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The Environment 
of Business

In Part 1 of Business, we begin by examining the world of business and how the economy affects your life. Next, 

we discuss ethical and social responsibility issues that affect business firms and our society. Then we explore the 

increasing importance of international business.

CHAPTER 1 Exploring the World of Business and Economics

CHAPTER 2 Being Ethical and Socially Responsible

CHAPTER 3 Exploring Global Business
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Exploring the World of 
Business and Economics

What you will be able to do once you complete this chapter:

L E A R N i N G  O B j E c T i v E S

1	 Discuss what you must do to be successful in 
the world of business.

2	 Define business and identify potential risks and 
rewards.

3	 Define economics and describe the two types of 
economic systems: capitalism and command 
economy.

4	 identify the ways to measure economic 
performance.

5	 Examine the different phases in the typical 
business cycle.

6	 Outline the four types of competition.

7	 Summarize the factors that affect the business 
environment and the challenges that American 
businesses will encounter in the future. 

1
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Chapter 1   exploring the World of business and economics 3

Zynga Zooms into Business
Zynga, named for its founder’s American bulldog, is the fast-growing business behind 
some of the social media world’s fastest-growing games. If you’ve ever tended crops on 
FarmVille, you know how addictive a Zynga game can be. Even though FarmVille was devel-
oped and launched in only six weeks, it instantly captured the imagination of millions of 
players who eagerly logged onto their Facebook accounts to plant trees or exchange seeds 
with “neighbors.” Other popular Zynga games include CityVille, CastleVille, and Words 
with Friends.

Founder and CEO Mark Pincus is a seasoned entrepreneur who earned an MBA from 
Harvard University. Before Zynga, he had started four other Internet businesses—and 
earned millions of dollars from their success. In 2007, he came up with the idea for a game 
business in which players could get ahead by connecting with friends (think “neighbors” 
in FarmVille) and buying special items (such as virtual tractors and cows) that would give 
them a competitive edge. 

Now, when players worldwide buy digital tractors and cows in FarmVille, they can pay 
with real money, which is why Zynga’s profits are real. So real, in fact, that on the basis 
of its track record, Zynga was able to go public and sell shares of its corporate stock in 
December, 2011. 

As Zynga continues to grow, Pincus and his managers are keeping their workforce 
satisfied by offering benefits such as surprise vacations and by making the workplace as 
comfortable as possible. Like many other high-tech firms, Zynga offers free lunch and din-
ner. Dogs are welcome at the San Francisco headquarters (and they get free dog nibbles, 
too). Employees can grab a cup of fresh-brewed espresso at the office’s gourmet coffee 
station, sip tea in the Zen-style tea garden, work out in the fitness center, or take a break 
to play arcade games in the company lounge. 

In today’s fast-paced business environment, the online games that get everyone talk-
ing and clicking right now can become has-beens as soon as the next new thing comes to 
market. That’s why Pincus and his entire team are working hard to keep Zynga zooming 
ahead year after year.1

Wow! What a challenging world we live in. Just for a moment, think about 
the economic problems listed here and how they affect not only you, but 
also businesses in the United States and the global economy. 

●● U.S. unemployment rates hovering around 8 percent
●● Reduced spending by worried consumers 
●● Increased government spending to stimulate a troubled economy that created the 

largest national debt in the nation’s history
●● A volatile stock market and concerns about banks and financial institutions
●● Reform movements including the “Occupy Wall Street” movement that protest 

differences in wealth and income

In fact, just about every person around the globe was affected in some way by the 
economic crisis that began in late 2007. Despite the efforts of the U.S. government 
and other world governments to provide the economic stimulus needed to stabilize 
the economy, it took nearly four years before the economy began to improve. Today, 
even with signs of modest improvement, people still worry about their economic 

FYIDid You Know? 
Zynga’s CityVille game is the 

fastest-growing online game in 

history, attracting more than  

84 million players within its first 

month of release on Facebook.

Inside
Business
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4 Part 1   the environment of business

free enterprise the system of 
business in which individuals are 
free to decide what to produce, 
how to produce it, and at what 
price to sell it

future and the future of the nation. Hopefully, by the time you read this material, 
the nation’s economy will be much stronger. Still, it is important to remember the old 
adage, “History is a great teacher.” Both the nation and individuals should take a look 
at what went wrong to avoid making the same mistakes in the future. 

In addition, it helps to keep one factor in mind: Our economy continues to adapt 
and change to meet the challenges of an ever-changing world and to provide oppor-
tunities for those who want to achieve success. Our economic system provides an 
amazing amount of freedom that allows businesses like Zynga—the Internet gaming 
company profiled in the Inside Business opening case for this chapter—to adapt to 
changing business environments. Despite troubling economic times and a weak econ-
omy, Zynga—and its 3,000 employees—is a success because it was able to introduce 
new games that players love, earn a profit, and sell stock to the general public. 

Within certain limits, imposed mainly to ensure public safety, the owners of a 
business can produce any legal good or service they choose and attempt to sell it at 
the price they set. This system of business, in which individuals decide what to pro-
duce, how to produce it, and at what price to sell it, is called free enterprise. Our 
 free-enterprise system ensures, for example, that Amazon.com can sell everything from 
televisions, toys, and tools to computers, cameras, and clothing. Our system gives 
Amazon’s owners and stockholders the right to make a profit from the company’s suc-
cess. It gives Amazon’s management the right to compete with bookstore rival Barnes 
& Noble and electronics giant Sony. It also gives you the right to choose.

In this chapter, we look briefly at what business is and how it became that way. 
First, we discuss what you must do to be successful in the world of business and 
explore some important reasons for studying business. Then we define business, not-
ing how business organizations satisfy their customers’ needs and earn profits. Next, 
we examine how capitalism and command economies answer four basic economic 
questions. Then our focus shifts to how the nations of the world measure economic 
performance, the phases in a typical business cycle, and the four types of competitive 
situations. Next, we look at the events that helped shape today’s business system, the 
current business environment, and the challenges that businesses face.

YouR FuTuRE In THE CHAngIng 
WoRld oF BusInEss

The key word in this heading is changing. When faced with both economic problems 
and increasing competition not only from firms in the United States but also from 
international firms located in other parts of the world, employees and managers began 
to ask the question: What do we do now? Although this is a fair question, it is difficult 
to answer. Certainly, for a college student taking business courses or an employee 
just starting a career, the question is even more difficult to answer. Yet there are still 
opportunities out there for people who are willing to work hard, continue to learn, and 
possess the ability to adapt to change. Let’s begin our discussion in this section with 
three basic concepts.

●● What do you want?
●● Why do you want it?
●● Write it down! 

During a segment on a national television talk show, Joe Dudley, one of the 
world’s most respected black business owners, gave the preceding advice to anyone 
who wanted to succeed in business. His advice can help you achieve success. What is 
so amazing about Dudley’s success is that he started a manufacturing business in his 
own kitchen, with his wife and children serving as the new firm’s only employees. He 
went on to develop his own line of hair-care and cosmetic products sold directly to 
cosmetologists, barbers, beauty schools, and consumers in the United States and 18 
foreign countries. Today, Mr. Dudley has a multimillion-dollar empire—one of the 

1
Discuss what you must do to 
be successful in the world of 
business.
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Chapter 1   exploring the World of business and economics 5

most successful minority-owned companies in the nation. He is not only a successful 
business owner but also a winner of the Horatio Alger Award—an award given to 
outstanding individuals who have succeeded in the face of adversity.2 

Although many people would say that Joe Dudley was just lucky or happened to 
be in the right place at the right time, the truth is that he became a success because he 
had a dream and worked hard to turn his dream into a reality. Today, Dudley’s vision 
is to see people succeed—to realize “The American Dream.” He would be the first to 
tell you that you have the same opportunities that he had. According to Mr. Dudley, 
“Success is a journey, not just a destination.”3

Whether you want to obtain part-time employment to pay college and living 
expenses, begin your career as a full-time employee, or start a business, you must bring 
something to the table that makes you different from the next person. Employers and 
our economic system are more demanding than ever before. Ask yourself: What can 
I do that will make employers want to pay me a salary? What skills do I have that 
employers need? With these two questions in mind, we begin the next section with 
another basic question: Why study business?

Why study Business?
The potential benefits of higher education are enormous. To begin with, there are 
economic benefits. Over their lifetimes, college graduates on average earn much more 
than high school graduates. Although lifetime earnings are substantially higher for 
college graduates, so are annual income amounts (see Figure 1.1). In addition to higher 
income, you will find at least five compelling reasons for studying business.

For Help in Choosing a Career What do you want to do with the rest of your 
life? At some time in your life, someone probably has asked you this same ques-
tion. Like many people, you may find it a difficult question to answer. This business 
course will introduce you to a wide array of employment opportunities. In private 
enterprise, these range from small, local businesses owned by one individual to large 
companies such as American Express and Marriott International that are owned by 
thousands of stockholders. There are also employment opportunities with federal, 
state, county, and local governments and with charitable organizations such as the 
Red Cross and Save the Children. For help in deciding which career might be right 
for you, read Appendix A: Careers in Business, which appears on the text Web site. 
To view this information:

 1. Go to www.cengagebrain.com.
 2. At the CengageBrain.com home page, search for the ISBN for your book (located 

on the back cover of your book) using the search box at the top of the page. 
This will take you to the product page where free companion resources can be 
found.

Education makes a difference. dollar amounts represent  
the median salary for full-time workers.

source: the 2012 statistical abstract of the u.s. Web site at www.census.gov (accessed January 10, 2012). salary amounts were obtained from table 692. 

Figure 1.1 Who Makes the Most Money?

High school graduate

Some college, no degree

Associate’s degree

Bachelor’s degree or more

$39,647

$48,413

$56,789

$82,722
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6 Part 1   the environment of business

cultural (or workplace) 
diversity differences among 
people in a workforce owing to 
race, ethnicity, and gender

In addition to career information in Appendix A, a number of additional Web 
sites provide information about career development. For more information, visit the 
following sites:

●● Career Builder at www.careerbuilder.com
●● Career One Stop at www.careeronestop.org
●● Monster at www.monster.com

To click your career into high gear, you can also use online networking to advance 
your career. Web sites like Facebook, Twitter, LinkedIn, and other social media sites 
can help you locate job openings, help prospective employers to find you, and make a 
good impression on current and future bosses. To make the most of online networking, 
begin by identifying and joining sites where you can connect with potential employers, 
former classmates, and others who may have or may hear of job openings. Next, be 
sure your online profiles, photographs, and posts communicate your abilities and inter-
est without being offensive or overly revealing. Finally, be ready to respond quickly 
when you spot a job opening. 

One thing to remember as you think about what your ideal career might be is that 
a person’s choice of a career ultimately is just a reflection of what he or she values and 
holds most important. What will give one individual personal satisfaction may not sat-
isfy another. For example, one person may dream of a career as a corporate executive 
and becoming a millionaire before the age of 30. Another may choose a career that has 
more modest monetary rewards but that provides the opportunity to help others. What 
you choose to do with your life will be based on what you feel is most important. And 
you are a very important part of that decision.

To Be a successful Employee Deciding on the type of career you want is only the 
first step. To get a job in your chosen field and to be successful at it, you will have to  
develop a plan, or a road map, that ensures that you have the skills and knowledge  
the job requires. You will also be expected to have the ability to work well with many 
types of people in a culturally diverse workforce. cultural (or workplace) diversity 
refers to the differences among people in a workforce owing to race, ethnicity, and 

Career
suCCess
Show Off Your Skills with Digital Merit Badges 
Made of pixels instead of fabric, the next 
generation of merit badges is on its way, 
bringing new possibilities for showing off 

your skills via digital badges on your Web site, 
blog, or Facebook page. The point is to encourage students, 
career-changers, veterans, and learners of all ages to acquire 
or polish skills that can be helpful in career moves and in life. 
Whether you’re just entering the workforce or you want to 
branch out into a new field, take a look at what digital merit 
badges have to offer. 

The MacArthur Foundation is partnering with organizations 
such as the Smithsonian and the U.S. Department of Veterans 
Affairs to encourage and recognize skill attainment in a variety 
of areas through its “Badges for Lifelong Learning” program. 

In the works are badges for financial literacy, engineering 
design, filmmaking, mathematics proficiency, natural history, 
and military experience. “The badges are another way to tell 
the story of who you are and what you know,” explains a 
MacArthur executive. 

TopCoder, a Connecticut company, awards digital badges 
(and cash) to those who earn top scores in its international 
programming competitions. NASA has teamed up with the 
Boy Scouts of America and the Girl Scouts of America to offer 
badges in robotics. Is a digital merit badge in your future?

sources: based on information in anne eisenberg, “For Job hunters, Digital merit badges,” 
New York Times, november 20, 2011, p. bu-3; sam Kilb, “Credentials, the next generation,” 
New York Times Education Life, november 6, 2011, p. 10; leslie Katz, “boy scouts Can now 
earn robotics merit badge,” Cnet News, april 10, 2011, http://news.cnet.com.
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Chapter 1   exploring the World of business and economics 7

gender. These skills, together with a working knowl-
edge of the American business system and an apprecia-
tion for a culturally diverse workplace, can give you an 
inside edge when you are interviewing with a prospec-
tive employer.

This course, your instructor, and all of the resources 
available at your college or university can help you to 
acquire the skills and knowledge you will need for a 
successful career. But do not underestimate your part 
in making your dream a reality. In addition to the job-
related skills and knowledge you’ll need to be successful in a 
specific job, employers will also look for the following charac-
teristics when hiring a new employee or promoting an existing 
employee:

●● Honesty and integrity
●● Willingness to work hard
●● Dependability
●● Time management skills
●● Self-confidence
●● Motivation
●● Willingness to learn
●● Communication skills
●● Professionalism 

Employers will also be interested in any work experience 
you may have had in cooperative work/school programs, dur-
ing summer vacations, or in part-time jobs during the school 
year. These things can make a difference when it is time to 
apply for the job you really want.

To Improve Your Management skills Often, employees become managers or 
supervisors. In fact, many employees want to become managers because managers 
often receive higher salaries. Although management obviously can be a rewarding 
career, what is not so obvious is the amount of time and hard work needed to achieve 
the higher salaries. For starters, employers expect more from managers and supervi-
sors than ever before. Typically, the heavy workload requires that managers work long 
hours, and most do not get paid overtime. They also face increased problems created 
by the economic crisis, increased competition, employee downsizing, the quest for 
improved quality, and the need for efficient use of the firm’s resources.

To be an effective manager, managers must be able to perform four basic man-
agement functions: planning, organizing, leading and motivating, and controlling. All 
four topics are discussed in Chapter 6, Understanding the Management Process. To 
successfully perform these management functions, managers must possess four very 
important skills.

●● Interpersonal skills—The ability to deal effectively with individual employees, 
other managers within the firm, and people outside the firm.

●● Analytic skills—The ability to identify problems correctly, generate reasonable 
alternatives, and select the “best” alternatives to solve problems.

●● Technical skills—The skill required to accomplish a specific kind of work being 
done in an organization. Although managers may not actually perform the techni-
cal tasks, they should be able to train employees and answer technical questions.

●● Conceptual skills—The ability to think in abstract terms in order to see the “big 
picture.” Conceptual skills help managers understand how the various parts of an 
organization or idea can fit together.

Personal
Apps

Sometimes you have to reach for success! There’s an 
old saying that if you choose a career you like, you never 
have to work a day in your life. For most people, the first 
decision is choosing a career. Then the material in the 
sections “To Be a Successful Employee” and “To Improve 
Your Management Skills” can help you achieve success.
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In addition to the four skills just described, a successful manager will need many 
of the same characteristics that an employee needs to be successful. 

To start Your own Business Some people prefer to work for themselves, and they 
open their own businesses. To be successful, business owners must possess many of the 
same characteristics that successful employees have, and they must be willing to work 
hard and put in long hours.

It also helps if your small business can provide a product or service that custom-
ers want. For example, Steve Demeter, the CEO and founder of the software develop-
ment firm Demiforce, began his career by creating the Trism application for the Apple 
iPhone. Trism was an immediate sensation and sold 50,000 copies at $4.99 in its first 
two months on Apple’s AppStore. Now Demeter and the employees at Demiforce are 
working with a number of promising ideas in the works all with one goal in mind: to 
provide games and applications that people want.4

Unfortunately, many small-business firms fail: Approximately 70 percent of them 
fail within the first ten years. Typical reasons for business failures include undercapi-
talization (not enough money), poor business location, poor customer service, unquali-
fied or untrained employees, fraud, lack of a proper business plan, and failure to seek 
outside professional help. The material in Chapter 5, Small Business, Entrepreneurship, 
and Franchises, and selected topics and examples throughout this text will help you to 
decide whether you want to open your own business. This material will also help you 
to overcome many of these problems.

To Become a Better Informed Consumer and Investor The world of business 
surrounds us. You cannot buy a home, a new Ford Fusion Hybrid from the local Ford 
dealer, a pair of jeans at Gap Inc., or a hot dog from a street vendor without entering a 
business transaction. Because you no doubt will engage in business transactions almost 
every day of your life, one very good reason for studying business is to become a more 
fully informed consumer. 

Many people also rely on a basic understanding of business to help them to invest 
for the future. According to Julie Stav, Hispanic stockbroker-turned-author/radio per-
sonality, “Take $25, add to it drive plus determination and then watch it multiply 
into an empire.”5 The author of Get Your Share believes that it is important to learn 
the basics about the economy and business, stocks, mutual funds, and other alterna-
tives before investing your money. She also believes that it is never too early to start 
investing. Although this is an obvious conclusion, just dreaming of being rich does not 
make it happen. In fact, like many facets of life, it takes planning and determination 
to establish the type of investment program that will help you to accomplish your 
financial goals.

special note to Business students
It is important to begin reading this text with one thing in mind: This business course 
does not have to be difficult. We have done everything possible to eliminate the 
problems that you encounter in a typical class. All of the features in each chapter have 
been evaluated and recommended by instructors with years of teaching experience. In 
addition, business students were asked to critique each chapter component. Based on 
this feedback, the text includes the following features:

●● Learning objectives appear at the beginning of each chapter.
●● Inside Business is a chapter-opening case that highlights how successful companies 

do business on a day-to-day basis.
●● Margin notes are used throughout the text to reinforce both learning objectives 

and key terms.
●● Two boxed features in each chapter chosen from Career Success, Entrepreneurial 

Success, Ethical Success or Failure?, and Going for Success highlight how both 
employees and entrepreneurs can be successful.
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●● Two Personal Apps in each chapter provide special student-centered examples and 
explanations that help you immediately grasp and retain the material.

●● Sustaining the Planet features provide information about companies working to 
protect the environment.

●● Social Media features provide examples of how businesses and individuals are 
using social networking and social media sites.

●● End-of-chapter materials provide questions about the opening case, a chapter sum-
mary, a list of key terms, review and discussion questions, and two cases. 

●● The last section of every chapter is entitled Building Skills for Career Success and 
includes exercises devoted to enhancing your social media skills, building commu-
nication skills with a journal exercise, developing critical-thinking skills, building 
team skills, and researching different careers.

●● End-of-part materials provide a continuing video case about Graeter’s Ice Cream, 
a company that operates a chain of retail outlets in the Cincinnati, Ohio, area and 
sells to Kroger Stores throughout the country. Also, at the end of each major part 
is an exercise designed to help you to develop the components that are included in 
a typical business plan.

In addition to the text, a number of student supplements will help you to explore 
the world of business. We are especially proud of the Web site that accompanies this 
edition. There, you will find online study aids, such as interactive quizzes, key terms 
and definitions, student PowerPoint slides, crossword puzzles, and links to the videos 
for each chapter. If you want to take a look at the Internet support materials available 
for this edition of Business,

 1. Go to www.cengagebrain.com.
 2. At the CengageBrain.com home page, search for the ISBN for your book (located 

on the back cover of your book) using the search box at the top of the page. This 
will take you to the textbook Web site where free companion resources can be 
found.

As authors, we want you to be successful. We know that your time is valuable and 
that your schedule is crowded with many different activities. We also appreciate the 
fact that textbooks are expensive. Therefore, we want you to use this text and get the 
most out of your investment. To help you get off to a good start, a number of sugges-
tions for developing effective study skills and using this text are provided in Table 1.1. 

Table 1.1  Seven Ways to Use this Text and Its Resources

1.  prepare before you 
go to class.

early preparation is the key to success in many of life’s activities. Certainly, early preparation can 
help you to participate in class, ask questions, and improve your performance on examinations.

2. read the chapter. although it may seem like an obvious suggestion, many students never take the time to really  
read the material. Find a quiet space where there are no distractions, and invest enough time  
to become a “content expert.”

3.  underline or 
highlight important 
concepts.

make this text yours. Do not be afraid to write on the pages of your text or highlight important 
material. it is much easier to review material if you have identified important concepts.

4. take notes. While reading, take the time to jot down important points and summarize concepts in your own 
words. also, take notes in class.

5. apply the concepts. learning is always easier if you can apply the content to your real-life situation. think about how 
you could use the material either now or in the future.

6.  practice critical 
thinking.

test the material in the text. Do the concepts make sense? to build critical-thinking skills, answer 
the questions that accompany the cases at the end of each chapter. also, many of the exercises in 
the building skills for Career success require critical thinking.

7.  prepare for the 
examinations.

allow enough time to review the material before the examinations. Check out the summary and 
review questions at the end of the chapter. then use the resources on the text Web site.
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