an idea for a totally 
new product, an invention, which will satisfy a need that is not presently being 
satisfi ed. Patents are legal protection for the exclusive right to commercially exploit 
an invention.

The way we listen to music has been the subject of innovation over the last 
century or more. Prior to the invention of the fi rst phonograph by Thomas Edison 
in 1877, the only way people had been able to listen to music was through live 
performance. Edison’s invention involved playing music that had been recorded on 
cylinders, but these were eventually superseded by discs in the 1920s. Tape recording 
was developed in the 1930s and 1940s, with the cassette tape appearing in 1964. 
Compact discs came onto the market in 1982. Since the 1990s digital recording 
techniques have allowed for music to be downloaded from the internet, stored on 
computer hard drives and on solid-state devices such as iPods and USB fl ash drives. 
New technological developments soon lead to new products, new markets and new 
business opportunities. In the same way, many SMEs undertaking research and 
development (R&D) have produced many new products that we take for granted.

SMEs generally display a consistently positive attitude towards innovation. They 
constantly research, develop and test new ideas and products. Many SMEs are built 
on product innovation.

BizWORD
Innovation is either creating a 
new product, service or process, or 
signi� cantly improving an existing one.

BizFACT
Vegemite is an example of a 
great Australian invention. Food 
entrepreneur Fred Walker hired a 
food chemist to create an edible 
substance out of brewer’s yeast. 
Vegemite wasn’t an instant success 
though, and Fred tried a number of 
tactics to convince the consumer of 
the value of his product. By the late 
1930s, Vegemite was accepted as an 
Australian product that was a valuable 
source of vitamins.

BizWORD
Research and development (R&D) 
is a set of activities undertaken to 
improve existing products, create new 
products and improve production.
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Finding new and better ways of doing things has resulted in improved effi ciency 
and increased productivity. Studies confi rm that the level of innovation among 
SMEs employees is much higher than among employees of larger businesses. This 
is perhaps because Australians have traditionally been a very innovative people, 
constantly recording the most number of new products per head of population (see 
the following Snapshot).

Great Aussie inventions

How would you describe a country that has invented the Victa lawnmower, Esky, Hills 
Hoist, Speedo swimwear, StumpCam (a small camera hidden in a cricket stump to 
provide action replays), wine cask, surf life-saving reel and insect repellent? You might 
describe it as a sports-loving nation that enjoys an outdoor lifestyle. Of course, the 
country is Australia! However, if we examine another list of inventions — penicillin, IVF 
freezing technique, cochlear implant (hearing implant), ultrasound technology, black box 
� ight recorder, � u vaccine — then Australia could also be seen as a nation of scientists.

What these two lists reveal is that Australians are very innovative. According to 
the Australian Innovation System Report 2010, Australia ranks in the middle third 
of OECD countries on most indicators of innovation activities, including business 
expenditure on research and development (R&D), generosity of tax treatment for 
business R&D, patenting, and non-technological innovation.

Innovation and invention can lead to the establishment of a business based on the 
development of new or improved products or services. Converting an innovative idea 
into a business concept often requires the creativity and risk taking of an entrepreneur. 
Success is something the following Australian small business owners achieved.
• Entrepreneur John Parselle developed a system called Fingerscan, which allows 

people to make electronic transactions or gain access to high security areas 
by pressing a � nger on a � at piece of glass. Everyone has a unique set of 
� ngerprints, and Fingerscan can identify individual customers or employees.

• Greenspan Technology on Queensland’s Darling Downs has grown to rapidly 
become one of the world’s leading water quality monitoring instrumentation 
companies. It makes a wide range of sensors and water quality analysers for 
the water and wastewater markets. Patrick Harmon established Greenspan in 
1991. Over the past years, Greenspan has established strong relationships with 
Australian universities and research institutes to access leading-edge technological 
innovations in water quality monitoring.

• About 15 years ago, Gary Leech started toying with the idea of producing handcooked 
potato chips. Using a domestic deep fryer, he experimented with varieties of potatoes, 
different oil temperatures and different slice thickness. From this humble beginning 
sprang the enormously successful Kettle Chips. When Gary Leech and his partners sold 
the business to Arnott’s Biscuits, Kettle Chips had a turnover of $18 million.

Snapshot questions
 1. Identify some Australian inventions.
 2. Outline what is required to convert an innovative idea into a business 

concept.
 3. Select an Australian innovation and explain the bene� ts of that innovation to 

both the business and society.

SNAPSHOT

❛ Australians are very 
innovative.❜

Entrepreneurship and risk
Most of us have seen something advertised and thought, ‘That is just what I need’. 
Someone, somewhere, had the idea to provide this product. Not all inventors or 
innovators will seek to use their idea as the basis for a business. In many cases they will 
be happy to sell their idea to an existing business and let someone else manufacture and 
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market that product. To be willing to take the risk of starting up and operating a business 
and then working to build that business requires qualities of entrepreneurship.

People who transform their ideas into a new business are called entrepreneurs. 
They are prepared to take the risk of starting and operating a business venture; 
of turning their dreams and passions into a livelihood. Entrepreneurs have to 
take risks because usually they explore untapped markets with no track record 
of proven consumer demand or guaranteed returns. They cannot be certain that 
anyone will buy what they plan to sell. But for those whose ideas translate into a 
successful business venture, the profi ts are often huge.

If a business fails, its owner may lose all or part of the money he or she has put 
into it. If people are to take this risk, they must be encouraged by the hope of some 
reward for success. In our economic system, profi t is the return (reward) or payment 
that business owners receive for assuming the considerable risks of ownership. One 
of these risks is the risk of not being paid. Everyone else — employees, suppliers 
and lenders — must be paid before the owners. And if there is no profi t, there can 
be no payment to owners. A second risk is that if the business fails, its owner may 
lose all or part of the money he or she has put into it.

Bill Gates, co-founder of Microsoft Corporation — the world’s most successful 
computer software company — is a classic example of an entrepreneur (see fi gure 1.10). 
While he was a teenager, he decided to take the risk of establishing his own business 
to market a computer operating system that he and a friend had developed. Today 
he is one of the world’s wealthiest individuals. Entrepreneurs often display fl air and 
creativity. They will frequently fi nd new and innovative ways of promoting their 
products or services. They will regularly upgrade and adapt their business objectives 
and recognise new opportunities to expand or diversify their business operations.

FIGURE 1.10 Entrepreneur, Bill Gates

On a smaller scale, but just as successful, is soft tissue therapist Andrew Curry, 
owner of Miracle Massage, which operates in the country town of Goulburn. Andrew 
established the business in April 2001 when he was only 22 years of age. He operated 
the business while concurrently working part-time at the Australian Institute of Sport 
(AIS). Andrew’s experience of soft tissue therapy in private practice and in this elite 
sports environment, laid the foundation for the clinic’s unique treatment methods.

BizWORD
Entrepreneurship is the ability and 
willingness to start, operate and 
assume the risk of a business venture 
in the hope of making a pro� t.

An entrepreneur is someone who 
starts, operates and assumes the risk 
of a business venture in the hope of 
making a pro� t.

Risk refers to the possibility of loss.

BizFACT
Every new business starts with an 
idea. Describe a business idea that 
you could provide and that is, to your 
knowledge, not already available.

BizFACT
Bill Gates topped the Forbes list of the 
world's richest billionaires again in 
2014 with a net worth of $76 billion. 
He has held the top spot for 15 of the 
last 20 years.
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When Andrew started the business he had no idea that it would eventually:
• employ seven people
• undertake clinical research in spine, breathing and pelvic dysfunction
• offer Pilates and injury prevention training programs.

The principal reason for Miracle Massage’s success is Andrew’s passion, drive and 
commitment: his entrepreneurial skills (see the following Snapshot).

FIGURE 1.11 Andrew Curry, owner and 
operator of Miracle Massage, and Kira 
Slater, of� ce administrator

Andrew Curry — Miracle Massage: remedial, 
sports and relaxation soft tissue therapy

Interviewer: What would you consider to be your main entrepreneurial skills?
Andrew: Being able to plan; con� dence in my own ability, not because I’m arrogant 
but because I put a lot of time into developing my professional and business skills; 
highly motivated; honest and fair in all business dealings; work well with people; a 
competent communicator; a lateral thinker; prepared to take responsibility, especially 
for my employees; and highly organised.
Interviewer: Please outline the factors that prompted you to establish your own 
business.
Andrew: After completing my Associate Diploma course I approached a number 
of Canberra businesses for a position. I wanted to work for a business whose 
employees were all highly trained and that matched my level of training. At that time 
there was no standardisation for soft tissue training and consequently there was 
a wide variety of different skills sets across the businesses. Frustratingly, I was not 
able to � nd a business that matched my level of training or one that supported their 
treatment with sound theoretical knowledge. That may sound a bit pretentious, but 
it was the main factor that prompted me to start my own business. Two other factors 
that further prompted me included the identi� cation of a business opportunity and a 
potential customer base.

SNAPSHOT

Weblink
Use the Miracle Massage 
weblink in your eBookPLUS 
to visit the website of 
this remedial, sports and 
relaxation soft tissue therapy 
company.
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Interviewer: How did you identify a business opportunity?
Andrew: During the job interviews I asked a lot of questions — in a sense, I 
undertook some market research — to identify the markets being serviced, the range 
of therapies they offered, their price structure and what strategies they used to 
achieve their business goals. The only business within Goulburn that offered a level of 
therapies and training that I desired was operating to maximum capacity. Therefore, I 
could see an opening for me to establish a business to satisfy unmet demand.
Interviewer: How did you identify a potential target market?
Andrew: While undertaking my course in Canberra, I worked part-time at the 
Goulburn Aquatic Centre as a lifeguard, and swimming and � tness instructor. I 
therefore had a good following: a market of active, health conscious people that I 
thought I could tap into.
Interviewer: Did you have a passion for establishing a business?
Andrew: It was more a strong desire to pursue my goals by meeting the needs of 
people. And the only way to achieve this was by setting up my own business.
Interviewer: As part of your course you were required to complete a business plan. 
How was this bene� cial?
Andrew: It provided the basis on which I was able to develop my business. Without 
it I would not have been aware of all the requirements of establishing a business. It 
forced me to undertake research, evaluate different business ideas and identify some 
long-term goals. But most importantly, I discovered that the single main cause for 
small business failure is inadequate cash � ow.
Interviewer: How did this in� uence the way in which you operated your business?
Andrew: I was determined to keep my cash � ow positive. I did this by continuing 
with my work at the AIS, which provided an external source of funds. This minimised 
the risk of early failure.
Interviewer: You once said that as a businessperson/entrepreneur, you only take 
moderate risks rather than high risks. Please elaborate.
Andrew: All businesses involve some degree of risk; and I enjoy such challenges. 
A great quote I came across recently sums up my approach: ‘Growth demands 
a temporary surrender of security’. However, the more calculated you make the 
decision and the more you take emotion out of the decision-making process, the 
more moderate the risk becomes. You minimise a high-risk strategy by approaching 
it objectively and gathering as much information as possible. I don’t like to take high 
risks but I like to take high-risk situations and minimise the risks as much as possible. 
If this can’t be achieved then it is not worth following the idea. It is a ‘no-brainer’ to 
take a high risk with low bene� t!
Interviewer: What must you do to be an ethical entrepreneur?
Andrew: Simply act honestly and fairly in all business dealings. For example, I have 
fantastic employees who are one of the main strengths of my business. I have a 
responsibility for their welfare at work, as well as their future development. All my 
employment processes, therefore, must meet rigorous criteria. This has the added bene� t 
of treating fairly any employee who turns out to be unsuitable. Constantly monitoring 
and evaluating how I operate the business helps maintain my good reputation. One of 
my main business goals is for Miracle Massage to have a good reputation within the 
wider community; something I feel very proud about. Being a reputable business is good 
business. It results in a large number of repeat, loyal clients. Ultimately, I gain a great deal 
of satisfaction from seeing my clients recover from chronic pain.

Snapshot questions
 1. Identify the main entrepreneurial characteristics exhibited by Andrew Curry.
 2. Recall the factors that prompted Andrew to establish his own business.
 3. Outline whether you agree with Andrew when he says that an entrepreneur 

should take only moderate risks rather than high risks.
 4. Account for the success of Miracle Massage.
 5. Discuss why it is important for Andrew to maintain an ethical business.
 6. Predict what may happen to Andrew’s business over the next � ve years.

❛ All businesses 
involve some degree 
of risk; and I enjoy 
such challenges.  ❜
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Entrepreneurial qualities, however, are not confined to adults. For example, at 
a recent swimming carnival, Yolanda Zurack, a Year 8 student, arranged to take 
along an Esky filled with cold drinks. To keep her costs down Yolanda bought the 
drinks through a local wholesaler. During the very hot day she sold all the drinks 
and made a reasonable profit.

Yolanda Zurack, Bill Gates and Andrew Curry are all entrepreneurs. They 
organised their business, undertook the necessary arrangements for it to operate 
and were prepared to take a risk. The size of the profits may differ but they possess 
identical entrepreneurial qualities: courage, motivation, determination and energy. 
Without such entrepreneurs and their activities, many of the products we purchase 
would not exist.

Wealth
The more that is produced the more wealth is generated within the Australian 
economy. The thousands of individual businesses operating every day act as the 
‘engine room’ of society, helping drive the economy forward to achieve greater 
levels of economic growth and wealth.

During normal operations, a business receives money from its customers in 
exchange for products. At the same time it must also pay out money to other 
businesses to cover operating expenses. Operating expenses are the costs involved 
in the day-to-day operation of the business. The difference between the two 
amounts, the value added, represents the wealth (profit) created by the business. 
This wealth is then redistributed to employees, governments, lenders, owners/
shareholders and the business itself (see figure 1.12).

The business itself
Depreciation,

retained pro�ts

Governments
Taxes such as income
tax, payroll tax, fringe

bene�ts tax and goods
and services tax

Employees
Salaries, wages and
other employment

bene�ts

Business owners/
shareholders

Dividends

Lenders
Loan repayments

HOW THE WEALTH
CREATED BY BUSINESSES

IS REDISTRIBUTED

FIGURE 1.12 The distribution of the wealth created by a business

As previously outlined, businesses need to employ people to assist in the 
production process. These employees receive an income (wage or salary) that 
can be spent to satisfy their needs and wants. Both the money received and the 
products purchased add to the wealth of individuals and households. Imagine if all 

BizFACT
An entrepreneur’s drive and 
motivation to establish and operate a 
business lies at the heart of our private 
enterprise economic system.
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the businesses within your local community were to close down overnight. People 
would lose their jobs and source of income, fewer products would be available for 
purchase, and the fl ow of money would quickly contract. The end result would be 
an increase in the levels of poverty, the opposite of wealth creation.

The total output of the country’s diverse collection of businesses, ranging from 
large transnationals to the family-owned local corner store, makes a signifi cant 
contribution to the wealth of the national economy.

Quality of life
In our society most people want more than the bare necessities; they want to 
achieve the highest standard of living possible. Overall, we have high expectations 
about what our economy should provide for us. However, we often want more 
than simply to have our material wants satisfi ed. We also desire a high degree of 
quality in our lives. Quality of life refers to the overall wellbeing of an individual, 
and is a combination of both material and non-material benefi ts.

For example, we desire to have leisure time for hobbies and recreation. Our 
quality of life is improved by having access to a number of non-material products 
such as fresh air and clean water, unpolluted earth, conservation of wildlife 
and protection from toxic sources. Consumers have become increasingly 
concerned about waste disposal, the greenhouse effect and the destruction of 
unique habitats.

Many businesses have responded to quality-of-life issues and are implementing 
environmentally friendly procedures, for example recycled materials, cleaner cars, 
less energy-consuming production and ‘green’ food products. Because business 
activities play a vital role in our lives, businesses have a responsibility to help 
provide what consumers want and to minimise what they do not want.

Summary
• Research and development (R&D) leads to innovation (the creation of new 

products, services or processes, or the improvement of existing ones).
• People who transform their ideas into a new business are called entrepreneurs. 

They are prepared to take the risk of starting and operating a business venture in 
the hope of making a profi t.

• An entrepreneur’s drive and motivation to establish and operate a business lie at 
the heart of our private economic system.

• Business is a major creator of wealth within the Australian economy.
• Businesses produce a vast range of products that enable us to satisfy many and 

varied wants, which results in a higher standard of living.
• Quality of life refers to the wellbeing of an individual, and is a combination of 

material and non-material benefi ts.

Revision
 1 Recall the main activity of a business.

 2 Describe the relationship between revenue, operating expenses and pro� t.

 3 Calculate which of the following businesses has made a pro� t.
(a) Sally’s Pet Shop has expenses of $2000 per week and revenue earned is $3500 per 

week.
(b) Ben’s Gardening Supplies takes revenue of $6000 each week for a month, but has 

weekly expenses of $7000 the � rst week, $8000 the second and third week, and 
$3000 for the fourth week.

BizWORD
Quality of life refers to the overall 
wellbeing of an individual, and is a 
combination of both material and 
non-material bene� ts.

EXERCISE 
1.2U
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 4 Evaluate the signi� cance of the SME sector’s contribution to total employment 
within the Australian economy.

 5 Outline the three ways in which businesses provide income.

 6 Recall the correct term and complete the table below.

Term Meaning

A. Income

B. Wage

C. A � xed amount of money paid on a regular basis to a 
permanent employee of a business.

D. Shareholder

E. Part of a business’s pro� t that is divided among shareholders.

 7 De� ne the term ‘choice’. Explain how businesses encourage freedom of choice.

 8 Outline the role innovation plays within our economy.

 9 Outline the role of the entrepreneur in our economic system.

 10 Explain why people take risks.

 11 Describe the two main risks associated with operating a business.

 12 Identify the entrepreneurial characteristics that Yolanda Zurack, Bill Gates and 
Andrew Curry have in common.

 13 Assess your own entrepreneurial ability by completing the following questionnaire.

Yes No

(a) Are you willing to take moderate risks?

(b) Are you easily motivated?

(c) Do you get on well with people?

(d) Is your health excellent?

(e) Do you set realistic goals?

(f) Are you prepared to accept responsibility?

(g) Can you tolerate failure?

(h) Do you have a positive self-image?

(i) Are you well organised?

(j) Are you a hard worker?

  Someone with an entrepreneurial personality would answer ‘Yes’ to most of the 
questions. Write a self-evaluation report based on your answers. You may wish to use 
a word-processing package to prepare the report. Compare your response in class.

 14 Clarify how businesses create wealth within the economy.

 15 Identify the ways in which the wealth created by a business is redistributed.

 16 Justify which is a more important contributor to a person’s quality of life — material 
or non-material bene� ts. Provide reasons for your answer.

Digital doc:
Test your knowledge of key 
terms by completing the 
Chapter crossword in your 
eBookPLUS.

Searchlight: DOC-1195

Digital doc:
Use the Chapter summary 
document in your 
eBookPLUS to compile your 
own notes for this chapter.

Searchlight: DOC-14110
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Extension
 1 A pro� table business is one that returns to its owners more than they could earn by 

working for someone else. According to this de� nition, many businesses operating 
today would not be considered pro� table. Determine why their owners continue to 
run them. Share your answer with the rest of the class.

 2 Construct a three-minute presentation titled ‘How businesses contribute to our 
economic and social wellbeing’. Prepare some multimedia materials to supplement the 
oral presentation.

 3 ‘The mother of invention/innovation is necessity.’ Justify this statement.

 4 In small groups, predict the social consequences of an economy that is experiencing a 
large number of business failures. Compare your answer with other groups.

 5 In small groups, identify someone who successfully runs a small business. Critically 
analyse the personal qualities this person possesses that contribute to the success of 
the business.

 6 The Entrepreneur Network for Young Australians Ltd (ENYA) is a not-for-profi t public 
company that ‘promotes the active participation of young people in enterprise, in 
an ethical and sustainable manner’. Use the ENYA weblink in your eBookPLUS and 
examine the main functions of this organisation.

Weblink
ENYA
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