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Chapter 3

Choices in
Business

QUESTIONS TO GUIDE INQUIRY:
1. What are the advantages to each way businesses
organize themselves?

2. How do labor unions support workers?

3. How does the supply and demand for labor affect
wages for specific jobs?

4. Does labor work in opposition to business
organizations?
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QUESTION TO GUIDE INQUIRY

1. What are the advantages to each way
businesses organize themselves?

Berkeley is opening a new retail business selling local products to tourists in the
summer. She is an entrepreneur, someone who identifies a need and takes a risk
by starting a business to fill that need. Entrepreneurs often have similar traits.
They are self-starters, independent minded, hard working, and willing to take
risks. What form of business structure should Berkeley choose for her new
business? She has a number of business structures to choose from.

New businesses are often organized as sole proprietorships. A sole
proprietorship is a business that is organized by one person, the business is not a
separate entity from the owner, and the owner is responsible for all debts and
liability of the business, as well as being entitled to all profits generated by the
business.
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Another form of business organization is a general partnership. A limited liability partnership provides the benefit of limiting the

General partnerships involve two or more people working partner’s liability to their investment in the company, so the
together in owning their business. This allows one or more owners of the business would not risk losing their personal assets
owners to share in the responsibility of running the business, but (home, car, personal bank accounts, etc.) if the company were to
it also involves sharing profits among those stakeholders. fail.
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A corporation is a business structure that provides protection
from liability to individual owners, as the company is legally seen
as its own entity.

A franchise is another way to begin a business by purchasing the
rights to start a business based upon a model designed by the
franchisor, who in many cases provides training, supply chain
support and support in setting up operations. In return, the
franchisee pays a franchise fee, as well as royalty fees to the
franchisor.
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Employee-Owned Businesses can be organized in many ways, A Non-Profit Organization is a business entity whose primary

but cooperative ownership of the business by employees, of mission is not making a profit. Instead, Non-Profit Organizations
course, is key. are generally set up for to provide charitable, religious, or
educational purposes.

Interactive 3.1 Types of
Business Quiz

Test your knowledge of the
different types of business by
reading these scenario based
questions and answering each.
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QUESTIONS TO GUIDE INQUIRY

1. How do labor unions support workers?

2. How does the supply and demand for labor
affect wages for specific jobs?

3. Does labor work in opposition to business
organizations?

In the previous section, a closer look at the marketplace was examined through
the structure and organization of markets. Though each structure has its own
advantages and disadvantages, one thing is the same--sole proprietorships,
partnerships, franchises, and corporations all represent the employer side of the
market. This chapter focuses on the side of the employee: labor and its impact on
the market.

As the U.S. economy has changed, the labor force--all nonmilitary people who
are employed or unemployed, has also had to adjust. How are changes to the
labor force tracked, you may ask. Each month, the Bureau of Labor Statistics, a
division of the U.S. Department of Labor surveys households to assemble

information on the labor force.

The Bureau of Labor Statistics provides statistics to answer two important
questions:

1.  How many are in the labor force?
2.  How many are employed and unemployed at the same time?

Perhaps the most widely known statistic that the BLS reports is the
unemployment rate--the percentage of a nation’s labor force that is unemployed,
which is commonly reported on the news.

57



Occupational Trends For example, our production of services is increasing faster than

our production of goods. And while the number of service jobs

As you can probably surmise, the job market does not stay the has increased, the U.S. has lost manufacturing jobs.

same. Population growth or decline, new technologies, and the Outsourcing--the practice of contracting with another company

f industri f the factors that .
emergence of new Industries are some OT the factors that cause to do a specific job that would otherwise be done by a company’s

shifts in the job market. This is a reflection of the major shifts in :
own workers as well as offshoring--the movement of some of a

what is produced in the economy. .
P y company’s operations to another country have greatly caused

huge shifts in demand for workers.

For example, the

Percent of Americans Engaged in Farm Work

economy in the »
U.S. has changed
drastically 12
throughout its

240 year history. v
As society has .
moved from an
agrarian society 6
to an industrial
society and

currently an 2

information and

. . 0
service society, 1950 1960 1970 1980 1990 2000

major shifts have
occurred in what our economy produces.
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The Changing Labor Force

Jobs are not the only part of the labor force that have changed;

workers have also changed. The demographic landscape of the

Workforce Makeup

B Women

B Men

Chart created with data from the U.S. Bureau of Labor

American worker has
undergone a significant
transformation. In the
current job market, more
education and training is
needed than ever before.
And women and members
of minority groups
comprise a larger part of
the workforce than they
ever have. Additionally, the
idea of working at the
same job for an entire
working lifetime is a thing
of the past. Those entering
the workforce today can
expect to hold at least four

or five different jobs throughout their working life.

Chart created with data from the U.S. Bureau of Labor
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The Impact of Foreign-Born Workers

An additional factor that impacts
labor force statistics is that of
foreign-born workers. Some of
these immigrant workers come to
the U.S. as permanent residents.
Others come as guest workers
who are allowed to live and work
in the U.S. but only for a limited
time. Companies that hire guest
workers must prove that they
cannot meet their labor needs
from within the U.S. and that by

Interactive 3.2 Center for
Immigration Studies

For a comprehensive article that
provides information on both
sides of this controversial issue,
see the attached website.

utilizing guest workers wages of native-born workers will not be

lowered. This has led to the hotly contested issue of immigrant

labor.

Supply and Demand for Labor

As with price, labor is contingent on supply and demand.
Employment in a labor market depends on how closely the
demand for workers (the number of jobs) meets the supply of
workers seeking jobs. Derived demand--a type of demand that
is set by the demand for another good or service, can be used to
accurately describe labor because the other good or service is
the demand for what a worker produces. In a competitive market
workers are usually paid by the value of what they produce.
Productivity of labor--the quantity of output produced by a unit
of labor, is often used to determine wages.
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On the supply side, the supply of labor comes from people who
are willing to work for a wage. Usually, the higher the wage for a
certain job, the larger the number of people who are willing to
perform the job. See the example of a supply labor curve below:

Similar to the equilibrium price with products or services, the
equilibrium wage is the wage rate, or price of labor services that

is set when the supply of workers meets the demand for workers
in the labor market.

See graph below:
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Wages and Skill Levels

In a market economy, wages vary according to workers’ skills

levels, education, and experience as well as supply and demand.

Generally, jobs are categorized into four levels:

Other Factors Affecting Wages

One of the most widely known factors that can affect wages is

the existence of minimum wage laws. These laws state a

minimum price that an employer can pay a worker for an hour of
performed labor. Because of these laws, employers

Level Description

Examples

sometimes have to pay more than the equilibrium wage for
unskilled labor. Safety laws can also affect wages; wages

Requires no specialized skills,

decrease in some cases where workers are willing to work for
lower wages in exchange for safer working environments.
Additionally, companies sometimes try to cut wage costs by

Unskilled : L Janitors, dishwashers,

education or training; workers

Labor housekeepers
normally earn an hourly wage

Requires minimal specialized skills
Cap and education--usually the Cooks, cashiers, factory
Semi-Skilled : "
Labor operation of specific types of workers, fast food

equipment; workers usually earn an
hourly wage.

workers

replacing human labor with machines. And perhaps the most
significant factor affecting labor has to do with the activities of
labor unions.

Requires specialized abilities and
training to do tasks such as
Skilled Labor | operating complicated equipment;
workers often need little supervision
but tend to earn an hourly wage.

Chefs, medical
technicians, firefighters,
EMTs

Labor unions are organizations of workers that try to improve
working conditions, wages, and benefits for its members. The
primary work of a union involves negotiating wages, work
rules, complaint procedures, promotions, benefits, workplace
safety and policies with company management. Unions can

Demands advanced skills and
education; tend to be considered
white-collar workers; receive a
salary as opposed to an hourly
wage

Professional
Labor

Lawyers, dentists,
business executives,
teachers

restrict the supply of labor in two ways: slowing the growth of
the labor force and promoting policies that make it difficult for
workers to enter a particular craft. Some of the tools that
labor unions employ include collective bargaining--the process
in which union and company management meet to negotiate a

new labor contract, and strikes--organized work stoppages
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intended to force an employer to address union demands.

Organized Labor

The labor union movement in the U.S. took shape over the course
of more than 100 years largely in response to changes in working
conditions brought about by the Industrial Revolution. After a
period of illegal strikes and violent activity on both the sides of
employers and workers, the labor movement was legalized during
the Great Depression. The labor laws that were established set
up a structure through which workers legally have the right to
form unions and engage in collective bargaining and striking.
Collective bargaining is a process of negotiations in which the
employer and union meet to work out a mutually agreeable set of
terms and conditions for the workforce. Striking is a process by
which workers refuse to go to

Interactive 3.3 Timeline of
the Labor Movement

work until their demands for better
working conditions are met. In
many states it is illegal for public
sector workers to go on strike
because it disrupts the functioning
of society.

As you can see from the timeline,

labor unions grew in number as

well as in strength. As they grew, some some feel that unions

began to abuse their power. Combined with the emergence of
other institutions that were able to provide many of the services
that had been encompassed under union activity, the need for
labor unions lessened over time. Others feel the Union
movement is just as necessary today as it has ever been. Watch
this informative video on the decline of the labor movement in the
U.S. and decide for yourself if the need for organized labor is still
necessary today and if so, in what capacity.

Interactive 3.4 Do Unions
Still Matter?
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