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Pref

Driverless cars, mobile commerce, the Internet of Things, cloud
computing, crowdsourcing—with such revolutionary innova-
tions, the business environment continues to transform as infor-
mation explodes and physical, virtual, and electronic environ-
ments blend. As traditional companies and start-ups continue to
innovate, ongoing change is causing a radical transformation in
today’s business environment, where new industries, business
models, and technologies are continually being discovered. The
result is exciting new opportunities and growth-oriented career
prospects for business students. Now more than ever, business
moves at an unimaginable pace. With this edition of Contempo-
rary Business, we hope to take you on a journey filled with pros-
pects for your own exciting growth and change.

The first edition of Contemporary Business, published in 1976,
states, “Contemporary Business is a student’s textbook. It is de-
signed to enlighten and enchant the reader as he or she is intro-
duced to the fascinating world of business.” We remain committed
to enlightening the reader; thus the 17th edition of Contemporary
Business contains cutting-edge and timely business topics. You’ll
find this newly revised edition provides context for what the global
business environment holds in store for today’s students.

A wide variety of global issues, ideas, industries, technolo-
gies, and career insights are presented in a straightforward,
application-based format. The goal of Contemporary Business
is to improve a student’s ability to evaluate and provide solu-
tions to today’s global business challenges and ultimately to
thrive in today’s fast-paced business environment.

Pedagogical Features

The 17th edition is filled with new pedagogy in each chapter,
along with updates and revisions to key features:

+ Each chapter begins with Learning Objectives that provide
students with an overview of the major concepts covered in
the chapter. Key terms are highlighted and defined in chapter
margins.

+ Industry Insider, a new opening vignette for each chapter,
highlights business leaders within growth industries. Each
opener lays the groundwork for discussing chapter topics,
with the goal of drawing the student’s attention to a profes-
sional within a company or organization while highlighting an
industry ripe with career opportunities for business majors.
Examples include Sundar Pichai of Google; Charles Best of
Donorschoose.org; Apple’s Angela Ahrendts; Pharrell Williams,
producer, musician, philanthropist, and entrepreneur; Chicago
Cubs manager Joe Maddon; and Deloitte CEO Cathy Engelbert.

+ The Business Model feature provides students with success
stories that focus on traditional and start-up companies,

business leaders, and entrepreneurs. Specific topics include
the growth and popularity of Shake Shack restaurants; the
rise of “athleisure” apparel; the use of advertising on NBA jer-
seys; how start-up Casper Mattress keeps the mattress indus-
try awake; Under Armour’s resilient stock price, Disney’s first
female CFO; and Dollar Shave Club’s e-commerce success.

+ The EcoBiz feature highlights new and insightful ways com-
panies are conducting business in a sustainable and socially
responsible manner in an effort to protect the environment.
Specific topics include Cheerio’s “No GMO” policy, transform-
ing trash into fashion, and how Starbucks uses crowdsourc-
ing for energy-saving ideas.

+ New to this edition, the Business & Information Technology
feature highlights the intersection between business and
technology for companies across many industries. Topics in-
clude Nordstrom’s technology overhaul, the ALS Social Media
Ice Bucket Challenge, United Airlines’ use of iPhones to mobi-
lize agents, how technology helps UPS deliver, and L'Oréal’s
virtual cosmetic counter.

+ Judgment Call provides various business scenarios and
ethical dilemmas where students are asked to decide what
is appropriate. Examples include VW’s failed emissions test,
soaring drug prices despite falling demand, the rise of acti-
vist investors, and the ethics of surge pricing for car sharing
services. Each Judgment Call feature includes questions for
individual or group discussion.

+ New to this edition is the Job DNA feature that describes the
responsibilities, requirements (including soft skills), and out-
look for certain careers for business majors. Examples include
fundraiser/development director, economic analyst, corporate
communication specialist, marketing research analyst, account-
ant and auditor business operations associate, and investment
banker.

+ End-of-Chapter Cases, the majority of which are new, en-
hance learning and fine-tune decision-making skills. Compa-
nies and topics discussed include Shinola, Yelp, SoFi (Social
Finance), the Heinz-Kraft merger, and tax implications for the
Internet of Things.

+ To help understand introductory business concepts, Video
Cases in 17 of the chapters highlight a range of companies
and industries. Examples include Necco, Zipcar, Timberland,
and TripAdvisor.

Also New to the 17th Edition

This edition of Contemporary Business has been thoroughly
revised to reflect the major trends influencing business today.
In recent years, nothing has had a greater impact on business




than technology, and in some shape or form every business is a
technology business. Throughout the textbook, new material,
updates, and overviews of new, global business trends have
been added. Some of these include:

Understanding the knowledge economy to compete in global
markets

« Career readiness, soft skills, and career opportunities
throughout sectors

+ Bestindustries for starting a new business
« B corporations as a force for good
« Impact of activist shareholders on business strategies

« Employee collaboration and increased engagement via the
cloud

+ Workplace diversity and inclusion efforts
+ Nonprofits combining goods and services with a cause
+ Environmental scanning as part of marketing research
« Managing big data for business decisions

« Information technology trends, mobility, and the Internet of
Things ecosystem

« How investment goals and strategies change over a lifetime

Teaching and Learning
Program

With decades of experience teaching introduction to business
courses, and an overwhelming amount of student feedback,
the authors have updated each chapter of the 17th edition to
include relevant, intriguing, and up-to-date examples designed
to provide a greater understanding of the content presented.
Diverse business sectors are highlighted throughout the chap-
ters, including nonprofits, music, consumer products, hospital-
ity, electronics, health and fitness, e-commerce, apparel, retail,
manufacturing, financial services, and automobiles.

Topics, examples, and exercises have been carefully cho-
sen to reflect the diverse range of interests and experiences of
students who may be studying in the United States or abroad
in a variety of educational settings. Along with those students
who may be interested in simply learning more about what
“business” really entails, Contemporary Business is written to
appeal to students interested in or contemplating business as
a major.

Designed to engage students and to enliven traditional
and online classroom discussion and debate, the 17th edition
has been written in a friendly and conversational manner. To
further enhance the learning process with WileyPLUS Learning
Space, instructors and students receive 24/7 access to adaptive
learning and a variety of resources proven to promote positive
learning outcomes.
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The interactive Learning Styles Survey, an especially
useful tool, helps students identify how they learn best and
provides useful study tips for each type of learner. Resources
throughout the learning program have been mapped for learn-
ing styles as well.

For Instructors A robust set of resources helps instruc-
tors easily navigate a traditional or online classroom learning
environment. Designed to provide a “turnkey” solution for in-
structors working within diverse learning environments, mate-
rials engage students who possess different learning styles, and
they are designed to aid in comprehension, critical thinking,
and application of text concepts. All major teaching materials
are contained within WileyPLUS Learning Space and include the
Instructor’s Manual, PowerPoint Presentations, a comprehen-
sive Test Bank, Weekly Updates, and the Wiley Business Video
Series. Most resources also can be found on the book’s compan-
ion site at www.wiley.com/college/boone.

WileyPLUS Learning Space with ORION

WileyPLUS Learning Space is an innovative, research-based, on-
line environment for effective teaching and learning. It’s a place
where students can learn, collaborate, and grow. WileyPLUS
Learning Space transforms any Introduction to Business course
into avibrant, collaborative online learning community. Through
a personalized experience, students create their own study guide
while interacting with course content and learning activities.

WileyPLUS Learning Space combines adaptive learning
with a dynamic e-textbook for your introduction to business
course—ready-to-use tools for instructors to effectively and
quickly organize learning activities, manage and encourage
student collaboration, and customize your course to include
any and all of your own content.

Instructor benefits and capabilities:

« Assign activities

+ Add your own customized materials and handouts in a single
go-to location

« Create collaborative learning groups
« Evaluate and encourage student engagement

+ Gain an edge from sophisticated reporting and diagnostic
tools that provide greater detail and immediate insight into
student learning earlier in the course

Within WileyPLUS Learning Space is ORION, an interactive
learning module, provided for each chapter. Based on the lat-
est findings in cognitive science, ORION provides students with
a personal and adaptive learning experience, whereby the ma-
terial is adapted to specific learning needs. The feedback is
immediate and the learning program is individualized, so that
with immediate feedback students can build upon areas of
strength and improve and overcome areas of weaknesses. This
allows today’s busy students to maximize their study time most
effectively and efficiently.
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ORION can be used as:

+ A pre-lecture assessment tool to evaluate conceptu-
al knowledge so that students can arrive to class better
prepared.

+ A personalized study guide that helps students evaluate
strengths and weaknesses as well as areas where more time
should be invested. This is particularly helpful when it comes
to preparing for quizzes and exams.

Additional Instructor Resources available
with WileyPLUS Learning Space wileyrLUs

Learning Space provides students with a 24/7 customizable on-
line platform with multiple resources that reinforces goals both
inside and outside the classroom. Students have instant access
to adaptive learning and feedback on their individual progress,
while instructors can quickly analyze class results to assess
areas of weakness in which students might need further assis-
tance. The following resources are included and can be used for
classroom presentations.

Ready-to-go teaching materials and assess-
ments to help instructors maximize their
time:

« Instructor’s Manual with teaching suggestions, lecture starters,
ideas for classroom exercises, discussions, and questions by
chapter.

Acknowledgments

Contemporary Business has long benefited from the instructors
who have offered their time as reviewers. Feedback for the
17th edition and ancillary materials was provided by the fol-
lowing colleagues: Richard Jaeckel, Metropolitan Community
College; Paul Londrigan, Mott Community College; Christopher
Osuanah, Reynolds Community College; Kevin Raiford, College
of Southern Nevada; Thomas Rankin, Anne Arundel Community
College; Alexander Sepulveda, Monroe College; and Stephen
Sutterlein, Northern Virginia Community College.
Contemporary Business has clearly evolved since the first
edition was published in 1976—the same year Steve Jobs and
Steve Wozniak created a company called Apple, to sell small,
easy-to-use computers. The 17th edition would not have been
possible without the dedicated team of editorial, production,
and marketing professionals from John Wiley and Sons. Many
thanks to Jennifer Manias, Sponsoring Editor, who not only
possesses a calm, no-nonsense approach to executing effec-
tively, efficiently, and on time but is also a pleasure to work
with; Lisé Johnson, Executive Editor, who makes herself avail-
able on an almost 24/7 basis with the positivity, technical

« Lecture PowerPoint presentations

+ Test bank

+ Gradebook through WileyPLUS

« Wiley Contemporary Business Weekly Updates

Additional Student Resources available
within WileyPLUS Learning Space:

+ Digital version of the complete textbook
« Interactive flash cards

+ Practice exams

+ Career-focused student case videos

Interactive case studies

Business hot topics (ethics, project management, sustaina-
bility, business plan, financial crisis)

 End-of-chapter videos

Learning styles survey

Crossword puzzles

+ Study guide

PowerPoint presentations

« Virtual Career Center, including career coaching videos,
CareerShift, InsideTrack, and ePortfolio assistance

knowledge, and can-do attitude that is an anomaly and un-
surpassed in the publishing industry; Christopher DeJohn, Ex-
ecutive Marketing Manager, who brings top-notch marketing
creativity, energy, and insight; Rebecca Costantini, Product
Design Associate, who has great vision, an A+ attitude, and
lightning-fast follow-through; George Hoffman, Vice President
and Director; Emma Townsend-Merino, Assistant Development
Editor; Valerie Vargas, Senior Production Editor; Harry Nolan,
Creative Director; Wendy Lai, Senior Designer; Mary Ann Price,
Senior Photo Editor; and Jackie Henry, Project Manager at
Aptara.

In addition, we have been very fortunate to work with Cate
Rzasa, a knowledgeable problem solver with impeccable atten-
tion to detail, insight, and foresight. Her editorial and produc-
tion efforts, perseverance, humor, and ability to execute seam-
lessly are immensely appreciated.

The publishing representatives of John Wiley and Sons de-
serve our utmost respect and gratitude for their tireless efforts
when it comes to traversing the country to differentiate Contem-
porary Business with professors in a competitive marketplace.



Personal Appreciation from Susan Berston: Much
gratitude to a special friend, Ken Hershbell, who also happens to
be one of the most knowledgeable and steadfast publishing rep-
resentatives in the business. John Wiley and Sons is truly lucky
to have you, and it’s always such a nice surprise when | see you
waiting outside my classroom door. Thank you for bringing me

PREFACE ix

to John Wiley and Sons. And to Dave Kurtz—from the first time
I met you, Diane, and the canine kids—Lucy, Molly, and Daisy—I
knew right away that | would be humbled and honored to have
the opportunity to continue the lasting legacy created by you
and Gene. Thank you.



Brief Contents

PREFACE vi

1 The Changing Face of Business 1

2 Business Ethics and Social
Responsibility 27

3 Economic Challenges Facing Business
Today 56

4 Competingin World Markets 84

5 Forms of Business Ownership and
Organization 114

6 Starting Your Own Business: The
Entrepreneurship Alternative 147

7 Management, Leadership, and the Internal

Organization 171

8 Human Resource Management: From
Recruitment to Labor Relations 199

9 Top Performance through Empowerment,

Teamwork, and Communication 226

10 Production and Operations
Management 251

11 Customer-Driven Marketing 278

12

13

14

15

16

17

18

Product and Distribution Strategies 308
Promotion and Pricing Strategies 340

Using Technology to Manage
Information 372

Understanding Accounting and Financial
Statements 400

The Financial System 430
Financial Management 460

Trends in E-Commerce 485

APPENDIX A Business Law 509

APPENDIX B Insurance and Risk

Management 525

APPENDIX ¢ Personal Financial Planning 535

ApPENDIX D Developing a Business Plan 546

APPENDIX E  Careersin Contemporary

Business 554

APPENDIX F  Launching Your Career 571

GLOSSARY / NOTES / COMPANY INDEX / NAME INDEX /
SUBJECT INDEX




PREFACE vi

1 The Changing Face of Business 1

1 Whatls Business? 2
Not-for-Profit Organizations 3
2 Factors of Production 4
3 The Private Enterprise System 6
Basic Rights in the Private Enterprise System 7
The Entrepreneurship Alternative 7
4 Seven Erasin the History of Business 9
The Colonial Period 10
The Industrial Revolution 10
The Age of Industrial Entrepreneurs 10
The Production Era 11
The Marketing Era 11
The Relationship Era 12
The Social Era 13
5 Current Business Workforce Trends 14
Changes in the Workforce 15
6 Today’s Manager 17
Importance of Vision 17
Importance of Critical Thinking and Creativity 18
Ability to Lead Change 19
7 What Makes a Company Admired? 20
What’s Ahead 21
Chapter in Review 21
Summary of Learning Objectives 21
Business Terms You Need to Know 23
Review Questions 23
Projects and Teamwork Applications 23
Web Assignments 24
Case 1.1 Mars Expands Its Sweet Line of Business 24
Case 1.2 Live Nation’s Business Continues to Thrive 25
Case 1.3 TripAdvisor: “Speed Wins” 25

2 Business Ethics and Social
Responsibility 27

1 Concern for Ethical and Societal Issues 28

2 The Contemporary Ethical Environment 29
Individuals Make a Difference 31
Development of Individual Ethics 31
On-the-Job Ethical Dilemmas 32

3 How Organizations Shape Ethical Conduct 35
Ethical Awareness 35
Ethical Education 35
Ethical Action 36
Ethical Leadership 37

NLen

4  Acting Responsibly to Satisfy Society 37
Responsibilities to the General Public 39
Responsibilities to Customers 44
Responsibilities to Employees 46

5 Responsibilities to Investors and the Financial
Community 50

What’s Ahead 51
Chapter in Review 51

Summary of Learning Objectives 51

Business Terms You Need to Know 52

Review Questions 52

Projects and Teamwork Applications 53

Web Assignments 53

Case 2.1 Whole Foods Shares Salary Data with Employees 53

Case 2.2 Tech Philanthropists Lead the Way 54

Case 2.3 Being Socially Responsible Helps Timberland
Thrive 54

3 Economic Challenges Facing
Business Today se

1  Microeconomics: The Forces of Demand and
Supply 57
Factors Driving Demand 58
Factors Driving Supply 60
How Demand and Supply Interact 62
2 Macroeconomics: Issues for the Entire Economy 63
Capitalism: The Private Enterprise System
and Competition 63
Planned Economies: Socialism and Communism 66
Mixed Market Economies 67
3 Evaluating Economic Performance 68
Flattening the Business Cycle 69
Productivity and the Nation’s Gross Domestic Product 70
Price-Level Changes 70
4  Managing the Economy’s Performance 74
Monetary Policy 74
Fiscal Policy 75
5 Global Economic Challenges 77
What’s Ahead 78
Chapter in Review 78
Summary of Learning Objectives 78
Business Terms You Need to Know 80
Review Questions 80
Projects and Teamwork Applications 81
Web Assignments 81
Case 3.1 Court Blocks Sysco and US Foods Merger 82
Case 3.2 Pawnshops: Fast Access to Capital 82
Case 3.3 Secret Acres: Selling Comics Is Serious Business 82



xii CONTENTS

4 Competingin World Markets sa

1 Why Nations Trade 85
International Sources of Factors of Production 85
Size of the International Marketplace 86
Absolute and Comparative Advantage 87
2 Measuring Trade between Nations 88
Major U.S. Exports and Imports 89
Exchange Rates 90
3 Barriers to International Trade 91
Social and Cultural Differences 92
Economic Differences 93
Political and Legal Differences 94
Types of Trade Restrictions 97
4 Reducing Barriers to International Trade 98
Organizations Promoting International Trade 98
International Economic Communities 99
NAFTA 100
CAFTA-DR 100
European Union 101
5 GoingGlobal 102
Levels of Involvement 103
From Multinational Corporation to Global Business 106
6 Developing a Strategy for International Business 107
Global Business Strategies 107
Multidomestic Business Strategies 108
What’s Ahead 108
Chapter in Review 109
Summary of Learning Objectives 109
Business Terms You Need to Know 110
Review Questions 111
Projects and Teamwork Applications 111
Web Assignments 111
Case 4.1 American Hipster Bikes Go Global 112
Case 4.2 Chinese Consumers and Medical Tourism 112
Case 4.3 Unbiased Travel Reviews: TripAdvisor Speaks Your
Language 112

S5 Forms of Business Ownership and
Organization 114

1 Most Businesses Are Small Businesses 115
What Is a Small Business? 115
Typical Small-Business Ventures 116

2 Contributions of Small Business
to the Economy 118
Creating New Jobs 118
Creating New Industries 119
Innovation 120

3 Why Small Businesses Fail 120
Management Shortcomings 120
Inadequate Financing 121
Government Regulation 121

4 The Business Plan: A Foundation
for Success 122
5 Assistance for Small Businesses 123
Small Business Administration 124
Local Assistance for Small Businesses 125
Private Investors 126
Small-Business Opportunities for Women and
Minorities 126
6 Franchising 128
The Franchising Sector 128
Franchising Agreements 128
Benefits and Challenges of Franchising 128
7 Forms of Private Business Ownership 131
Sole Proprietorships 131
Partnerships 132
Corporations 132
Employee-Owned Corporations 134
Family-Owned Businesses 134
Not-for-Profit Corporations 135
8 Public and Collective Ownership
of Business 135
Public (Government) Ownership 135
Collective (Cooperative) Ownership 136
9 Organizing a Corporation 136
Types of Corporations 136
Where and How Businesses Incorporate 137
Corporate Management 137
10 When Businesses Join Forces 139
Mergers and Acquisitions (M&A) 139
Joint Ventures: Specialized Partnerships 139
What’s Ahead 140
Chapter in Review 140
Summary of Learning Objectives 140
Business Terms You Need to Know 142
Review Questions 143
Projects and Teamwork Applications 143
Web Assignments 143
Case 5.1 Drones Do More than Just Deliver 144
Case 5.2 Why Family Businesses Leave the Family 144
Case 5.3 The Mei Mei Group: A Family Affair
in Boston 145

6 Starting Your Own Business: The
Entrepreneurship Alternative 147

1 Whatls an Entrepreneur? 148
2 Categories of Entrepreneurs 149
3 Reasons to Choose Entrepreneurship
as a Career Path 150
Being Your Own Boss 151
Financial Success 151
Job Security 151
Quality of Life 151



CONTENTS  xiii

4  The Environment for Entrepreneurs 153 5 Managers as Decision Makers 183
Globalization 153 Programmed and Nonprogrammed Decisions 183
Education 153 How Managers Make Decisions 184
Information Technology 155 6 Managers as Leaders 185
Demographic and Economic Trends 156 Leadership Styles 185
5 Characteristics of Entrepreneurs 156 Which Leadership Style Is Best? 186
Vision 156 7 Corporate Culture 187
High Energy Level 157 8 Organizational Structures 188
Need to Achieve 157 Departmentalization 188
Self-Confidence and Optimism 157 Delegating Work Assignments 190
Tolerance for Failure 158 Types of Organization Structures 191
Creativity 159 What’s Ahead 194
Tolerance for Ambiguity 159 Chapter in Review 194
Internal Locus of Control 159 Summary of Learning Objectives 194
6 Starting a New Venture 160 Business Terms You Need to Know 196
Selecting a Business Idea 160 Review Questions 196
Creating a Business Plan 162 Projects and Teamwork Applications 196
Finding Financing 163 Web Assignments 197
Government Support for New Case 7.1 Zappos Tries On Holacracy for Size 197
Ventures 165 Case 7.2 BambooHR Says No to More Than a 40-Hour
7 Intrapreneurship 165 Workweek 197
What’s Ahead 166 Case 7.3 TripAdvisor: Unbiased Reviews and Management 198
Chapter in Review 166
Summary of Learning Objectives 166 8 Human Resource Management:

Business Terms You Need to Know 168

Review Questions 168 From Recruitment to Labor

Projects and Teamwork Applications 168 Relations 199
Web Assignments 169
Case 6.1 Shinola Watches: Built in Detroit 169 1 Human Resources: The People Behind the
Case 6.2 Glassybaby’s Light Shines 169 People 200
Case 6.3 Seed and Mill: Open Sesame for Entrepreneurial 2 Recruitment and Selection 201
Success 170 Finding Qualified Candidates 201

Selecting and Hiring Employees 201
3 Orientation, Training, and Evaluation 203

7 Management, Leadership, and Training Programs 203

the Internal Organization 171 Performance Appraisals 205
4 Compensation 206
1 Whatls Management? 172 Employee Benefits 207
The Management Hierarchy 172 Flexible Benefits 208
Skills Needed for Managerial Success 173 Flexible Work 209
Managerial Functions 174 5 Employee Separation 210
2 Setting a Vision and Ethical Standards Voluntary and Involuntary Turnover 210
for the Company 175 Downsizing 211
3 Thelmportance of Planning 177 Outsourcing 211
Types of Planning 177 6 Motivating Employees 212
Planning at Different Organizational Levels 179 Maslow’s Hierarchy of Needs Theory 212
4  The Strategic Planning Process 179 Herzberg’s Two-Factor Model of Motivation 214
Defining the Organization’s Mission 179 Expectancy Theory and Equity Theory 214
Assessing Your Competitive Position 181 Goal-Setting Theory and Management by Objectives 215
Setting Objectives for the Organization 182 Job Design and Motivation 216
Creating Strategies for Competitive Managers’ Attitudes and Motivation 216
Differentiation 182 7 Labor-Management Relations 217
Implementing the Strategy 182 Development of Labor Unions 217

Monitoring and Adapting Strategic Plans 183 Labor Legislation 218



Xiv. CONTENTS

The Collective Bargaining Process 218
Settling Labor-Management Disputes 218
Competitive Tactics of Unions and Management 219
The Future of Labor Unions 220
What’s Ahead 221
Chapterin Review 221
Summary of Learning Objectives 221
Business Terms You Need to Know 222
Review Questions 223
Projects and Teamwork Applications 223
Web Assignments 223
Case 8.1 “Upskilling” Helps Walmart Workers
Advance 224
Case 8.2 PwC Helps Employees with Student
Loans 224
Case 8.3 Timberland’s Culture Rooted in Community
Building 225

9 Top Performance through
Empowerment, Teamwork, and
Communication 226

1 Empowering Employees 227
Sharing Information and Decision-Making
Authority 227
Linking Rewards to Company Performance 228
2 Teams 230
3 Team Characteristics 232
Team Size 232
Team Level and Team Diversity 233
Stages of Team Development 233
4 Team Cohesiveness and Norms 235
Team Conflict 235
6 The Importance of Effective Communication 236
The Process of Communication 237
7 Basic Forms of Communication 238
Oral Communication 238

(¢,]

Written Communication 240
Formal Communication 241
Informal Communication 242
Nonverbal Communication 242
8 External Communication
and Crisis Management 244
What’s Ahead 245
Chapter in Review 246
Summary of Learning Objectives 246
Business Terms You Need to Know 248
Review Questions 248
Projects and Teamwork Applications 248
Web Assignments 248
Case 9.1 Teamwork Key to Ritz-Carlton’s Success 249
Case 9.2 Yelp’s Open Office Encourages Collaboration 249
Case 9.3 Necco Empowers and Engages Employees 250

10 Production and Operations
Management 251

1 The Strategic Importance of Production 253
Mass Production 253
Flexible Production 254
Customer-Driven Production 254
2 Production Processes 255
3 Technology and the Production Process 255
Green Manufacturing Processes 255
Robots 256
Computer-Aided Design and Manufacturing 257
Flexible Manufacturing Systems 258
Computer-Integrated Manufacturing 258
4 The Location Decision 258
5 The Job of Production Managers 261
Planning the Production Process 261
Determining the Facility Layout 262
Implementing the Production Plan 263
6 Controlling the Production Process 267
Production Planning 267
Routing 268
Scheduling 268
Dispatching 269
Follow-Up 269
7 Importance of Quality 270
Quality Control 271
ISO Standards 272
What’s Ahead 273
Chapter in Review 273
Summary of Learning Objectives 273
Business Terms You Need to Know 274
Review Questions 274
Projects and Teamwork Applications 275
Web Assignments 275
Case 10.1 Home Depot Gives Customers Retail Options 276
Case 10.2 Customization Gives Companies an Edge 276
Case 10.3 Necco Produces Classic Valentine’s Day
Treats 276

11 Customer-Driven Marketing 27s

1 WhatlIs Marketing? 279
How Marketing Creates Utility 280

2 Evolution of the Marketing Concept 281
Emergence of the Marketing Concept 282

3 Not-for-Profit and Nontraditional Marketing 282
Not-for-Profit Marketing 282
Nontraditional Marketing 283

4 Developing a Marketing Strategy 285
Selecting a Target Market 287
Developing a Marketing Mix for International

Markets 288



5 Marketing Research 288
Obtaining Marketing Research Data 289
Applying Marketing Research Data 290
Data Mining 290
6 Market Segmentation 291
How Market Segmentation Works 292
Segmenting Consumer Markets 292
Segmenting Business Markets 296
7 Consumer Behavior 298
Determinants of Consumer Behavior 298
Determinants of Business
Buying Behavior 299
Steps in the Consumer
Behavior Process 299
8 Relationship Marketing 299
Benefits of Relationship Marketing 300
Tools for Nurturing Customer Relationships 301
What’s Ahead 302
Chapter in Review 303
Summary of Learning Objectives 303
Business Terms You Need to Know 304
Review Questions 304
Projects and Teamwork Applications 305
Web Assignments 305

Case 11.1 Orthotics Ease Pain in Consumer Segments 306

Case 11.2 Mobile Game Maker Adapts to U.S. Market 306

Case 11.3 Mei Mei Group Communicates and Delivers
Value 307

12 Product and Distribution
Strategies 308

1 Product Strategy 309
Classifying Goods and Services 309
Marketing Strategy Implications 311
Product Lines and Product Mix 312
2 ProductLife Cycle 312
Stages of the Product Life Cycle 313
Marketing Strategy Implications of
the Product Life Cycle 314

Stages in New-Product Development 314
3 ProductIdentification 317
Selecting an Effective Brand Name 317

Brand Categories 317
Brand Loyalty and Brand Equity 318
Packages and Labels 320
4 Distribution Strategy 321
Distribution Channels 322
5 Wholesaling 324
Manufacturer-Owned Wholesaling Intermediaries
Independent Wholesaling Intermediaries 324
Retailer-Owned Cooperatives and Buying
Offices 325

324

CONTENTS Xxv

6 Retailing 325
Nonstore Retailers 326
Store Retailers 326
How Retailers Compete 328
7 Distribution Channel Decisions and
Logistics 330
Selecting Distribution Channels 330
Selecting Distribution Intensity 332
Logistics and Physical Distribution 332
What’s Ahead 334
Chapter in Review 335
Summary of Learning Objectives 335
Business Terms You Need to Know 336
Review Questions 337
Projects and Teamwork Applications 337
Web Assignments 337
Case 12.1 “Chucks” Remodeled After 800 Million Sold
Case 12.2 Warby Parker Adds Retail Stores 338
Case 12.3 Secret Acres: Getting the Word Out 338

13 Promotion and Pricing
Strategies 340

338

1 Integrated Marketing Communications 342
The Promotional Mix 343
Objectives of Promotional Strategy 344
Promotional Planning 345

2 Advertising 346
Types of Advertising 346
Advertising and the Product Life Cycle
Advertising Media 347

3 Sales Promotion 352
Consumer-Oriented Promotions 352

354

347

Trade-Oriented Promotions
Personal Selling 354
Public Relations 358
4  Pushing and Pulling Strategies 359
5 Pricing Objectives in the Marketing Mix 360
Profitability Objectives 360
Volume Objectives 360
Pricing to Meet Competition 361
Prestige Objectives 361
6 Pricing Strategies 362
Price Determination in Practice 362
Breakeven Analysis 362
Alternative Pricing Strategies 363
7 Consumer Perceptions of Prices 365
Price-Quality Relationships 365
0dd Pricing 366
What’s Ahead 366
Chapter in Review 366
Summary of Learning Objectives 366
Business Terms You Need to Know 368



Xvi CONTENTS

Review Questions 368

Projects and Teamwork Applications 368

Web Assignments 369

Case 13.1 Target Promotes Its Private-Label
Brands 369

Case 13.2 Marriott Partners with TripAdvisor 370

Case 13.3 Zipcar Informs, Persuades, and Reminds 370

14 Using Technology to Manage
Information 372

1 Technology Has Forever Changed
Business 373
2 Data, Information Systems, and
Big Data 374
3 Components and Types of Information
Systems 376
Databases 376
Types of Information Systems 378
4 Computer Hardware and Software 379
Types of Computer Hardware 379
Types of Computer Software 381
5 Networks, the Internet, and Cloud
Computing 383
Local Area Networks and Wide Area Networks 383
Wireless Local Networks 383
The Internet 383
Virtual Networks 384
Enterprise Computing 385
Cloud Computing 385
Application Service Providers 386
The Future of the Internet 386
6  Security and Ethical Issues Affecting
Information Systems 387
Cybercrime 387
Phishing Attacks 388
Cyberterrorism 388
Computer Viruses 388
Information Systems and Ethics 389
7 Disaster Recovery and Backup 391
8 Information Technology Trends 392
Mobility 392
The Internet of Things 392
What’s Ahead 393
Chapter in Review 394
Summary of Learning Objectives 394
Business Terms You Need to Know 396
Review Questions 396
Projects and Teamwork Applications 396
Web Assignments 397

Case 14.1 Khan Academy: Distributing Knowledge 397

Case 14.2 Skype Continues to Connect Millions 397
Case 14.3 Technology Drives Zipcar’s Success 398

15 Understanding Accounting and
Financial Statements 400

1 Users of Accounting Information 401
Business Activities Involving Accounting 402
2 Accounting Professionals 402
Public Accountants 402
Management Accountants 404
Government and Not-for-Profit Accountants 405
3 The Foundation of the Accounting System 406
4 TheAccounting Cycle 407
The Accounting Equation 408
The Impact of Computers and Technology
on the Accounting Process 409
5 Financial Statements 410
The Balance Sheet 411
The Income Statement 411
Statement of Owners’ Equity 414
Statement of Cash Flows 414
6 Financial Ratio Analysis 416
Liquidity Ratios 416
Activity Ratios 417
Profitability Ratios 418
Leverage Ratios 419
7 Budgeting 419
8 International Accounting 421
Exchange Rates 422
International Accounting Standards 423
What’s Ahead 424
Chapter in Review 424
Summary of Learning Objectives 424
Business Terms You Need to Know 426
Review Questions 426
Projects and Teamwork Applications 426
Web Assignments 427
Case 15.1 Forensic Accountants Search for Fraud 427
Case 15.2 Taxing Issues for the Internet of Things 428
Case 15.3 Mei Mei’s Secret Recipe: Attention
to Accounting Details 428

16 The Financial System 430

1 Understanding the Financial System 431

2 Types of Securities 433
Money Market Instruments 433
Bonds 433
Stock 436

3  Financial Markets 438

4 Understanding Stock Markets 440
The New York Stock Exchange 440
The NASDAQ Stock Market 441
Other U.S. Stock Markets 441
Foreign Stock Markets 441



ECNs and the Future of Stock Markets 441
Investor Participation in the Stock Markets 442
5 Financial Institutions 442
Commercial Banks 443
Savings Banks and Credit Unions 445
Nondepository Financial Institutions 446
Mutual Funds and Exchange Traded Funds 446
6 The Role of the Federal Reserve System 448
Organization of the Federal Reserve System 448
Check Clearing and the Fed 448
Monetary Policy 448
7 Regulation of the Financial System 450
How the Financial Crisis Unfolded 451
Bank Regulation 451
Government Regulation of the Financial Markets 452
Industry Self-Regulation 453
8 TheFinancial System: A Global Perspective 454
What’s Ahead 455
Chapter in Review 455
Summary of Learning Objectives 455
Business Terms You Need to Know 457
Review Questions 457
Projects and Teamwork Applications 457
Web Assignments 458
Case 16.1 Shareholder Meetings Go Virtual 458
Case 16.2 SoFi Takes a Radical Approach to Financing 459
Case 16.3 New Harvest Coffee Goes Beyond Fair Trade 459

17 Financial Management 460

1 TheRole of the Financial Manager 461
2 Financial Planning 464
3 Managing Assets 466
Short-Term Assets 466
Capital Investment Analysis 468
Managing International Assets 469
4 Sources of Funds and Capital Structure 470
Leverage and Capital Structure Decisions 470
Mixing Short-Term and Long-Term Funds 471
Dividend Policy 471
5 Short-Term Funding Options 473
Trade Credit 473
Short-Term Loans 473
Commercial Paper 474
6 Sources of Long-Term Financing 475
Public Sale of Stocks and Bonds 475
Private Placements 475
Venture Capitalists 475
Private Equity Funds 476
Hedge Funds 477
7  Mergers, Acquisitions, Buyouts, and Divestitures 477
What’s Ahead 479
Chapter in Review 479
Summary of Learning Objectives 479
Business Terms You Need to Know 481

CONTENTS  xvii

Review Questions 481

Projects and Teamwork Applications 482

Web Assignments 482

Case 17.1 How Ketchup Merged with Mac and Cheese 482

Case 17.2 Supply-Chain Financing Helps Cash Flow 483

Video Case 17.3 Seed + Mill Investors Keen on Sesame
Seed-Based Artisanal Food Products 483

18 Trendsin E-Commerce ass

1 The Capabilities of E-Commerce 486
Business Websites 487
2 B2BE-Commerce 488
Electronic Data Interchanges, Extranets, and
Private Exchanges 489
Electronic Exchanges and E-Procurement 490
3 B2CE-Commerce 490
Electronic Storefronts 491
Mobile Commerce 492
Who Are the Online Buyers and Sellers? 492
Benefits of B2C E-Commerce 492
4 E-Commerce Challenges 493
Developing Safe Online Payment Systems 493
Other Security and Privacy Issues 494
Internet Fraud 495
Channel Conflicts 496
5 Using the Web to Communicate 497
Online Communities 497
Blogs and Publishing Platforms 497
Web-Based Promotions 498
Social Media 499
6 The Global Environment for E-Commerce 500
7 Building and Managing a Website 502
Developing a Website 503
Measuring Website Effectiveness 503
8 Continuing Trends in E-Commerce 504
What’s Ahead 505
Chapter in Review 505
Summary of Learning Objectives 505
Business Terms You Need to Know 507
Review Questions 507
Projects and Teamwork Applications 507
Web Assignments 507
Case 18.1 Fashion Retailers Haul in Sales via YouTube 508
Case 18.2 ModCloth Offers Vintage Clothing Online
and Offline 508

APPENDIX A BusinessLaw 509

APPENDIX B Insurance and Risk Management 525
APPENDIX € Personal Financial Planning 535
APPENDIX D Developing a Business Plan 546
APPENDIX E Careersin Contemporary Business 554
APPENDIX F Launching Your Career 571

GLOSSARY / NOTES / COMPANY INDEX / NAME INDEX /
SUBJECT INDEX



Contemporary Business
e



CHAPTER 1

The Changing Face
of Business

LEARNING OBJECTIVES

1. Define business.

2. Identify and describe the factors of production.

3. Describe the private enterprise system.

4, |dentify the seven eras in the history of business.

5. Explain current workforce trends in business.

6. Identify the skills and attributes needed for today’s manager.

7. Outline the characteristics that make a company admired.

Industry Insider

Pichai’s appointment as Google’s CEO frees up Page and co-founder
Sergey Brin to spend more time on technology-related projects.
The restructuring places Google into part of a collection of compa-
nies with the new name, Alphabet, Inc., in which Page assumed the
role of CEO.

Who is Sundar Pichai, and how has he ascended through
the Google ranks so quickly? After earning an advanced business
degree, Pichai worked for a semiconductor manufacturing com-
pany and a management consulting firm. When Pichai arrived at
Google in 2004, he was charged with creating and managing some
of the company’s strongest client software products, including
Google Chrome, the Chrome OS, and cloud file-storage service
Google Drive.

Pichai, who grew up in Chennai, India, is known for his unas-

Chesnot/Getty Images
L\

Sundar Pichai, Chief Executive Officer

Company: Google
Industry: Technology/Internet Information Providers

Website(s): www.google.com and https://abc.xyz

Larry Page, co-founder of Google, made a surprise move by
appointing protégé and product guru Sundar Pichai as his suc-
cessor. Pichai, displayed in the above photo, was most recently
a senior vice president of products, overseeing Google’s increas-
ingly competitive business offerings such as search, advertising,
Android, and YouTube. The announcement comes on the heels of a
companywide reorganization, which separates Google’s profitable
maps, search, and advertising businesses from its other projects.

suming management style, which has allowed him to build strong
relationships throughout the organization. He is described as hum-
ble, smart, and very low key. With training as an engineer and busi-
nessperson, Pichai, who is in his early 40s, is uniquely positioned to
take the lead in product development at Google.

Worldwide, there are now more Google searches on mobile
devices than on desktops. As consumers have shifted from desk-
top to mobile, Pichai has a challenging role to keep up the com-
pany’s rate of growth amid strong competition. With a vote of con-
fidence from Google’s co-founders, Pichai has proven himself as
the best person to take over the global company that dominates
search.!
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business all profit-seeking
activities and enterprises that
provide goods and services
necessary to an economic
system.

Overview

Google’s CEO, Sundar Pichai leads a company that has gone from clever startup to global
powerhouse. Innovative companies like Google, and now Alphabet, contribute greatly to the
nation’s economy. A growing economy, one with increased production of goods and services
over time, yields income for its business owners, their employees, and stockholders. A country
depends on the wealth its businesses generate, from large enterprises such as the Walt Dis-
ney Company to tiny online start-ups, and from respected companies such as jeans maker Levi
Strauss & Company to powerhouses such as Google. What all these companies and many oth-
ers share is a creative approach to meeting society’s needs and wants.

Businesses solve our transportation problems by creating innovative ride-sharing options,
automobiles, tires, gasoline, and airline tickets. They bring food to our tables by growing, har-
vesting, processing, packaging, and shipping everything from spring water to cake mix and
frozen shrimp. Restaurants buy, prepare, and serve food, and some even deliver. Construction
companies build our schools, homes, and hospitals, while real estate firms bring property buy-
ers and sellers together. Clothing manufacturers design, create, import, and deliver our jeans,
sports shoes, work uniforms, and party wear. Entertainment for our leisure hours comes from
hundreds of companies that create, produce, and distribute films, television shows, video
games, books, and music downloads.

To succeed, companies must know what their customers want so that they can supply it
quickly and efficiently. That means they often adapt to changes in consumer tastes, such as the
growing preference for organic and locally grown produce. But firms can also lead in advancing
technology and other changes. They have the resources, the know-how, and the financial in-
centive to bring about new innovations as well as the competition that inevitably follows, as in
the case of video streaming by companies such as Netflix, Amazon, and Hulu.

You’ll see throughout this book that businesses require physical inputs such as auto parts,
chemicals, sugar, thread, and electricity, as well as the accumulated knowledge and experience
of their managers and employees. Yet they also rely heavily on their own ability to adapt to
global changes in today’s business environment. Flexibility is a key to long-term success—and
to growth.

In short, business is at the forefront of our economy—and Contemporary Business is right
there with it. This book explores the strategies that allow companies to grow and compete in to-
day’s interactive and hyper-competitive marketplace, along with the skills that you will need to
turn ideas into action for your own success in business. This chapter sets the stage for the entire
text by defining business and revealing its role in society. The chapter’s discussion illustrates
the skills required for success in today’s business environment and how the private enterprise
system encourages competition and innovation.

1 What s Business?

What comes to mind when you hear the word business? Do you think of big corporations like
ExxonMobil or The Coca-Cola Company? Or does the local deli or shoe store pop into your
mind? Maybe you recall your first summer job. Business is a broad, all-inclusive term that can
be applied to many kinds of enterprises. Businesses provide the bulk of employment opportu-
nities, as well as the products and services that people enjoy.

Business consists of all profit-seeking activities and enterprises that provide goods and
services necessary to an economic system. Some businesses produce tangible goods, such as
automobiles, breakfast cereals, and smart phones; others provide services such as insurance,
hair styling, and entertainment ranging from Six Flags theme parks and NFL games to concerts.

Business drives the economic pulse of a nation. It provides the means through which its
citizens’ standard of living improves. At the heart of every business endeavor is an exchange be-
tween a buyer and a seller. An example of this exchange is shown in the accompanying photo.



Abuyerrecognizes a need for a good or service and
trades money with a seller to obtain that product.
The seller participates in the process in hopes of
gaining profits—a requirement in accomplishing
the goals necessary for continuous improvement
in the standard of living.

Profits represent rewards earned by busi-
nesspeople who take the risks involved in blend-
ing people, technology, and information to create
and market want-satisfying goods and services. In
contrast, accountants think of profits as the dif-
ference between a company’s revenues and the
expenses it incurs in generating those revenues.
More generally, however, profits serve as incen-
tives for people to start companies, grow them,
and provide consistently high-quality competitive
goods and services.

The quest for profits is a central focus
of business because without profits, a company
could not survive. But businesspeople also  pyyerand a seller.
recognize their social and ethical responsi-
bilities. To succeed in the long run, companies must deal responsibly with employees,
customers, suppliers, investors, creditors, competitors, government, and the general public.

Not-for-Profit Organizations

What do Purdue University’s athletic department, the U.S. Postal Service, the American Heart
Association, and your local library have in common? They all are classified as not-for-profit
organizations, businesslike establishments that have primary objectives other than returning
profits to their owners. A tax law provision granted to not-for-profits by the Internal Revenue
Service is called section 501(c)(3). These organizations play important roles in society by placing
humanitarian and environmental needs, for example, above profits, although it is important to
understand that these organizations need to raise money so that they can operate and achieve
their social goals. Not-for-profit organizations, also called nonprofits, operate in both the private
and public sectors. Private-sector not-for-profits include museums, libraries, trade associations,
and charitable and religious organizations. Government agencies, political parties, and labor uni-
ons, all of which are part of the public sector, are also classified as not-for-profit organizations.

Not-for-profit organizations are a substantial part of the U.S. economy, contributing more
than $900 billion in a recent year. Currently, more than 1.4 million nonprofit organizations are
registered with the Internal Revenue Service in the United States, in categories ranging from
arts and culture to science and technology.? These organizations control more than $3 trillion
in assets and employ over 11 million people—more people than the federal government and all
50 state governments combined.? In addition, millions of volunteers work for them in unpaid
positions. Not-for-profits secure funding from private sources, including individual donations,
and from government sources. They are commonly exempt from federal, state, and local taxes.

Although they focus on goals other than generating profits, managers of not-for-profit
organizations face many of the same challenges as executives of profit-seeking businesses.
Without funding, they cannot do research, obtain raw materials, or provide services. St. Jude
Children’s Research Hospital’s pediatric treatment and research facility in Memphis treats nearly
7,800 children a year for catastrophic diseases, mainly cancer, immune system problems, and
infectious and genetic disorders. Patients come from all 50 states and all over the world and
are accepted without regard to the family’s ability to pay. To provide top-quality care and to
support its research in gene therapy, chemotherapy, bone marrow transplantation, and the
psychological effects of illness, among many other critical areas, St. Jude relies on contribu-
tions, with some assistance from federal grants.*

What is Business? 3
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A business, such as this cell phone store, survives through the exchange between a

profits rewards earned by
businesspeople who take the
risks involved in blending people,
technology, and information to
create and market want-satisfying
goods and services.

not-for-profit organizations
businesslike establishments that
have primary objectives other
than returning profits to their
owners.
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profit corporations in the world.

factors of production four
basic inputs: natural resources,
capital, human resources, and
entrepreneurship.

naturalresources all produc-
tion inputs that are useful in their
natural states, including agricul-
tural land, building sites, forests,
and mineral deposits.

= .ﬁ

The ASPCA, headquartered in New York City, was the first humane society in North
America and 150 years later it is one of the largest privately funded 501(c)(3) not-for-

The American Society for the Prevention
of Cruelty to Animals (ASPCA) was the first hu-
mane society in North America. It is a nonprofit
national animal welfare organization with the

: belief that animals are entitled to kind and re-
d M‘Nhat Dangers spectful treatment at the hands of humans and
Are Lurkmg must be protected under the law (see photo).®
in Your Home? 2 Some not-for-profits sell merchandise or set
;s up profit-generating arms to provide goods and
services for which people are willing and able
to pay. College bookstores sell everything from
sweatshirts to coffee mugs with school logos
imprinted on them, while the Sierra Club and
the Appalachian Mountain Club both have full-
fledged publishing programs. Founded in 1912,
The Girl Scouts of the USA are known for their
mouth—watering cookies. The organization has
created a cookie empire valued at close to $800
million through sales by local scout troops.®
Handling merchandising programs like these, as
well as launching other fund-raising campaigns,
requires managers of not-for-profit organizations to possess effective business skills and ex-
perience. Consequently, many of the concepts discussed in this book (such as management,
marketing, and finance) apply to not-for-profit organizations as well as to profit-oriented firms.

Assessment Check

1. What activity lies at the center of every business endeavor?

2. What is the primary objective of a not-for-profit organization?

2 Factors of Production

An economic system requires certain inputs for successful operation. Economists use the term
factors of production to refer to the four basic inputs: natural resources, capital, human re-
sources, and entrepreneurship. Table 1.1 identifies each of these inputs and the type of pay-
ment received by companies and individuals who supply them.

Natural resources include all production inputs that are useful in their natural states,
including land, building sites, forests, and mineral deposits. The demand for timber has in-
creased as a result of a recent housing market recovery and new home construction. With
more than 13 million acres of timberland, Seattle, WA-based Plum Creek Timber was recently

TABLE 1.1 Factors of Production and Their Factor Payments

FACTOR OF PRODUCTION CORRESPONDING FACTOR PAYMENT

Natural resources Rent
Capital Interest
Human resources Wages

Entrepreneurship Profit




purchased by Weyerhaeuser Company to form the world’s largest timber and forest products
company.’

Capital, another key resource, includes technology, tools, information, and physical facili-
ties. Technology is a broad term that refers to such machinery and equipment as computers and
software, telecommunications, and inventions designed to improve production. Information,
frequently improved by technological innovations, is another critical factor because both man-
agers and operating employees require accurate, timely information for effective performance
of their assigned tasks. Technology plays an important role in the success of many businesses.
Sometimes technology results in a new product. Bill Gates is quoted as saying, “Information
technology and business are becoming inextricably interwoven. | don’t think anyone can talk
meaningfully about one without talking about the other.” Sometimes technology results in a
new product, such as the Google self-driving car, which is able to navigate without human input.®

Technology often helps a company improve its own products. Netflix, once famous for its
subscription-based DVD-by-mail service, offers on-demand Internet streaming media and orig-
inal content streaming TV service. Netflix has exclusive rights to streaming movies and original
TV shows, like “Orange Is the New Black.”

Firms increasingly rely on technology to move and deliver their products more efficiently. Retail
giant Walmart recently asked federal regulators for permission to test drones to oversee warehouse
and inventory distribution and to potentially make curbside and residential deliveries.®

To remain competitive, a company needs to continually acquire, maintain, and upgrade its
capital, which requires funding. A company’s funds may come from owner-investments, profits re-
invested back into the business, or loans extended by others. Money then goes to work building
factories; purchasing raw materials and component parts; and hiring, training, and compensating
workers. People and companies that supply capital receive factor payments in the form of interest.

Human resources represent another critical input in every economic system. Human re-
sources include anyone who works, from the chief executive officer (CEO) of a huge corporation
to a self-employed writer or editor. This category encompasses both the physical labor and
the intellectual inputs contributed by workers. Companies rely on their employees as a valued
source of ideas and innovation, as well as physical effort. Some companies solicit employee
ideas through traditional means, such as an online “suggestion box” or in staff meetings. Oth-
ers encourage creative thinking during company-sponsored hiking or rafting trips or during
social gatherings. Effective, well-trained human resources provide a significant competitive
edge, and companies must look at planning for their workforce in much the same way they do
financial or information technology investments.

Hiring and keeping the right people matters, as we’ll see later in the case at the end of this
chapter. Employees at Mars, Inc. feel they have a great place to work, partly because of the op-
portunities for advancement and generous pay the company provides.*

Entrepreneurship is the willingness to take risks to create and operate a business. An
entrepreneur is someone with an idea who sees a potentially profitable opportunity and then
devises a plan to achieve success in the marketplace. Convoy, a business start-up founded by
ex-Amazon executive Dan Lewis, will help disrupt the way things are handled in the trucking in-
dustry. Convoy provides freight companies with an online service that quickly generates quotes
for things they need to ship—like pallets of steel or other bulk shipments. Unlike traditional
trucking companies, Convoy allows shippers to bypass brokers, who typically charge hefty fees,
and provides pricing and tracking in real time.*

U.S. businesses operate within an economic system called the private enterprise system.
The next section looks at the private enterprise system, including competition, private property,
and the entrepreneurship alternative.

Assessment Check

1. Identify the four basic inputs to an economic system.

2. List four types of capital.

Factors of Production 5

capital includestechnology,
tools, information, and physical
facilities.

human resources include any-
one who works, including both the
physical labor and the intellectual
inputs contributed by workers.

entrepreneurship willingness to
take risks to create and operate a
business.
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private enterprise system
economic system that rewards
companies for their ability to
identify and serve the needs and
demands of customers.

capitalism economic system
that rewards companies for their
ability to perceive and serve the
needs and demands of
consumers; also called the
private enterprise system.

competition anatural force that
guides free market capitalism.

competitive differentiation
unique combination of organi-
zational abilities, products, and
approaches that sets a company
apart from competitors in the
minds of customers.

3 The Private Enterprise System

No business operates in a vacuum. All operate within a larger economic system that determines
how goods and services are produced, distributed, and consumed in a society. The type of
economic system employed in a society also determines patterns of resource use. Some eco-
nomic systems, such as communism, feature strict controls on business ownership, profits, and
resources to accomplish government goals.

In the United States, businesses function within the private enterprise system, an eco-
nomic system that rewards companies for their ability to identify and serve the needs and
demands of customers. The private enterprise system minimizes government interference in
economic activity. Businesses that are adept at satisfying customers gain access to necessary
factors of production and earn profits.

Another name for the private enterprise system is capitalism. Adam Smith, often
identified as the father of capitalism, first described the concept in his book, The Wealth of
Nations, published in 1776. Smith believed that an economy is best regulated by the “invisi-
ble hand” of competition, a natural force that guides free market capitalism. Smith thought
that competition among companies would lead to consumers’ receiving the best possible
products and prices because less efficient producers would gradually be driven from the
marketplace.

The invisible hand concept is a basic premise of the private enterprise system. In the United
States, competition regulates much of economic life. To compete successfully, each company
must find a basis for competitive differentiation, the unique combination of organizational
abilities, products, and approaches that sets a company apart from competitors in the minds
of customers. Businesses operating in a private enterprise system face a critical task of keeping
up with changing marketplace conditions. Companies that fail to adjust to shifts in consumer
preferences or ignore the actions of competitors leave themselves open to failure. See the

Business & Technology Intersection

at Nordstrom

site, Nordstrom.com.

chain.

Combining Business and Tech in Fashion

Despite the company’s aversion to price markdowns, Seattle,
WA-based Nordstrom, the family-owned high-end fashion retailer,
continues to be on a roll as recent annual sales reached a record
$13.1 billion. That figure includes sales of $2 billion—more than
double that of three years ago—for the company’s e-commerce

Initially, with a dozen IT professionals, Nordstrom set up a
tech lab, aimed at coming up with innovative ideas to deal with
the changing ways that customers shop. To continue its fanatic
approach to creating a great service experience for customers, the
IT professionals developed new products, new business models,
and new ways of dealing with its many retail competitors. For exam-
ple, using TextStyle, a messaging app developed by the company,
a Nordstrom salesperson can use technology to further cultivate a
relationship by texting, chatting, and sharing product images with
customers, who choose to opt in to the service.

Perhaps Nordstrom’s best-known competitive advantage
is its commitment to outstanding customer service, which the
company believes must be managed in part with technology. One
example is an unrivaled inventory system that allows salespeople
to quickly find what customers want across the nationwide retail

As part of its strategy to create new and innovative service
experiences for customers, the company recently moved some of
its IT technologists directly into its business groups. The integration
has been effective because there is a broader range of new ideas
coming from both the business and technology teams. The result:
More immediate customer input to quickly spot gaps in service by
involving sales associates in idea generation.

Questions for Critical Thinking

1. How does Nordstrom differentiate itself from other clothing re-
tailers when it comes to communicating with customers using
digital technology? Would you want to receive a text message
from a sales associate while shopping at your favorite retailer?
Why or why not?

2. What are some other ways Nordstrom can use technology to
cultivate customer relationships? Do you think integrating in-
formation technology specialists directly into business groups
will help increase business and customer loyalty?

Sources: Company website, “About Us,” http://shop.nordstrom.com,
accessed January 20, 2016; Kim S. Nash, “Nordstrom’s Innovation Revamp
Leads to E-commerce Texting App,” Wall Street Journal, http://blogs.ws;j.
com, accessed January 20, 2016; Walter Loeb, “Nordstrom: How to Remain
Relevantin a Tech Savvy World,” Forbes, www.forbes.com, accessed January
20, 2016.




“Business & Technology Intersection” feature to learn more about how Nord-
strom sets itself apart from the competition.

Throughout this book, our discussion focuses on the tools and methods that
today’s businesses apply to compete and differentiate their goods and services.
We also discuss many of the ways in which market changes will affect business and
the private enterprise system in the future.

Basic Rights in the Private Enterprise System

For capitalism to operate effectively, people living in a private enterprise econ-
omy must have certain rights. As shown in Figure 1.1, these include the rights to
private property, profits, freedom of choice, and competition.

Theright to private property is the most basic freedom under the private
enterprise system. Every participant has the right to own, use, buy, sell, and
bequeath most forms of property, including land, buildings, machinery, equip-
ment, patents on inventions, individual possessions, and intangible properties.

The private enterprise system also guarantees business owners the right to
all profits—after taxes—they earn through their activities. Although a business is
not assured of earning a profit, its owner is legally and ethically entitled to any
income it generates in excess of costs.

Freedom of choice means that a private enterprise system relies on the potential for citi-
zens to choose their own employment, purchases, and investments. They can change jobs,
negotiate wages, join labor unions, and choose among many different brands of goods and
services. A private enterprise economy maximizes individual prosperity by providing alterna-
tives. Other economic systems sometimes limit freedom of choice to accomplish government
goals, such as increasing industrial production of certain items or military strength.

The private enterprise system also permits fair competition by allowing the public to set
rules for competitive activity. For this reason, the U.S. government has passed laws to prohibit
“cutthroat” competition—excessively aggressive competitive practices designed to eliminate
competition. It also has established ground rules that outlaw price discrimination, fraud in
financial markets, and deceptive advertising and packaging.'®

The Entrepreneurship Alternative

The entrepreneurial spirit is a mind-set embodied by individuals who are passionate and fasci-
nated with how things can beimproved. An entrepreneur is arisk taker in the private enterprise
system. You hear about entrepreneurs all the time—two college students creating a mobile app
or a mom who invents a better baby carrier. Once in a while, the risk leads to rewards that are
significant and profitable. However, oftentimes, it takes an entrepreneur repeated attempts,
failures, and numerous ideas before achieving success. Individuals who recognize marketplace
opportunities are free to use their capital, time, and talents to pursue those opportunities for
profit. The willingness of individuals to start new ventures drives economic growth and keeps
competitive pressure on existing companies to continue to satisfy customers.

By almost any measure, the entrepreneurial spirit fuels growth in the U.S. economy. Of all
the businesses operating in the United States, about one in seven companies started operations
during the past year. These newly formed businesses are also the source of many of the na-
tion’s new jobs. These companies are a significant source of employment or self-employment.
Of the 28 million U.S. small businesses currently in operation, more than 22 million consist of
self-employed people without any employees. Almost 8.5 million U.S. employees currently
work for a business with fewer than 20 employees.'* Does starting a business require higher
education? Not necessarily, although it can help. Many students choose to launch a business
before they finish college. Table 1.2 lists some of the well-known start-ups that had their hum-
ble beginnings in a college dorm room. Today, the venture capital fund DormRoomFund.com
provides funding for student entrepreneurs and is run by college students. Entrepreneurs and
business startups are discussed in detail in Chapter 6.
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Competition

RIGHTS

Freedom

of Choice

m Basic Rights within a Private

Enterprise System

private property most basic
freedom under the private enter-
prise system; the right to own,
use, buy, sell, and bequeath land,
buildings, machinery, equipment,
patents, individual possessions,
and various intangible kinds of
property.

entrepreneur personwho
seeks a profitable opportunity
and takes the necessary risks to
set up and operate a business.



8 CHAPTER 1 The Changing Face of Business

Besides creating jobs and selling products, entrepreneurship provides the benefits of inno-
vation. In contrast to more established firms, start-up companies tend to innovate most in fields
of technology, making new products available to businesses and consumers. Because small com-
panies are more flexible, they can make changes to products and processes more quickly than
larger corporations. Entrepreneurs often find new ways to use natural resources, technology, and
other factors of production. Often, they do this because they have to—they may not have enough
money to build an expensive prototype or launch a wide-scale promotional campaign.

Sometimes an entrepreneur may innovate by simply tweaking an existing idea. For back-
country campers, hikers, and other outdoor enthusiasts, freeze-dried “just-add-water-and-
serve” meals-in-a-pouch are traditionally lightweight with an extensive shelf life. However,
exceptional taste is unlikely to come out of a freeze-dried pouch. Avid backpacker, chef, and
former restaurateur, Jennifer Scism, began experimenting by cooking and dehydrating her
own meals prior to heading out on long expeditions. The result is Good To-Go, a Maine-based
company that sells gourmet freeze-dried foods free of preservatives and additives. Now in 200
stores nationwide, the meals-in-a-pouch are a real benefit to fellow hikers.*

Entrepreneurship is also important to existing companies in a private enterprise sys-
tem. More and more, large companies are recognizing the value of entrepreneurial thinking
among their employees, hoping to benefit from enhanced flexibility, improved innovation,
and new market opportunities. For example, Nike’s mobile app called SNKRS is another way
to give “sneakerheads” (people who collect and trade sneakers as a hobby) a one-stop shop for
everything Nike, in addition to a heads-up about the release of new models and the ability to
purchase new Nike sneakers quickly from a mobile device.®

TABLE 1.2 Dorm Room Entrepreneurs

COMPANY FOUNDERS

Dropbox Arash Ferdowski and
Drew Houston

IDEA WEBSITE

Frustrated by the inability to receive and send large files over http://www.dropbox.com
e-mail, Ferdowski and Houston created an online file storage

solution, now the leader in file sharing with millions of users

worldwide.

Facebook Mark Zuckerberg, Dustin Facebook was created by a group of Harvard students in search http://www.facebook.com

Moscovitz, Eduardo
Saverin, Andrew
McCollum, and Chris

of a way to interact with other students. Zuckerberg dropped
out of school and continues to run the company today.

Hughes
Google Sergey Brin and Larry Brin and Page began brainstorming while in school about creating  http://www.google.com
Page the world’s largest search engine. They suspended their PhD stud-
ies, and both run Alphabet today (see the chapter opening story).
Insomnia Seth Berkowitz Insomnia Cookies, now in 70 locations, specializes in feeding the  http://www.insomniacook-
Cookies insatiable hunger of college students, companies, and anyone ies.com
else with warm, delicious cookies delivered right to your door.
ModCloth Susan Gregg Koger and ModCloth offers styles from hundreds of independent designers http://www.modcloth.com
Eric Koger in a full range of sizes. They also design and sell an exclusive line
of their own apparel.
SnapChat Evan Spiegel and Robert ~ Approached by a friend who wasn’t sure about whether to send http://www.snapchat.com
Murphy a certain photo, Spiegel and Murphy figured out a way to mag-
ically send pictures that soon disappear after being viewed by
the recipient.
WordPress Matt Mullenweg and As freshmen, Mullenweg and Little came up with the idea of a http://www.wordpress.com
Mike Little free blogging platform that anyone could use. The worldwide

site now includes website capabilities and great reads.

Sources: Rachel Knuttel, “The 12 Coolest Dorm Room Startups,” http://thelala.com, accessed January 21, 2016; Ken Yeung, “Mark Zuckerberg on the Real
Beginnings of Facebook,” The Next Web, http://thenextweb.com, accessed January 21, 2016; company website, “About Us,” https://insomniacookies.com,
accessed January 21, 2016; company website, “About Us,” http://modcloth.com, accessed January 21, 2016; company website, www.snapshat.com,
accessed January 21, 2016; company website, “Create Your Website for Free,” https://wordpress.com, accessed January 21, 2016.
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As the next section explains, entrepreneurs have played a vital role in the history of U.S.
business. As forward-thinking innovators, they have created global companies in new indus-
tries, developed successful business methods and processes, and brought about economic
wealth, jobs, and opportunities.

Assessment Check

1. What is an alternative term for private enterprise system?
2. What is the most basic freedom under the private enterprise system?

3. What is an entrepreneur?

2 Seven Eras in the History of Business

In the more than 500 years since the first European settlements appeared on the North Ameri-
can continent, amazing changes have occurred in the size, focus, and goals of U.S. businesses.
As Figure 1.2 indicates, U.S. business history is divided into seven distinct time periods: (1) the
Colonial period, (2) the Industrial Revolution, (3) the age of industrial entrepreneurs, (4) the pro-
duction era, (5) the marketing era, (6) the relationship era, and (7) the social era. The next sec-
tions describe how events in each of these time periods have influenced U.S. business practices.

Era Main Characteristics Time Period
Colonial Primarily agricultural Priorto 1776
Industrial Revolution Mass production by semiskilled 1760-1850

workers, aided by machines

Industrial entrepreneurs Advances in technology Late 1800s
and increased demand for
manufactured goods, leading
to enormous entrepreneurial
opportunities

Production Emphasis on producing more Through the 1920s
goods faster, leading to
production innovations such as
assembly lines

Marketing Consumer orientation, seeking to Since 1950s
understand and satisfy needs and
preferences of customer groups

Relationship Benefits derived from deep, Began in 1990s
ongoing links with individual
customers, employees, suppliers,
and other businesses

Social New ways for businesses and Since 2000s
consumers to communicate and
share information through the
Internet and social media

m Seven Eras in Business History





