Economics 3rd Test Review
Sole proprietorship
· A sole proprietorship is a business owned and managed by one person.
· There’s no distinction between the individual and the business.

· The owner earns all profits…but is also responsible for all debts

· Profits (or losses) are reported on the owner’s income tax return along with all other normal income/expense items

	Pros
· Easy to form and dissolve
· Owner has total control

· No need to share profits with anyone
	Cons
· Unlimited liability for debts
· No one to share the burden

· Limited financial resources

· Hard to hire and retain good people

· Continuity after death of the owner


Partnership
· A partnership is a business owned and managed by two or more people.
· Partnerships are governed by partnership agreements which state who does what and who gets what

· Usually, at least one of the partners has unlimited liability

· General Partnership – all parties are equally liable for the debts or other obligations of the company
· Limited Partnership – one or more general partners have unlimited liability but the others are at risk only for the investment they have made; they usually do not actively manage the business
	Pros
· Generally easy to form
· Two heads are better than one

· There’s someone to share the burden

· Access to more financial resources

· Better incentives for good employees
	Cons
· Unlimited liability (for general partners)
· Potential conflict between partners

· Unwinding the partnership and/or transferring shares can be difficult


Corporation
· A legal entity owned by shareholders
· Shareholders have limited liability to the firm’s debts and other obligations

· The corporation is not a living person, but it has many of the legal rights of a person including right to sue and be sued

· Key point: corporations have a legal existence separate from their owners 

	Pros
· Provides limited liability to investors
· Easy to transfer ownership

· Access to large pools of capital*

· Can live forever (potentially)

· Flexibility to hire the skills you need
	Cons
· Can be complicated to set up
· Expensive to operate (compliance)

· Double taxation of profits

· Loss of control by original owners


IPO- initial public offering; when a company goes public, its shares are openly traded amongst shareholders and people can buy shares to become new shareholders
	Pros
· A fast way to raise money for investment

· Public awareness of the company
	Cons
· Shareholders want short-term profits; when your company loses money they sell their shares and you lose control
· Disclosure of financial information when you have too many shareholders


Labor force- all nonmilitary people who are employed or unemployed
Learning effect- the theory that education increases productivity and results in higher wages
Screening effect- the theory that the completion of college indicates to employers that a job applicant is intelligent and hard working
Contingent employment- a temporary or part-time job
1. Flexible work arrangements; adjust work fore to changing demands for output
2. Discharging temporary workers is easy
3. Temporary workers are paid less and fewer benefits
4. Some workers prefer flexible arrangements to traditional, permanent jobs
Demand for labor is a derived demand, determined by demand for another good or service.
Productivity- value of output
Equilibrium wage- the wage rate that produces neither an excess supply of workers nor an excess demand for workers in the labor market
Unskilled labor- no specialized skills, education, or training
Semiskilled labor- minimal specialized skills and education
Skilled labor- specialized skills and training
Professional labor- advanced skills and education
Glass ceiling- an unofficial, invisible barrier that prevents women that prevents women and minorities from advancing in businesses dominated by white men
Labor union- an organization of workers that tries to improve working conditions, wages, and benefits
1. Unions press employers to raise their members’ wages
2. When wages go up, the quantity of labor demanded goes down. Thus, the number of union jobs decreases
3. As union jobs are cut, more workers are forced to seek nonunion jobs.
4. An increase in the supply of available nonunion workers causes the wage rate for nonunion jobs to fall.
Featherbedding- keeps unnecessary workers on a company’s payroll
Strike- an organized work stoppage intended to force an employer to address union demands

Right-to-work law- a measure that bans mandatory union membership
Blue-collar- industrial job, often in manufacturing, receives wages
White-collar- professional or clerical job, earns a salary
Collective bargaining- union and company representatives meet to negotiate a new labor contract
Mediation- 3rd party who finds a solution that is nonbinding (neither side is required to accept it)
Arbitration- 3rd party who finds a decision that is binding (both side have to accept)
