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What Factors in the “External” Environment are 
Affecting the Automobile Industry Today?



The 6 External Environments of Business



What Key Things Do You Need to 
Begin and Operate a Business?

BU 113 Company



Factors of Production

Labor CapitalCapital

Information
ResourcesResources

Physical 
ResourcesEntrepreneursp



Who Controls the Factors 
of Production?
 In the U.S.?In the U.S.?
 In Cuba?In Cuba?
 In other Countries?In other Countries?



Types of Economic SystemsTypes of Economic Systems

 Market Economy (capitalism)Market Economy (capitalism)Market Economy (capitalism)Market Economy (capitalism)
 Planned EconomiesPlanned Economies
 Centralized government controls all or most factors ofCentralized government controls all or most factors of Centralized government controls all or most factors of Centralized government controls all or most factors of 

production and makes all or most production and production and makes all or most production and 
allocation decisions for the economy.allocation decisions for the economy.

R lit Mi d M k t ER lit Mi d M k t E Reality: Mixed Market EconomyReality: Mixed Market Economy
 Examples: most industrialized countriesExamples: most industrialized countries——

U S Canada European countries JapanU S Canada European countries JapanU.S., Canada, European countries, JapanU.S., Canada, European countries, Japan

 Point of difference: How the Factors of Point of difference: How the Factors of 
Production are allocated



What drives the U.S. 
Economy/the free market?



The U S  Business SystemThe U.S. Business System
 Driven by Supply of Goods and Demand for Goods Driven by Supply of Goods and Demand for Goods 

through the Market Mechanism.through the Market Mechanism.t oug t e a et ec a st oug t e a et ec a s

Adam SmithAdam Smith: : “the invisible hand”, “laissez 
faire” (1776: The Wealth of Nations)

 Buyers and Sellers interact, setting price and Buyers and Sellers interact, setting price and 
determining quantity of goods produced/sold determining quantity of goods produced/sold 
 Freedom of choiceFreedom of choice for buyers & sellersfor buyers & sellers
 CompetitionCompetition
 Private enterprisePrivate enterprise
 Desire for Profits (= incentive/reward)Desire for Profits (= incentive/reward)

G t t ( b idi ) & l ti fG t t ( b idi ) & l ti f Government support (subsidies) & regulation of Government support (subsidies) & regulation of 
businessbusiness (laws)(laws)

Government supports private ownership and encourages 
entrepreneurship.
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As the price of a 
product drops, buyers 
will demand (purchase) 
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Quantity of Pizzas Demanded

(p )
more of a product and 
less as its price rises.

If P  Q Quantity of Pizzas DemandedIf P      QD

If P      QD



SUPPLIERS / PRODUCERS /  COMPANIESSUPPLIERS / PRODUCERS /  COMPANIES
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to offer a good or to offer a good or 
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Supply CurveSupply CurveLaw of SupplyLaw of Supply::
 As the price of aAs the price of a
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As the price of a As the price of a 
product rises, product rises, 
producers producers will will 
supply (offer) more supply (offer) more 
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and and less as its price less as its price 
drops.drops.

If P  Q y ppIf P  QS

If P  QS



Demand and Supply drive the U.S. Economy.Demand and Supply drive the U.S. Economy.
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Use Laws of Supply and Demand 
to Explain:

1.1. Why are gasoline Why are gasoline 
prices rising? prices rising? 

2.2. How are theHow are the2.2. How are the How are the 
stakeholders stakeholders 
affected by this riseaffected by this riseaffected by this rise affected by this rise 
in gasoline prices?in gasoline prices? Source: Google Images

http://www.yorkblog.com/biz/high-gas-prices-
photo.jpeg



Degrees of Competition Your BU113 
businesses!g p businesses!

Table 1–1



Laws Regulating TradeLaws Regulating TradeLaws Regulating TradeLaws Regulating Trade

 AntiAnti--Trust LawsTrust Laws
 Purpose: Purpose: 
 Sustain the economic freedom of choiceSustain the economic freedom of choice
 Prevent restraint (restriction) of tradePrevent restraint (restriction) of trade

 Major lawsMajor laws Major lawsMajor laws
 1898 Sherman Act1898 Sherman Act
 1914 Clayton Act1914 Clayton Actyy

 Special caseSpecial case: Natural Monopolies: Natural Monopolies
 Regulated by the governmentRegulated by the government



U.S. Economic GoalsU.S. Economic Goals
(P t  P t  F t )(P t  P t  F t )(Past, Present, Future)(Past, Present, Future)

InflationGDP

-- GDP GrowthGDP Growth en
t GDP GrowthGDP Growth

-- Minimal InflationMinimal Inflation
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Source: http://www.forecasts.org/



Economic Stabilization 
Policy

Government policy designed to smooth out Government policy designed to smooth out 
fluctuations in the economyfluctuations in the economy::

1.1. Fiscal policyFiscal policy
 TaxesTaxesTaxesTaxes
 Government spendingGovernment spending

22 M t liM t li2.2. Monetary policyMonetary policy
 the Federal Reserve (the Fed)
 Interest rates



Economic/Business CyclesEconomic/Business Cycles

Economic Downturns:Economic Downturns:
 Recession: : 

GDP d li f 2GDP declines for 2 
Q’s, unemployment 
increases

 Depression: : 
Severe and long-
lasting recessionlasting recession

Economic upswings::
 Recovery Recovery
 Economic boom



Measuring Economic 
Performance

GDPGDP GDPGDP
 The market value of goods and services 

produced by labor and property located 
in the U Sin the U.S.

 ProductivityProductivity
 Total goods and services produced compared to the resourcesTotal goods and services produced compared to the resources Total goods and services produced compared to the resources Total goods and services produced compared to the resources 

needed to produce themneeded to produce them

B l f T dB l f T d Balance of TradeBalance of Trade
 Imports > Exports => TRADE Imports > Exports => TRADE DEFICITDEFICIT
 Exports > Imports => TRADE Exports > Imports => TRADE SURPLUSSURPLUS



Measuring Economic 
Performance (cont’d)
 National debtNational debt

Source: Source: www.brillig.com/debt_clockwww.brillig.com/debt_clock

 Capital flowsCapital flowspp



ReviewReviewReviewReview

1.1. The External Environment of BusinessThe External Environment of Business
2.2. Factors of ProductionFactors of Production
3.3. Types of Business SystemsTypes of Business Systems
4.4. Characteristics of the U.S. Business SystemCharacteristics of the U.S. Business System
5.5. The laws of supply and demandThe laws of supply and demand
6.6. Competition and antiCompetition and anti--trust lawstrust lawspp
7.7. The Business Cycle and Stabilization policiesThe Business Cycle and Stabilization policies
8.8. Measures of economic performanceMeasures of economic performance——GDP,GDP,8.8. Measures of economic performanceMeasures of economic performance GDP, GDP, 

Productivity, Balance of TradeProductivity, Balance of Trade


