PART ||
THE BUSI NESS ENTERPRI SE
CHAPTER 3
The Busi ness Enterprise
The business enterprise can be defined as a collection of
productive resources with organizational structure and a specific
social institution. The productive resources included both
physi cal resources--plant, equipnment, stocks of various materi al
i nputs and out puts and ownership of 'land --and human resources--
wor kers and managenent. These resources determne in part the
range of activities which can be undertaken by the enterprise -
i e production, purchasing, marketing and financing are activities
which the enterprise can undertake if it has the proper resources
to undertake and co-ordinate them The organi zational structure,
about which nore will be said below, refers to the way decisions
are made and carried out regarding the enterprise' s econonic
activity. The individuals who make and carry out the decisions
are known collectively as the nmanagenent and they hold the
coll ective responsibility for co-ordination of the enterprise's
activities and for making strategic decisions with regard to both
i nvest ment and conpetitive strategies. As a social institution,
t he business enterprise is a specific capitalist institution
whi ch provides the nechanismfor capitalists to obtain wealth and
power and the reproduction of the capitalist class in a general
sense. As such then, it enbodies the existing social
relationships in society, such as workers vs. capitalists and
wor ki ng cl asses vs. capitalist classes.

G ven the business enterprise and our assunption that it is
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the i mmedi ate private econom c institution on which the
continuation of capitalismrests, it is inportant to delineate
sone of its nobst inportant attributes: type of enterprise,
ownership and control, notivation, managerial and adm nistrative
structure, long range planning, and accounting and ot her

i nformational fl ows.

Type of Enterprise

The actual business of production takes place in a nunber of
different type of enterprises, fromsmall one-person stores and
wor kshops to countryw de chai ns and gi ant manufacturing
enterprises. In the United Kingdom around 70 per cent these
busi ness enterprises are owned in one form or another by private
peopl e or groups of people. These enterprises together form what
is known as the private sector of the econony. Private business
enterprises can be |legally organized on a non-corporate or
cor porate basis.

Two types of non-corporate enterprises are normally

recogni sed: sole proprietorships and partnerships. 1In the case

of sole proprietorships, the business enterprise is co-existent
with the individual entrepreneur; that is, the enterprise is
created by the individual from his/her own weal th hol di ngs and
personal borrowi ng who has sole control of its operations and
ceases to exist when the entrepreneur dies, becones

i ncapacitated, or decides to cease operation. The owner is
subject to unlimted personal liability for all the obligations
of the business and he/she cannot [imt his risk or investnment in
t he business to a pre-determ ned portion of his assets. The

| egal responsibilities of the owner include registering for value
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added tax if total sales are above a Iimt set by the |aw, pay

i ncome tax and National |nsurance contributions on earnings; and
i ncur special legal obligations for care and accuracy in
describing and selling stock. A partnership is an association of
two or nore persons to carry on as co-owners of an enterprise for
profit. It can be forned by either an agreenent or conduct of
the parties, expressed or inplied. It dissolves when any one of
the partners dies or |eaves. Each partner is subject to
unlimted liability, including liabilities flow ng from w ongf ul
acts of another partner, as well as the legal responsibilities
not ed above for sol e proprietorshinp.

A corporate business enterprise has a legal identity quite
separate fromthose who own it. This neans, for exanple, that it
can own property in its own right, enploy people, including
menmbers, in its own right and sue and be sued for breach of

contract. To beconme a corporate enterprise, the applicants nust

submt an application for registration and support docunments to

t he Regi strar of Conpanies. The supporting docunents include
menor andum of associ ation which lists the name and | ocation of
the enterprise, nomnal capital, whether limted or unlimted
liability, and objects of the enterprise; articles of association
which states the way the enterprise is to be run; a statutory
decl aration that the requirements of the relevant Conpani es Act
have been nmet; and a statement of directors and secretary and
address of registered office. Upon receiving the application and
docunments, the Registrar of Conpanies will issue a certificate of
i ncorporation. Once received the registered corporation nust

al so neet a nunmber of additional |egal obligations, such as
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subm tting annual accounts to the Registrar and anybody can see a
copy of these accounts on paynent of a small fee. A corporate
enterprise may have limted or unlimted status--the former neans
that the shareholders have Iimted liability whereas the latter
this protection is not availability. Limted corporate
enterprises are the nost numerous and they can be divided into
private and public enterprises. The fornmer constitute those
enterprises whose shares are held by individuals and are not sold
to the general public; whereas the shares of the |latter are sold
to the public and they nust have issued at |east £12,500 of the
original share capital

The U. K. econony is inhabited by business enterprises which
lie outside the context of the private enterprises nentioned
above. These enterprises do not exist to make profits for their
owners; indeed, they do not have owners in the normal sense at.
They are societies or groups of people who originally canme
together to provide for their menbers benefits that, at the tine,
were not avail abl e anywhere el se. These include co-operative
enterprises, building societies, government (or public)
cor porations, and governnent services.

Omer ship and Contr ol

Control of an enterprise nmeans the power to make its key
deci sions, which includes choices of products, nmajor markets,
vol une and direction of investnent, |arger comrercial and
political strategies, and selection of top personnel. 1In an sole
proprietorship or partnership, it is easy to see that the owners
have control. However, in the case of the corporation, the

rel ati onship between ownership and control is not as easy to
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ascertain. Aside fromthe case where an individual owns all the
corporation's shares, the situation can arise where sonme, nost or
all of the owners (sharehol ders) have no control. In one case,

managenent control, the power over key decisions is held by a

group of individuals inside the corporation and is usually headed
by the chief executive officer. |Its power stenms in |large part
fromits authority and dom nance over day-to-day operations, the
di sposition of conmpany resources, and the planning and | ong-term
deci sions of the conpany. The top officers and their enployee
subordi nates devote full time to doing the business of the
corporation, assessing its problens and prospects, and maki ng and
i mpl ementing plans for its inmprovenment. By virtue of this
concentrated effort and presence, they have special command over
the technical details essential to an intelligent consideration
of conpany problens. They also nmust of necessity make a great
many i nmedi ate deci sions that require experience, know edge, and
on-the-spot presence. Most of the specific decisions involved in
day-to-day operations are made by m ddl e nmanagers, but those at
the top call the tune, set the paraneters within which choices
are made, and nake some of the inportant specific decisions

(i ncluding the conpensation, pronotion and ouster of those bel ow
themin the managerial hierarchy). These are built-in advantages
of top managenent that give it a structure of dependencies both
within the organi zati on and outside (custonmers and suppliers),
and thus give it power. This power extends to the board

sel ecti on process and board deci si on-making. Dom nation of the
board and proxy machinery of the corporation is the |ink between

the de facto power of the managerial |eadership and the |egal,
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but nom nal, power of the diffused ownership.

Ot her cases include nmpjority ownership control where the

power over key decisions is held by an individual, famly, or
smal | group which owns in excess of 50% of the voting shares. It
is, of course, assunmed that the owners take an active part in

running the enterprise. There is also mnority ownership control

where the power over key decisions is held by a group which owns
5% or nore of the voting stock. Their control rests on the
strategic positions in managenent held by nmenmbers of the group.

And finally there is financial control where the power over key

decisions is held by individuals, groups, or organizations whose
primary interest is the performance of external financi al
functions - either raising and supplying funds, buying and
selling securities, or both. However, in nost cases, financial
control is sinply being able to veto a specific activity
managenent wants to undertake rather than being in the control of
t he day-to-day and long termactivities of the corporation. But
in the past, financial control was real and was based on sizable
ownershi p hol dings or on strategic position obtained through
pronoti on or re-organization (often conbined with ownership).

Moti vati on

The notivation of the business | eaders of the enterprise is
hi erarchi cal arranged. The npbst basic notivation is survival,
that is the reproduction and continuation of the business
enterprise. On top of survival, there exists various notivations
based on particul ar objectives. |In particular, the enterprise
has a profit notive inasmuch as that ensures its survival and is

the basis for other goal s/notivation. Mreover, these subsequent
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goal s/ notivati ons may have different tenporal dinmensions, nmaybe
tied directly or indirectly to enterprise survival, and may alter
the enterprise's environment so as to force it to adopt a new set
of goal s/ notivations.

Managerial and Administrative Structure

In smal |l business enterprises which produce a single
“product' and sell it a single location, the owners generally
work al ong side their enployees and personally makes all the
decisions. On the other hand, the |large public or private
corporations rely on bureaucratic structures to both manage and
direct its different activities. Although the particul ar
bureaucratic structure in place in a business enterprise wll
vary, they can generally be classified as a functional manageri al
structure with its associated centralized adm nistrative
structure, and a divisional managerial structure with its
associ ated decentralized adm ni strative structure.

A functional managerial structure is sinmply a structure by

which an enterprise's activities are grouped and nanaged

according to function. That is, each activity the enterprise

engages in is placed in a particular category, such as sales,

manuf acturing, purchasing, etc. according to its function. Thus

a functional managerial structure would [ ook |like the foll ow ng:
Board of Directors

(owners/controllers of the enterprise)
x

X
X

Central Office
X
X

YHLLLLLLLL0LLLLLLLLLLO0LLLLLOLLLLLLLOLLLLLLLLLY,
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OLLLLLLLLE
X

x x x x x
x x x x x x

Procurement Sales & Advertising Engi neeri ng Legal

Fi nanci al

Service & Public & Production
Accounti ng
Rel ati ons X &
Budget
X
X

YHLL555555555L555 9555555555555 L550
X X

X
Fact ory Pr oduct | ndustri al
Oper ati ons Engi neeri ng Rel ati ons

Under a centralized adm ni strative structure there is a central

of fice which coordinates the various departnments and directs them
towards a common goal. It consists of the chief executive
officer, his assistants, and the heads of the departnent. In
turn, the departnment heads manage the departnments as if they are
a single-activity business enterprise striving for cost
efficiency and econom cs of scale. Thus the adm nistration of
the enterprise is centered in the central office with control
bei ng di spersed al ong functional |ines.

The virtue of this structure is that it lets the mddle
managenent specialists run the day-to-day activities of the
enterprise, thus letting top managenent coordinate the activities
of the various departnments and becone involved in long term
pl anning. Yet it has a basic weakness - very few nen or wonmen
are entrusted with a great nunber of conpl ex deci sions.

Mor eover, the heads of the departnents are often too busy with
the running of their department to devote nuch time to the
affairs of the enterprise as a whole. Their training proved to

be a still nore serious defect. Because the menbers of the
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central office spent nost of their business careers within a
single functional activity, they had little experience or

i nterest in understanding the needs and probl ens of other
departnments or of the enterprise as a whole. As long as the
enterprise stays in an industry (or industry group) whose

mar kets, sources of raw materials, and production processes
remai ned rel atively unchanged, few entrepreneurial decisions need
to be reached, hence such a weakness is not critical. But when
the enterprise's technol ogy, markets, and sources of supply
become highly diverse as a result of the diversification and
gromh (especially into different industry groups), the defects
of the structure becone obvious.

If a business enterprise adopts a strategy of diversifying
its activities, it will eventually adopt a divisional manageri al
structure with a decentralized adm nistrative structure. The
probl ens of obtaining materials and supplies, of manufacturing,
and of marketing a nunber of product lines for different types of
custonmers makes the tasks of the departnent heads difficult to
adm ni ster systematically and rationally. The coordination of
product flow through the several departnents is even nore
form dable. Appraisal cones to involve not only a constant
intelligence analysis of the operating performance in the
di fferent econom c functions, including engineering and research
as well as production, distribution, transportation, the
procurement of supplies, and finance, but the making of these
appraisals in several very different markets. Long term
strategic planning not only called for decisions and actions

concerning the future use of existing facilities, personnel and
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funds, an the devel opnent of new resources in the enterprise's
current product |ines, but also involved decisions on entering
i nto new product |ines and dropping or curtailing old ones. By
pl acing an increasingly intolerable strain on existing

adm nistrative structures, diversification gave rise to

di vi si onal managerial structure with a decentralized

adm ni strative structure.

A divisional managerial structure is sinmply a structure in

which the enterprise's activities are categorized in terns of
product groups. Thus all the activities, such as procurenent,
manuf acturing, selling, research, etc, associated with a
particul ar product group will be coordi nated and nanaged
together. Thus a divisional managerial structure would |ook |ike
the follow ng:
Board of Directors
(owners/controllers of the enterprise)

x

x

X

Central O fice

Px(
Px(

V55555555555 LLLLLRLLLLLLLL55555,5,5,5,4,4,0
X X

X
Di vi si on Di vi si on Di vi si on
(product (product (product
group) group) group)
X

YHLLLLLLLLOLLLLLLLLLLOLLLLLOLLLLLLLOLLLLLLLLLY,

OLLLLLLLL @
X X X X X X
X X X X X X

Procurement Sales & Advertising Engi neeri ng Legal
Fi nanci al
Service & Public & Production

Accounti ng
Rel ati ons X &
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Budget
x
x

YH5555555LLLLLLLLRLLLLLLLLLLLLLLLL0
X X

x(
Fact ory Pr oduct | ndustri al
Oper ati ons Engi neeri ng Rel ati ons

In a decentralized adm ni strative structure, the autononous

di visions (or "single product enterprise”) continue to integrate
production and distribution by coordinating flows from suppliers
to consuners in different, clearly defined nmarkets. The

di vi sions, headed by m ddl e managenent, adm nister their
functional activities through departnents which, in turn, are
concerned with the day-to-day activities of the enterprise. The
central office, consisting of top managenent and assi sted by

| arge financial and adm nistrative staffs, supervise the nmulti-
functional divisions. The general office nonitors the divisions
to be sure that their flows were tuned to fluctuations in demand
and that they have conparable policies in personnel, research,
pur chasi ng, and other functional activities. They also evaluate
the financial and market perfornmance of the divisions. Most

i nportant of all, they concentrate on planning and all ocating
resources.

Long Range Pl anni ng

Long range planning is a type of planning for periods in
excess of one year, which enconpasses all functional areas of the
busi ness, and is effected within the existing and | ong-term
future framework of econonic, social and technol ogical factors.
When initially established nost entrepreneurs do not engage in

| ong range pl anning per se, but as their enterprises growth
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various factors push them towards establishing a specific group

of enpl oyees who engage in |long range planning. The internal

conditions to an enterprise necessitating the devel opnment of |ong

range pl anni ng incl ude:

(1)

(2)

trend to industrial decentralization. A formal structure
was required to coordinate and relate the decentralization
of corporate product efforts anong many relatively

aut onomous and functionally integrated divisions.
Underlying this change was the increased scope and magnitude
of enterprise operations and the greater conplexity and
diversity of the product m x. The existence of a
decentralization policy, coupled with growth and
diversification, stinmulated the need for the establishnent
and centralization of |ong range planning functions.
Approachi ng stagnation in profit divisions and the change
from a honpgeneous one-industry enterprise to a diversified
decentralized adm nistrative structure enterprise further
notivated the desire to develop a far-future planning
effort.

Conpany growth and conplexity. 1In the case of a highly
divisionalized enterprise, there is a tendency for each
division to optimze its own operations and plans as it
under stands them wi t hout full know edge of the corporate
activity directed toward the sane goal. Wen the enterprise
is small this total corp. coordination is relatively sinple
and effective; as the enterprise grows, it is nore and nore
time-consum ng for the top managenent to performthis

function unai ded; a gradual evaluation to nore formalized
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(3)

(4)

handling of this responsibility is to be expected. Thus,
the | ong range planning effort effected by a staff agency,
evol ves,

I nternal dissatisfaction with decentralized unit and
enterprise profit margins. Over-concentration of sales in
one general product line or a need for growth and
diversification at an accelerated rate to overcone the
depressing effect of the declining sales of one product
notivated the need for |ong range planning.

Growi ng obsol escence of equi pnent, ageing of key executive
personnel and ultimate retirement of founders; prudent

al l ocation of resources for rationally selected enterprise

sponsored research and devel opnment prograns.

The business enterprise also faces external factors which pushes

them towards | ong range pl anning.

(1)

Conpetitive Elenents: Conpetitive elenments notivating the
need for | ong-range planning include such factors as the
expansi on of markets and increasing conpetition particularly
since World War |I1. Increasing research and devel opnent
costs incurred in order to keep pace with the dynam c nove
of technol ogi cal change, coupled with the rise of research
and innovation in all fields of functional work required a
revision of existing planning policies and procedures of the
conpetitive business enterprise. In order to remain
conpetitive, the enterprise was required to increase its
research commtnments in "frontier products”; financial

outl ays involved for the research and devel opnment prograns

became so huge that | ong-range planning becane necessary so

55



the expenditures involved were conpatible to the

probabilities of the pay-off. The decline in funding for

tradi tional products, coupled with an increasing product

obsol escence and an increased demand fostered by an

expansi on of markets, made a | onger view mandatory for

busi ness units. As technol ogy increased and products becane

nore conpl ex, the period required for product devel opnent

|l ead time increased; product substitutes were offered with

I ncreasing frequency both from donestic and foreign sources.
Hi gher capital costs were incurred and profit margins were

reduced accordingly. Collateral with these changes the

busi ness unit increased in size and conplexity; the nunber

and rapidity of major changes affecting business increased.
Busi ness becanme nore conpetitive through (1)

diversification by other enterprises; (2) saturation of

mar ket s and excess capacity; (3) conpetitors' innovations,

I nprovenents, and new strategies; (4) foreign production;

(5) increasing size and term of capital commtnents.

Anot her factor explaining the attention to |ong-range
pl anning is that financial analysts in search of growth
conpani es have reacted favourably to situations where
managenent has attenpted to forecast the specific shape and
scope of potential growh and then has taken positive action
in anticipation of future demands. The fact that some of
the | eading corporations in the United Kingdom devel oped a
phi | osophy of |ong-range planning no doubt forced
conpetitors to do likewise in order to conpete adequately.

(2) Production Techniques: increasing nechanization and
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automation, stinulated by technol ogical influences in
manuf act uri ng nmet hods and processes, required |ong range
pl anni ng by managenment groups before conmtting the |arge
capital outlay required to support these prograns.

(3) Trade union influence: trade union contracts conbined wth
growi ng fringe benefits, provisions for guaranteed annual
wages, contributions for supplenmental unenploynment benefits
have necessitated |ong range planning for |abour costs.

As a result of the need for planning for dealing with the

unknown, enterprises have generally constructed a best |ong range

pl an and alternative |Iong range plan, growth and contractions

| ong range pl ans, and engage in continuous |ong range pl anning.
The enterprise undertakes two kinds of |ong range planning -

the first kind consists of activities which operate in the

present but also has a significant inpact on the enterprise's
future. The nost significant of these is price setting,
especially with respect to the determ nation of the margin for
profit. The procedures used to set the price, especially the
cost aspect of the price, are originally determ ned by the
central office and then are "nmechanically"” used by the | ower

| evel managers when setting and changing the price. Likew se,

the margin for profit is determ ned by the central office and

then routinely used by the | ower managenent in price setting. It
shoul d al so be noted that | ower managenent handl es price changes
even if it involves changes in the profit mark up if it falls
within an agreed upon conpetitive conditions, such as neeting the
prices of conpetitors. The second kind of |ong range planning

deals with activities that concern the enterprise's future.
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Consequently, it is a function of the central office, although

t he actual planning is generally undertaken by a sub-commttee
whi ch included individuals fromthe areas of marketing,

engi neeri ng, econom cs, managenment, statistics, finance and
production. The purpose of the subcommttee is to determ ne
which line of activity the firmshould allocate its profits in
order to maintain itself as a growi ng concern. Sonme of the
activities include investnment in existing conmmodity |ines,
creation of new commodity lines, diversification and forward and
backward i ntegration via enterprise acquisition and nerger. Also
concerned with maj or changes of profit margin on existing and new
products when it has significant inpact on the enterprise.

Accounting and I nfornmation Flows

The business enterprise can be viewed as consisting routine
behavi ours which provide a way of coping in a conplex and
uncertain world, and which enabl e individual managers to make
sense of their own actions and the actions of others. However,
t hese organi zational routines are the skilled acconplishnment of
t he individual nmanagers. As such, the routines are both the
medi um and out cone of individual behaviour. To continue to
function on a day-to-day basis, managers need to know what
routines to perform and when, and there nust be a suspension of
intra-enterprise conflict. The routines give form and soci al
coherence to enterprise activities and provides the nmechani sm
which all enterprise traits to be transmtted through tine.
Through such a process routines and institutions evolve in the
specific circunstances of the enterprise and its environment.

However, although enterprises are undoubtedly profit-seeking
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organi zations there is no strong reason to believe that the
routines will inevitably evolve to give optinmal choices.
Finally, routines need not be highly formalized organizational
procedures; they can be managerial heuristics and infornmal
processes which are habitually used within the enterprise.
Accounting rules and procedures provide an inportant way of
representing economc facts to the managenent and the owners of
the enterprise. Enterprise performance is reported and
described, both internally and externally, according to
accounting rules, conventions, and | anguage. Further accounting
practices provide an interpretive schenme for making sense of
enterprise activities. But as well as providing the neans of
representing performance, accounting rules and procedures al so
define the rights of individual groups (sharehol ders, |enders,
managers, and workers) and they provide a basis for prescribing
actions such as how to carry out sales and bank reconciliations,
carry forward a knowl edge of the procedures for budgeting and
capital expenditure and costing and pricing, and frane the
enterprise's policies regarding research and devel opnent and
transfer-pricing. Consequently, accounting provides the
institutional basis for decision-nmaking and structures the
formati on of expectations and beliefs. That is, the extent to
whi ch accounting practices give social coherence and neaning to
organi zati onal behaviour within the enterprise allows managers
and other groups within the enterprise to give neaning to their

day-to-day activities.

Sol e Proprietorships
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Partnership

Corporate Enterprise

Omner ship

Cont r ol

Managenent Contr ol

Majority Oamership Control

M nority Ownership Contro

Fi nanci al Contr ol

Functi onal Managerial Structure
Centralized Adm nistrative Structure
Central O fice

Di vi si onal Managerial Structure
Decentralized Admi nistrative Structure
Long Range Pl anni ng

Exerci ses and Questi ons

Di scuss the nature of the business enterprise, focusing on
its boundaries, its organizational structure, and its
noti vation.

What are the essential features of the |arge business
enterprise.

What inplication does the separation of ownership from
control have for the operation of the business enterprise?

VWhy do managerial resources drive the business enterprise to
grow and change? Are there any limts or constraints on
manageri al resources?

I n what ways can the business enterprise be seen as a
capitalist institution?

Descri be the enmergence of the nodern corporation in the
United Kingdomits inpact on the econony.

I n what ways can the business enterprise be seen as a
capitalist institution?

a. Descri be the ways business enterprises are |legally
organi zed and owned.

b. Expl ai n why i ndividuals who |legally own the business
enterprises do not necessarily control the business
enterprise.

C. Descri be the different kinds of control.

a. Describe a functional managerial structure and a
centralized adm nistrative structure.

b. Descri be a divisional managerial structure and a
decentralized adm nistrative structure.

60



10. What is long range planning? Wat are the two general types
of | ong range pl anning?

11. Price setting is one aspect of |ong range planning.
Di scuss.
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