WHAT'S IN IT FOR ME?

Understanding econamic forces
and how they affect businesses
and consumars

MANAGING IN
TURBULENT TIMES

The economic downturn:
What does the future hold?

ENTREPRENEURSHIP
AND NEW VENTURES

Business & entertainment
A match made in heaven?

EBERTNSGRIEEIN




MyBizLab’

MyBizLab is an online assessment and preparation solution
that helps you actively study and prepare material for class.
Chapter-by-chapter activities, including study plans, focus on
what you need to learn and to review in order to succeed.

Visit www.mybizlab.com to learn more.

ALWAYS LEARNING PEARSON




BUSINESS

ESSENTIALS



This page intentionally left blank



NINTH EDITION

BUSINESS

ESSENTIALS

Ronald J. Ebert
Ricky W. Griffin

PEARSON

Boston Columbus Indianapolis New York San Francisco Upper Saddle River
Amsterdam Cape Town Dubai London Madrid Milan Munich Paris Montréal Toronto
Delhi Mexico City Sao Paulo Sydney Hong Kong Seoul Singapore Taipei Tokyo



Editorial Director: Sally Yagan Manager, Visual Research: Karen Sanatar

Acquisitions Editor: James Heine Photo Researcher: Sarah Peavey

Editorial Project Manager: Karin Williams Manager, Rights and Permissions:

Editorial Assistant: Ashlee Bradbury Cover Art: © Viktorl/Shutterstock.com
Director of Marketing: Patrice Lumumba Jones Media Director: Lisa Rinaldi

Senior Marketing Manager: Maggie Moylan Lead Media Project Manager: Allison Longley
Senior Managing Editor: Judy Leale Full-Service Project Management and
Production Project Manager: Jacqueline A. Martin Composition: Integra

Senior Operations Supervisor: Arnold Vila Printer/Binder: Courier/Kendallville
Operations Specialist: Cathleen Petersen Cover Printer: Courier/Kendallville

Senior Art Director: Kenny Beck Text Font: 10/12 Palatino

Text and Cover Designer: Tamara Newnam

Credits and acknowledgments borrowed from other sources and reproduced, with per-
mission, in this textbook appear on the appropriate page within the text.

Copyright © 2013, 2011, 2009, 2007, 2005 by Pearson Education, Inc., publishing as Prentice
Hall. All rights reserved. Manufactured in the United States of America. This publication
is protected by Copyright, and permission should be obtained from the publisher prior

to any prohibited reproduction, storage in a retrieval system, or transmission in any form
or by any means, electronic, mechanical, photocopying, recording, or likewise. To obtain
permission(s) to use material from this work, please submit a written request to Pearson
Education, Inc., Permissions Department, One Lake Street, Upper Saddle River, New
Jersey 07458, or you may fax your request to 201-236-3290.

Many of the designations by manufacturers and sellers to distinguish their products are
claimed as trademarks. Where those designations appear in this book, and the publisher
was aware of a trademark claim, the designations have been printed in initial caps or

all caps.

Library of Congress Cataloging-in-Publication Data
Ebert, Ronald J.
Business essentials / Ronald J. Ebert, Ricky W. Griffin. — 9th ed.
p. cm.
Includes bibliographical references and index.
ISBN-13: 978-0-13-266402-8
ISBN-10: 0-13-266402-X
1. Industrial management—United States. 2. Business enterprises—United States.
1. Griffin,
Ricky W. IL. Title.
HD70.U5E2 2013
658—dc22 2011049403

10987654321

PEARSON ISBN 10: 0-13-266402-X
ISBN 13: 978-0-13-266402-8



To Fran, for bringing a lifetime of friendship, fun, and love
into our family. —R. J. E.

For Paul and Sherry—Friends for life. —R. W. G.



This page intentionally left blank



Brief Contents

Part 1: The Contemporary Business World

1 The U.S. Business Environment 2

2 Business Ethics and Social Responsibility 30

3 Entrepreneurship, New Ventures, and Business Ownership 58
4 The Global Context of Business 86

Part 2: The Business of Managing

5 Business Management 112
6 Organizing the Business 138
7 Operations Management and Quality 164

Part 3: People in Organizations

8 Employee Behavior and Motivation 194
9 Leadership and Decision Making 220
10 Human Resource Management and Labor Relations 242

Part 4: Principles of Marketing

11 Marketing Processes and Consumer Behavior 268
12 Pricing, Distributing, and Promoting Products 298

Part 5: Managing Information

13 Information Technology for Business 328
14 The Role of Accountants and Accounting Information 356

Part 6: Financial Issues

15 Money and Banking 386
16 Managing Finances 414

Appendices

Appendix I: Risk Management 444
Appendix ll: The Legal Context of Business 446
Appendix lll: Managing Your Personal Finances 451

Glindex 461

vii



Contents

Part 1: The Contemporary Business World

1 The U.S. Business
Environment 2

Chapter Opening Case: What Goes Up...
Can Go Even Higher! 2

The Concept of Business and the Concept
of Profit 4

The External Environments of Business 5
Domestic Business Environment 6
Global Business Environment 6
Technological Environment 6
Political-Legal Environment 6
Sociocultural Environment 7

Economic Environment 7

Economic Systems 7
Factors of Production 7
Managing in Turbulent Times: What Goes Around... 9
Types of Economic Systems 9

The Economics of Market Systems 11
Demand and Supply in a Market Economy 11
Private Enterprise and Competition in a Market
Economy 14
Entrepreneurship and New Ventures: Business...
and Pleasure 16
Economic Indicators 16
Economic Growth, Aggregate Output, and Standard
of Living 17
Economic Stability 21
Managing the U.S. Economy 23
End-of-Chapter Review: Hitting the Peak? 24

Online content mybizlab.com: Summary of Learning
Objectives ® Key Terms ® Questions & Exercises ®
Building Your Business Skills  Exercising Your Ethics:
Individual Exercise ® Exercising Your Ethics: Team
Exercise ¢ Video Exercise ® End Notes

2 Business Ethics and Social
Responsibility 30
Chapter Opening Case: Under the Guise of Green 30

Ethics in the Workplace 32
Individual Ethics 32

Managing in Turbulent Times: Just When They Need
[t Most 33

viii

Business and Managerial Ethics 33

Assessing Ethical Behavior 35

Company Practices and Business Ethics 36
Social Responsibility 38

The Stakeholder Model of Responsibility 39
Entrepreneurship and New Ventures: The Electronic
Equivalent of Paper Shredding 40

Contemporary Social Consciousness 41
Areas of Social Responsibility 42
Responsibility toward the Environment 42
Responsibility toward Customers 43
Responsibility toward Employees 46
Responsibility toward Investors 46

Implementing Social Responsibility
Programs 47

Approaches to Social Responsibility 48
Managing Social Responsibility Programs 50
Social Responsibility and the Small Business 50

End-of-Chapter Review: Green...But Not
Too Green 52

Online content mybizlab.com: Summary of Learning
Objectives @ Key Terms ® Questions & Exercises ®
Building Your Business Skills ® Exercising Your Ethics:
Individual Exercise ® Exercising Your Ethics: Team
Exercise ® Video Exercise ® End Notes

3 Entrepreneurship,
New Ventures, and
Business Ownership ss

Chapter Opening Case: Harvard Dropout Turned
Billionaire 58

What Is a “Small” Business? 60

The Importance of Small Business in the U.S.
Economy 60

Popular Areas of Small-Business Enterprise 62

Managing in Turbulent Times: The Wide World
of Risk 63

Entrepreneurship 64
Entrepreneurial Characteristics 64
Starting and Operating a New Business 65
Crafting a Business Plan 65
Starting the Small Business 66
Financing the Small Business 67

Trends, Successes, and Failures
in New Ventures 68



Trends in Small-Business Start-Ups 68

Reasons for Failure 70

Reasons for Success 70

Entrepreneurship and New Ventures: Being Savvy

and Lucky Make a Great Combination 71

Noncorporate Business Ownership 72

Sole Proprietorships 72

Partnerships 73

Cooperatives 74
Corporations 74

The Corporate Entity 74

Types of Corporations 76

Managing a Corporation 77

Special Issues in Corporate Ownership 78

End-of-Chapter Review: Conjuring Up Profits? 80

Online content mybizlab.com: Summary of Learning
Objectives ® Key Terms ® Questions & Exercises ®

Building Your Business Skills ® Exercising Your Ethics:

Individual Exercise ® Exercising Your Ethics: Team
Exercise ® Video Exercise ® End Notes

4 The Global Context
of Business 86
Chapter Opening Case: Delicious Chocolate...But
at What Price? 86

The Contemporary Global Economy 89

The Major World Marketplaces 90

Trade Agreements and Alliances 91
International Trade 93

Exchange Rates 96

Forms of Competitive Advantage 97
Entrepreneurship and New Ventures: Rolling
in the Worldwide Dough 98

International Business Management 99
Going International 99
Levels of International Involvement 100
International Organization Structures 101
Managing in Turbulent Times: The Ups and Downs
of Globalization 102
Barriers to International Trade 103
Social and Cultural Differences 103
Economic Differences 103
Legal and Political Differences 104

End-of-Chapter Review: Fair Trade—Worth the
Price? 106

Online content mybizlab.com: Summary of Learning
Objectives ® Key Terms e Questions & Exercises ®

Building Your Business Skills ® Exercising Your Ethics:

Individual Exercise ® Exercising Your Ethics: Team
Exercise e Crafting a Business Plan ¢ Video Exercise ®
End Notes

CONTENTS ix

Part 2: The Business of Managing

5 Business Management 112

Chapter Opening Case: Google Keeps Growing 112
The Management Process 114

Planning 114

Organizing 115

Leading 116

Controlling 116
Types of Managers 117

Levels of Management 117

Areas of Management 118
Basic Management Skills 120

Technical Skills 120

Human Relations Skills 120

Conceptual Skills 120

Decision-Making Skills 120

Time Management Skills 121

Management Skills for the Twenty-First Century 121
Strategic Management: Setting Goals and

Formulating Strategy 122
Setting Business Goals 122

Entrepreneurship and New Ventures: Samuel
Adams Makes Headway 123

Types of Strategy 125
Formulating Strategy 126

Managing in Turbulent Times: Best Buy—Built
to Last 128

A Hierarchy of Plans 129

Contingency Planning and Crisis
Management 129

Contingency Planning 130
Crisis Management 130

Management and the Corporate Culture 130
Communicating the Culture and Managing Change 131

End-of-Chapter Review: Want to Know the Future?
Just Google It... 132

Online content mybizlab.com: Summary of Learning
Objectives ® Key Terms ® Questions & Exercises ®
Building Your Business Skills e Exercising Your Ethics:
Individual Exercise ® Exercising Your Ethics: Team
Exercise ® Video Exercise ® End Notes

6 Organizing the Business 133
Chapter Opening Case: A New Chinese-American
Recipe For Success 138
What Is Organizational Structure? 140
Organization Charts 140
Determinants of Organizational Structure 141



X CONTENTS

The Building Blocks of Organizational
Structure 142

Specialization 142
Departmentalization 143
Managing in Turbulent Times: Force-Feeding
the Market 145
Establishing the Decision-Making Hierarchy 145

Distributing Authority: Centralization
and Decentralization 146

The Delegation Process 148
Three Forms of Authority 148
Basic Forms of Organizational Structure 150
Functional Structure 150
Divisional Structure 150

Matrix Structure 151
Entrepreneurship and New Ventures: Making
the Grade 152

International Structure 153

Organizational Design for the Twenty-First Century 154
Informal Organization 155

Informal Groups 156

Organizational Grapevine 156

Intrapreneuring 156

End-of-Chapter Review: Tweaking the Recipe 158

Online content mybizlab.com: Summary of Learning
Objectives ® Key Terms ® Questions & Exercises ®
Building Your Business Skills ® Exercising Your Ethics:
Individual Exercise ® Exercising Your Ethics: Team
Exercise ® Video Exercise ® End Notes

7/ Operations Management
and Quality 164

Chapter Opening Case: Passengers and Airlines:
Friends or Foes? 164

What Does Operations Mean Today? 166

Creating Value through Operations 166

Differences between Service and Goods
Manufacturing Operations 168

Operations Processes 169
Business Strategy as the Driver of Operations 170
The Many Faces of Production Operations 170

Operations Planning 172
Entrepreneurship and New Ventures: A Better Path
to Planning Meals (and Better Eating, Too) 173

Capacity Planning 173

Location Planning 174

Layout Planning 174

Quality Planning 175

Methods Planning 176
Operations Scheduling 177

The Master Production Schedule 177
Detailed Schedules 177
Staff Schedules and Computer-Based Scheduling 177
Project Scheduling 178
Operations Control 179
Materials Management 180
Quality Control 180
Quality Improvement and Total Quality
Management 181
Managing for Quality 181

Managing in Turbulent Times: Leaner Operations Are
Restoring the U.S. Auto Industry 182

Tools for Total Quality Management 183
Adding Value Through Supply Chains 185

The Supply Chain Strategy 186

Outsourcing and Global Supply Chains 186

End-of-Chapter Review: Some Airlines Are "Getting It
Right” 188

Online content mybizlab.com: Summary of Learning
Objectives ® Key Terms e Questions & Exercises ®
Building Your Business Skills ® Exercising Your Ethics:
Individual Exercise ® Exercising Your Ethics: Team
Exercise ® Video Exercise ® End Notes

Part 3: People in Organizations

8 Employee Behavior

and Motivation 194
Chapter Opening Case: What's the Deal About
Work? 194
Forms of Employee Behavior 196
Performance Behaviors 196
Organizational Citizenship 197
Counterproductive Behaviors 197
Managing in Turbulent Times: Tragedy
in the Workplace 198
Individual Differences Among Employees 198
Personality at Work 199
Attitudes at Work 200
Matching People and Jobs 201
Psychological Contracts 201
The Person-Job Fit 202
Basic Motivation Concepts and Theories 203
Classical Theory 203
Early Behavioral Theory 203
Contemporary Motivation Theory 206

Strategies and Techniques for Enhancing
Motivation 207

Reinforcement/Behavior Modification 208



Entrepreneurship and New Ventures: Extreme
Employee Empowerment 209

Using Goals to Motivate Behavior 209
Participative Management and Empowerment 210
Team Structures 210

Job Enrichment and Job Redesign 211

Modified Work Schedules 211

End-of-Chapter Review: Thinking About Work
and Pay 214

Online content mybizlab.com: Summary of Learning
Objectives ® Key Terms ® Questions & Exercises ®

Building Your Business Skills ® Exercising Your Ethics:

Individual Exercise ® Exercising Your Ethics: Team
Exercise ® Video Exercise ® End Notes

© Leadership and Decision
Making 220

Chapter Opening Case: Leadership Stretched
to the Brink 220

The Nature of Leadership 222
Early Approaches to Leadership 223
Trait Approaches to Leadership 223
Behavioral Approaches to Leadership 224
The Situational Approach to Leadership 224

Leadership Through the Eyes of Followers 225

Transformational Leadership 225
Charismatic Leadership 226
Special Issues in Leadership 227
Leadership Substitutes 227
Leadership Neutralizers 227

Managing in Turbulent Times: No More
Secrets? 228

The Changing Nature of Leadership 229
Leaders as Coaches 229
Gender and Leadership 229
Cross-Cultural Leadership 229

Emerging Issues in Leadership 230
Strategic Leadership 230
Ethical Leadership 230
Virtual Leadership 230

Entrepreneurship and New Ventures: An Apple
aDay 231

Leadership, Management, and Decision
Making 231

Rational Decision Making 232
Behavioral Aspects of Decision Making 234
End-of-Chapter Review: Stemming the Tide 236

CONTENTS xi

Online content mybizlab.com: Summary of Learning
Objectives  Key Terms ¢ Questions & Exercises ®
Building Your Business Skills ® Exercising Your Ethics:
Individual Exercise ® Exercising Your Ethics: Team
Exercise ¢ Video Exercise ® End Notes

]O Human Resource Management
and Labor Relations 242
Chapter Opening Case: A Unique Partnership
Drives Nucor Steel 242

The Foundations of Human Resource
Management 245

The Strategic Importance of HRM 245
HR Planning 245

Staffing the Organization 246
Recruiting Human Resources 247
Selecting Human Resources 247

Entrepreneurship and New Ventures: Moving People
to Move Movies 248

Developing the Workforce 249
Training 249
Performance Appraisal 249
Compensation and Benefits 249
Wages and Salaries 250
Incentive Programs 250
Benefits Programs 251
The Legal Context of HRM 252
Equal Employment Opportunity 252
Contemporary Legal Issues in HRM 253

Managing in Turbulent Times: In Good Times
and Bad 254

New Challenges in the Changing Workplace 255
Managing Workforce Diversity 255
Managing Knowledge Workers 256
Contingent and Temporary Workers 257
Dealing with Organized Labor 257
Unionism Today 257
Collective Bargaining 258
Reaching Agreement on Contract Terms 259
Contract Issues 259
When Bargaining Fails 260

End-of-Chapter Review: Getting the Steel Out the
Door 262

Online content mybizlab.com: Summary of Learning
Objectives ® Key Terms ® Questions & Exercises ®
Building Your Business Skills e Exercising Your Ethics:
Individual Exercise ® Exercising Your Ethics: Team
Exercise e Crafting a Business Plan ¢ Video Exercise
¢ End Notes



xii CONTENTS

Part 4: Principles of Marketing

11 Marketing Processes
and Consumer Behavior 268

Chapter Opening Case: Starbucks Brews a New
Marketing Mix 268

What Is Marketing? 270
Delivering Value 270
Goods, Services, and Ideas 271

Relationship Marketing and Customer Relationship
Management 271

The Marketing Environment 272

Managing in Turbulent Times: Feeling the Pressure
for "Green” 274

Strategy: The Marketing Mix 275

Product 275

Pricing 276

Place (Distribution) 276

Promotion 276

Blending It All Together: Integrated Strategy 276
Target Marketing and Market Segmentation 277

Identifying Market Segments 277
Understanding Consumer Behavior 279

Influences on Consumer Behavior 279

The Consumer Buying Process 279

Organizational Marketing and Buying
Behavior 281

Business Marketing 281
B2B Buying Behavior 281
What Is a Product? 282
The Value Package 282
Classifying Goods and Services 283
The Product Mix 284
Developing New Products 284
The New Product Development Process 284
Product Mortality Rates 285
Product Life Cycle 285
Identifying Products 287
The International Marketing Mix 289
International Products 289
International Pricing 289
International Distribution 290
International Promotion 290
Small Business and the Marketing Mix 290
Entrepreneurship and New Ventures: Social

Networking for Job Opportunities in Tough Times 291

End-of-Chapter Review: Can Starbucks Have the Best
of Both Markets—Luxury AND Affordability? 292

Online content mybizlab.com: Summary of Learning
Objectives  Key Terms ¢ Questions & Exercises ®
Building Your Business Skills ® Exercising Your Ethics:
Individual Exercise ® Exercising Your Ethics: Team
Exercise ¢ Video Exercise ® End Notes

12 Pricing, Distributing,
and Promoting Products 298

Chapter Opening Case: iTunes Is It 298
Determining Prices 300
Pricing to Meet Business Objectives 300
Price-Setting Tools 301
Pricing Strategies and Tactics 303
Pricing Strategies 303
Pricing Tactics 304
The Distribution Mix 305
Intermediaries and Distribution Channels 305
Wholesaling 307
Retailing 307
Types of Brick-and-Mortar Retail Outlets 307

Entrepreneurship and New Ventures: A ‘Helping
Hand' for Professional Inspiration:
wowOwow! 308

Nonstore Retailing 309

The Role of E-Intermediaries 309
Online Shopping Agents 309
Electronic Retailing 309

Physical Distribution 311
Warehousing Operations 311
Transportation Operations 312

Distribution Through Supply Chains as a Marketing
Strategy 312

Managing in Turbulent Times: Getting a Stimulus
Boost with Pricing and Promotion 313
The Importance of Promotion 314
Promotional Objectives 314
The Promotional Mix 315
Advertising Promotions 316
Personal Selling 317
Sales Promotions 318
Direct (or Interactive) Marketing 318
Publicity and Public Relations 319

End-of-Chapter Review: At Apple, iTunes Means
Mu$ic 320

Online content mybizlab.com: Summary of Learning
Objectives ® Key Terms e Questions & Exercises ®
Building Your Business Skills ® Exercising Your Ethics:
Individual Exercise ® Exercising Your Ethics: Team
Exercise ® Video Exercise ® End Notes



Part 5: Managing Information

13 Information Technology
for Business 328

Chapter Opening Case: Online Pirates Feast
on Economic Downturn 328

IT Impacts 330

Creating Portable Offices: Providing Remote Access
to Instant Information 330

Enabling Better Service by Coordinating Remote
Deliveries 330

Creating Leaner, More Efficient Organizations 330
Enabling Increased Collaboration 331
Enabling Global Exchange 331
Improving Management Processes 332
Providing Flexibility for Customization 332
Providing New Business Opportunities 332
Improving the World and Our Lives 333
IT Building Blocks: Business Resources 334
The Internet and Other Communication Resources 334
Networks: System Architecture 337
Hardware and Software 338
Information Systems: Harnessing the
Competitive Power of IT 339
Managing in Turbulent Times: When Cash Gets
Scarce, Businesses Switch to Internet Bartering 340

Leveraging Information Resources: Data Warehousing
and Data Mining 341

Entrepreneurship and New Ventures: Speaking Loud

and Clear: A New Voice Technology 342
Types of Information Systems 342
IT Risks and Threats 344
Hackers 344
Identity Theft 345
Intellectual Property Theft 345
Computer Viruses, Worms, and Trojan Horses 345
Spyware 346
Spam 346
IT Protection Measures 346
Preventing Unauthorized Access: Firewalls 346
Preventing Identity Theft 347

Preventing Infectious Intrusions: Anti-Virus Software 347

Protecting Electronic Communications: Encryption
Software 347

Avoiding Spam and Spyware 348
Ethical Concerns in IT 348

End-of-Chapter Review: Online Piracy Means Tougher
Economic Times 350

CONTENTS xiii

Online content mybizlab.com: Summary of Learning
Objectives  Key Terms ¢ Questions & Exercises ®
Building Your Business Skills ® Exercising Your Ethics:
Individual Exercise ® Exercising Your Ethics: Team
Exercise ¢ Video Exercise ® End Notes

14 The Role of Accountants and
Accounting Information 356

Chapter Opening Case: CSl: Wall Street 356

What Is Accounting, and Who Uses Accounting
Information? 358

Who Are Accountants and What Do
They Do? 358
Financial versus Managerial Accounting 358
Certified Public Accountants 359

Private Accountants and Management
Accountants 361

Forensic Accountants 361

Federal Restrictions on CPA Services and Financial
Reporting: Sarbox 362

The Accounting Equation 363
Financial Statements 364

Balance Sheets 364

Income Statements 366

Statements of Cash Flows 368

The Budget: An Internal Financial Statement 369
Reporting Standards and Practices 369
Analyzing Financial Statements 370

Managing in Turbulent Times: The “Fairness”
Dilemma: What's an Asset’s Real Value? 371

Solvency Ratios: Borrower’s Ability to Repay Debt 372

Profitability Ratios: Earnings Power for Owners 372

Entrepreneurship and New Ventures: How Will
Twitter Turn Tweets into Treasure? 373

Activity Ratios: How Efficiently Is the Firm Using Its
Resources? 374

Bringing Ethics into the Accounting
Equation 374
Why Accounting Ethics? 374
Internationalizing Accounting 376
International Accounting Standards Board 376
Why One Set of Global Practices? 376
End-of-Chapter Review: Fraud-Finding and Fraud-
Prevention: The Stakes Are Getting Higher 378

Online content mybizlab.com: Summary of Learning
Objectives ® Key Terms ® Questions & Exercises ®
Building Your Business Skills ® Exercising Your Ethics:
Individual Exercise ® Exercising Your Ethics: Team
Exercise ® Video Exercise ® End Notes



Xiv CONTENTS

Part 6: Financial Issues

15 Money and Banking 3ss

Chapter Opening Case: A Tale of Two Worlds
in Banking 386

What Is Money? 388

The Characteristics of Money 388

The Functions of Money 388

M-1: The Spendable Money Supply 389

M-2: M-1 Plus the Convertible Money Supply 390
The U.S. Financial System 390

Financial Institutions 390

The Growth of Financial Services 393

Managing in Turbulent Times: Getting Serious
with Credit Standards 394

Financial Institutions Create Money and Are
Regulated 395

Regulation of the Banking System 396
The Federal Reserve System 396
The Structure of the Fed 396
The Functions of the Fed 398
The Tools of the Fed 398
The Changing Money and Banking
System 399

Government Intervention for Stabilizing the U.S. Financial
System 400

Anti-Crime and Anti-Terrorism Regulations 400

The Impact of Electronic Technologies 401

Entrepreneurship and New Ventures: Cultivating a
Social Side for Community Banking 402

International Banking and Finance 403

Currency Values and Exchange Rates 403

The International Payments Process 404

International Bank Structure 405

End-of-Chapter Review: Shakeups Bring a Wakeup Call
to Banking 406

Online content mybizlab.com: Summary of Learning
Objectives ® Key Terms ® Questions & Exercises ®
Building Your Business Skills ® Exercising Your Ethics:
Individual Exercise ® Exercising Your Ethics: Team
Exercise ® Video Exercise ® End Notes

16 Managing Finances 414

Chapter Opening Case: Investing in Green 414
Mazximizing Capital Growth 416
The Time Value of Money and Compound Growth 416
The Rule of 72 416
Common Stock Investments 417

Investing to Fulfill Financial Objectives 418
Reasons for Investing 418
Most Mutual Funds Don’t Match the Market 419
Exchange-Traded Funds 419

The Business of Trading Securities 420
Primary and Secondary Securities Markets 420
Stock Exchanges 420

Non-Exchange Trading: Electronic Communication
Networks 422

Individual Investor Trading 422
Tracking the Market Using Stock Indexes 423

Entrepreneurship and New Ventures: An
Entrepreneurship of Evil 425

The Risk-Return Relationship 426

Investment Dividends (or Interest), Appreciation, and
Total Return 427

Managing Risk with Diversification and Asset
Allocation 428
Financing the Business Firm 428
Secured Loans for Equipment 429
Working Capital and Unsecured Loans from Banks 429
Angel Investors and Venture Capital 429
Sale of Corporate Bonds 430

Managing in Turbulent Times: Staying Afloat in a Sea
of Falling Home Values 431

Becoming a Public Corporation 432
Going Public Means Selling Off Part of the Company 432
Stock Valuation 432
Market Capitalization 433
Choosing Equity Versus Debt Capital 434

Regulating Securities Markets 434
The Securities and Exchange Commission 435
Regulations Against Insider Trading 435

End-of-Chapter Review: U.S. Cap and Trade
Experiment Is Put on Hold 436

Online content mybizlab.com: Summary of Learning
Objectives ® Key Terms ¢ Questions & Exercises ®
Building Your Business Skills ® Exercising Your Ethics:
Individual Exercise ® Exercising Your Ethics: Team
Exercise ¢ Video Exercise ® End Notes

Appendices

Appendix I: Risk Management 444

Coping with Risk 444
Insurance as Risk Management 444

Appendix ll: The Legal Context
of Business 446



The U.S. Legal and Judicial Systems 446
Types of Law 446
The U.S. Judicial System 446
Business Law 447
Contract Law 447
Tort Law 447
Property Law 448
Agency Law 448
Commercial Law 449
Bankruptcy Law 449

The International Framework of Business
Law 450

Appendix lll: Managing Your
Personal Finances 451

Building Your Financial Plan 451
Assessing Your Current Financial Condition 451

Develop Your Financial Goals 452

CONTENTS

Making Better Use of the Time Value
of Money 453

Planning for the Golden Years 453
Time Value as a Financial-Planning Tool 454
Conserving Money by Controlling It 454

Credit Cards: Keys to Satisfaction or Financial
Handcuffs? 455

Save Your Money: Lower Interest Rates and Faster

Payments 455
Declining Asset Value: A Borrower’s Regret 455

Financial Commitments of Home
Ownership 455

How Much House Can You Afford? 455

Cashing Out from Tax Avoidance (Legally) 458

The IRA Tax Break 458
Protecting Your Net Worth 459

Glindex 461

XV



This page intentionally left blank



From the Authors

RON EBERT and RICKY GRIFFIN

Businesses today face constant change—change in their competitive landscape,
change in their workforce, change in governmental regulation, change in economic
conditions, change in technology, change in ... well, you get the idea. As we began
to plan this revision, we too recognized the need for change. Changing demands
from instructors, changing needs and preferences by students, and changing views
on what material to cover in this course and how to cover it have all affected how we
planned and revised the book.

A new editorial team was assembled to guide and shape the creation and devel-
opment of the book. Along with suggestions from many loyal users, the business
world itself provided us with dozens of new examples, new challenges, new suc-
cesses and failures, and new perspectives on what they must do to remain competi-
tive. And a new dedication to relevance guided our work from beginning to end. For
example, we know that some business students will go to work for big companies.
Others will work for small firms. Some will start their own business. Still others may
join a family business. Nonbusiness students, too, as interested citizens, are curious
about its “whys” and “hows.” So, we accepted the challenge of striving to make the
book as relevant as possible to all students, regardless of their personal and career
goals and objectives.

We also carefully reviewed the existing book line by line. Extraneous material
was removed, and new material was added. Examples were updated or replaced
with newer ones. We worked extra hard to make our writing as clear and as crisp as
possible. More recent business practices and issues are included throughout the text.
We've also engaged the student by opening each chapter with the question “What's
in It for Me?” We then answer that question by identifying the key elements in the
chapter that are most central to the student’s future relationships to business—be
it as employee, manager, consumer, investor, or interested citizen. And because so
much work in modern organizations is performed by teams, we added a special team
ethics exercise at the end of each chapter and reinstated the companion individual
ethics exercises that have been so popular in previous editions.

These are just some of the many changes, additions, and improvements we’ve
made to the book.

We are proud of what we have accomplished and believe that we have taken this
book to a higher level of excellence. Its content is stronger, its learning framework
is better, its design is more accessible, and its support materials are the best in the
market. We hope that you enjoy reading and learning from this book as much as we
enjoyed creating it. And who knows? Perhaps one day we can tell your story of busi-
ness success to other students.

Xvii
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PREFACE

What’s New to This Edition

¢ Six kinds of chapter-ending involvement activities—to reinforce and practice the
use of chapter concepts—are back by popular demand (see below for detailed
descriptions)

e Hundreds of new real-life business examples added throughout the text, as
requested by reviewers and users.

¢ Five brand new chapter-opening cases cover key concepts in Chapter 4 (The Global
Context of Business), Chapter 6 (Organizing the Business), Chapter 7 (Operations
Management and Quality), Chapter 10 (Human Resource Management and Labor
Relations), and Chapter 15 (Money and Banking).

* Substantially updated Marketing Processes and Consumer Behavior (Chapter 11),
with all-new sections covering the new product development process, customer
relationship management, geo-demographic segmentation, and behavior
segmentation.

¢ Five new sections added to illustrate the modernization of Pricing, Distributing,
and Promoting Products (Chapter 12), including the role of e-intermediaries,
non-physical storage (warehousing for digital data), direct interactive marketing,
combining just-in-time and supply chains for a competitive advantage, as well as
marketing strategies of distribution via supply chains.

* Four new sections cover the latest changes in Information Technology for Business
(Chapter 13), including computer-aided manufacturing (CAM), applications soft-
ware (“apps”), computer-based voice technology, and recent ethical issues arising
from IT.

Features
"What's in It for Me?”

Each chapter opens with a section called “What’s in It for Me?” In this section, we
answer that question by identifying the key elements in the chapter that are most
central to your future careers in business, be it as an employee, manager, investor,
or as an outside consumer or interested citizen—making it clear why each chapter
really matters.

Two-Part Chapter Case Vignettes

We’ve updated or completely replaced the chapter-opening cases, keeping them
fresh, relevant, and up-to-date. Covering companies from British Petroleum to
iTunes and Starbucks to Google, these chapter case vignettes pique your interest
at the beginning of the chapter and reinforce concepts you’ve learned throughout
the chapter by adding a new case wrap-up with discussion questions at the end.

“Entrepreneurship and New Ventures”

If your plan is to work for a large corporation, start your own business, or any-
thing in between, you need to be both entrepreneurial and intrapreneurial. These
updated, popular boxed features touch upon entrepreneurs who have really made a
difference.

“Managing in Turbulent Times"”

Whatever your role with any business, as employee, customer, or investor, you need
to see the challenges and consequences firms encounter during economic downturns.
Experiences from real companies reveal both disappointments and unexpected new



opportunities arising from the 2008-2010 recession and the uncertainties of economic
recovery.

We've also brought back several End-of-Chapter features that are designed to help
you review and apply chapter concepts and build skills.

e Summary of Learning Objectives offers a quick guide for you to review the major
topics covered in each chapter.

e Key Terms with page references to help reinforce chapter concepts.

¢ Building Your Business Skills activities allow you to apply your knowledge and
critical thinking skills to an extended problem drawn from a wide range of realis-
tic business experiences.

¢ Exercising Your Ethics: Individual Exercises & Team Exercises ask you to examine an
ethical dilemma and think critically about how you would approach and resolve it.

e Video Exercises help you see how real-life businesses and the people who run
them apply fundamental business principles on a daily basis.

What’s in It for You?

If you're like many other students, you may be starting this semester with some
questions about why you're here. Whether you're taking this course at a two-year
college, at a four-year university, or at a technical school, in a traditional classroom
setting or online, you may be wondering just what you're supposed to get from this
course and how it will benefit you. In short, you may be wondering, “What's in it
for me?”

Regardless of what it may be called at your school, this is a survey course designed
to introduce you to the many exciting and challenging facets of business, both in the
United States and elsewhere. The course fits the needs of a wide variety of students.
You may be taking this course as the first step toward earning a degree in business,
you may be thinking about business and want to know more about it, or you may
know you want to study business but are unsure of the area you want to pursue.
Maybe you plan to major in another field but want some basic business background
and are taking this course as an elective. Or you may be here because, frankly, this
course is required or is a prerequisite to another course.

For those of you with little work experience, you may be uncertain as to what the
business world is all about. If you have a lot of work experience, you may even be a
bit skeptical about what you can actually learn about business from an introductory
course. One of our biggest challenges as authors is to write a book that meets the
needs of such a diverse student population, especially when we acknowledge the
legitimacy of your right to ask “What’s in it for me?” We also want to do our best to
ensure that you find the course challenging, interesting, and useful.

The world today is populated with a breathtaking array of businesses and busi-
ness opportunities. Big and small businesses, established and new businesses,
broad-based and niche businesses, successful and unsuccessful businesses, global
and domestic businesses—throughout this book we’ll discuss how they get started
and how they work, why they grow and why some fail, and how they affect you.
Regardless of where your future takes you, we hope that you look back on this
course as one of your first steps.

Going forward, we also urge you to consider that what you get out of this course—
what’s in it for you—is shaped by at least three factors. One factor is this book and
the various learning aids that accompany it. Another factor is your instructor. He or
she is a dedicated professional who wants to help you grow and develop intellectu-
ally and academically.

The third factor? You. Learning is an active process that requires you to be a major
participant. Simply memorizing the key terms and concepts in this book may help
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you achieve an acceptable course grade. But true learning requires that you read,
study, discuss, question, review, experience, and evaluate as you go along. While
tests and homework may be a “necessary evil,” we believe we will have done our
part if you finish this course with new knowledge and increased enthusiasm for the
world of business. We know your instructor will do his or her best to facilitate your
learning. The rest, then, is up to you. We wish you success.

To help lay the foundation for meeting these challenges, let’s look at the various
“hats” that you may wear, both now and in the future.

Wearing the Hats

There’s an old adage that refers to people wearing different “hats.” In general, this is
based on the idea that any given person usually has different roles to play in differ-
ent settings. For example, your roles may include student, child, spouse, employee,
friend, and/or parent. You could think of each of these roles as needing a different
hat—when you play the role of a student, for example, you wear one hat, but when
you leave campus and go to your part-time job, you put on a different hat. From the
perspective of studying and interfacing with the world of business, there are at least
four distinct “hats” that you might wear:

e The Employee Hat. One business hat is as an employee working for a business.
Many people wear this hat during the early stages of their career. To wear the hat
successfully, you will need to understand your “place” in the organization—your
job duties and responsibilities, how to get along with others, how to work with
your boss, what your organization is all about, and so on. You'll begin to see how
to best wear this hat as you learn more about organizing business enterprises in
Chapter 6 and how organizations manage their human resources in Chapter 10, as
well as in several other places in this book.

e The Employer or Boss Hat. Another business hat that many people wear is as an
employer or boss. Whether you start your own business or get promoted within
someone else’s business, one day people will be working for you. You'll still need
to know your job duties and responsibilities. But you'll now also need to under-
stand how to manage other people—how to motivate and reward them, how to
lead them, how to deal with conflict among them, and the legal parameters that
may affect how you treat them. Chapters 3, 5, 8, and 9 provide a lot of informa-
tion about how you can best wear this hat, although the role of employer runs
throughout the entire book.

o The Consumer Hat. Even if you don’t work for a business, you will still wear the
hat of a consumer. Whenever you fill your car with Shell gasoline, bid for some-
thing on eBay, buy clothes at Urban Outfitters, or download a song from iTunes,
you're consuming products or services created by business. To wear this hat effec-
tively, you need to understand how to assess the value of what you're buying,
your rights as a consumer, and so on. We discuss how you can best wear this hat
in Chapters 4, 11, and 12.

e The Investor Hat. The final business hat many people wear is that of an investor.
You may buy your own business or work for a company that allows you to buy its
own stock. You may also invest in other companies through the purchase of stocks
or shares of a mutual fund. In order for you to invest wisely, you must understand
some basics, such as financial markets, business earnings, and the basic costs of
investment. Chapters 4, 14, 15, 16, and an appendix will help you learn how to
best wear this hat.

Many people wear more than one of these hats at the same time. Regardless of how
many hats you wear or when you may be putting them on, it should be clear that you
have in the past, do now, and will in the future interface with many businesses in dif-
ferent ways. Knowing how to best wear all these hats is what this book is all about.
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PART ONE | THE CONTEMPORARY BUSINESS WORLD

The U.S. Business
Environment

What Goes Up...Can Go
Even Higher!

he sign in front of a Texas Mobil gasoline sta-

tion summed it up nicely: The “prices” for the

three grades of gasoline sold at the station

were listed as “an arm,” “a leg,” and “your
first born.” While the sign no doubt led to a few smiles
from motorists, its sentiments were far from a laughing
matter. The stark reality is that gas prices have fluctuated
dramatically in recent years, reaching an all-time high of
over $4.00 per gallon in early 2008 before dropping back
to less than $2.00 per gallon in 2009. By 2011, though,
prices were surging again, and some experts suggest-
ed that they could hit $5.00 per gallon in the near fu-
ture. Indeed, the dramatic price fluctuations that began
in mid-2004 have left consumers, government officials,
and business leaders struggling to cope with uncertainty
about future prices.

What makes this gas crisis unusual is that it began with
an unusual mix of supply, demand, and global forces. In
the past, gas prices generally increased only when the supply
was reduced. But the circumstances underlying the increases

After reading this chapter,
you should be able to:

Define the nature of U.S. business
and identify its main goals and
functions.

Describe the external environments
of business and discuss how these
environments affect the success or
failure of any organization.
Describe the different types of
global economic systems according
to the means by which they control
the factors of production.

Show how markets, demand, and
supply affect resource distribution
in the United States, identify the
elements of private enterprise,

and explain the various degrees of
competition in the U.S. economic
system.

Explain the importance of the
economic environment to business
and identify the factors used to
evaluate the performance of an
economic system.

that started in 2004 and continued through 2011 were much more complex. First,
global supplies of gasoline have been increasing at a rate that has more than
offset the steady decline in U.S. domestic production of gasoline since 1972. As
a result, the United States has been relying more on foreign producers and is,
therefore, subject to whatever prices those producers want to charge. Second,
demand for gasoline in the United States has continued to rise as a result of a

2




growing population, the continued popularity of
large gas-guzzling vehicles, and a strong demand
for other petroleum-based products.

Another major piece of the puzzle has been a
surging global economy that until recently caused
a higher demand for oil and gasoline. China,
in particular, has become a major consumer of
petroleum, passing Japan in 2005 to trail only the
United States in total consumption. The global
recession that started in 2008, however, reduced
demand in most industrialized countries. The
recession, in fact, probably played a role in the
dip in prices in 2009 just as the gradual recovery
that started in 2010 has helped spur higher prices
once again. Political turmoil in the Middle East in
2011 also played a major role.

The price fluctuations have also led to awide array
of related consequences. Automobile manufac-
turers stepped up their commitment to making
more fuel-efficient cars even as automobile sales

Heather A. Craig/Shutterstock
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-| Define the nature of U.S.
business and identify its
main goals and functions.

yBizLab

Gain hands-on experience
through an interactive, real-
world scenario. This chapter’s

simulation entitled Supply
and Demand is located at
www.mybizlab.com.

plummeted during the recent recession. Refiners posted record profits
(indeed, some critics charged that the energy companies were guilty of
price gouging). And even local police officers were kept busy combating
a surge in gasoline theft, yet another indication that gas was becoming an
increasingly valuable commodity!”

Our opening story continues on page 24.

The Concept of Business
and the Concept of Profit

What do you think of when you hear the word business? Does it conjure up images
of successful corporations, such as Apple and Google? Or of less successful
companies, such as Borders Books and Kmart? Are you reminded of smaller firms,
such as your local supermarket or favorite restaurant? Or do you think of even
smaller family-owned operations, such as your neighborhood pizzeria or the florist
down the street?

All these organizations are businesses—organizations that provide goods or
services that are then sold to earn profits. Indeed, the prospect of earning profits—
the difference between a business’s revenues and its expenses—is what encourages
people to open and expand businesses. After all, profits are the rewards owners get
for risking their money and time. The right to pursue profits distinguishes a business
from those organizations—such as most universities, hospitals, and government
agencies—that run in much the same way but that generally don’t seek profits.?

Consumer Choice and Demand In a capitalistic system, such as that in the
United States, businesses exist to earn profits for owners; within certain broad
constraints an owner is free to set up a new business, grow that business, sell it, or
even shut it down. But consumers also have freedom of choice. In choosing how
to pursue profits, businesses must take into account what consumers want and/or
need. No matter how efficient a business is, it won’t survive if there is no demand
for its goods or services. Neither a snowblower shop in Florida nor a beach-umbrella
store in Alaska is likely to do well.

Opportunity and Enterprise If enterprising businesspeople can spot a promis-
ing opportunity and then develop a good plan for capitalizing on it, they can succeed.
For example, as large retailers like Circuit City and Linens-N-Things closed their doors
in 2009, other firms profited by handling the inventory liquidations of those failed
retailers. The opportunity always involves goods or services that consumers need
and/or want—especially if no one else is supplying them or if existing businesses are
doing so inefficiently or incompletely.

The Benefits of Business So what are the benefits of businesses? Businesses
produce most of the goods and services we consume, and they employ most working
people. They create most new innovations and provide a vast range of opportunities
for new businesses, which serve as their suppliers. A healthy business climate also
contributes to the quality of life and standard of living of people in a society. Business
profits enhance the personal incomes of millions of owners and stockholders, and
business taxes help to support governments at all levels. Many businesses support
charities and provide community leadership. However, some businesses also harm
the environment, and their decision makers sometimes resort to unacceptable prac-
tices for their own personal benefit.

In this chapter, we begin our introduction to business by examining the environ-
ment in which businesses operate. This provides a foundation for our subsequent
discussions dealing with economic forces that play a major role in the success and
failure of businesses everywhere.
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Figure 1.1 Dimensions of the
External Environment
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All businesses, regardless of their size, location, or mission, operate within a larger failure of any organization.

external environment. This external environment consists of everything outside
an organization’s boundaries that might affect it. (Businesses also have an internal
environment, more commonly called corporate culture; we discuss this in Chapter 5.)
Not surprisingly, the external environment plays a major role in determining the
success or failure of any organization. Managers must, therefore, have a complete
and accurate understanding of their environment and then strive to operate and
compete within it. Businesses can also influence their environments.

Figure 1.1 shows the major dimensions and elements of the external environ-
ment as it affects businesses today. As you can see, these include the domestic
business environment, the global business environment, the technological environment,
the political-legal environment, the sociocultural environment, and the economic
environment.

Business organization that provides goods Profits difference between a business’s External Environment everything outside an
or services to earn profits revenues and its expenses organization’s boundaries that might affect it
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Urban Outfitters is affected by the external environment
in many different ways.

Domestic Business Environment

The domestic business environment refers to the environment in
which a firm conducts its operations and derives its revenues. In
general, businesses seek to be close to their customers, to estab-
lish strong relationships with their suppliers, and to distinguish
themselves from their competitors. Take Urban Outfitters, for
example. The firm initially located its stores near urban college
campuses; it now also locates stores in other, often more upscale,
areas as well. The company also has a strong network of suppli-
ers and is itself a wholesale supplier to other retailers through its
Free People division. And it has established a clear identity for
itself within the domestic business environment that enables it to
compete alongside such competitors as Aeropostale and dELiA*s.

Global Business Environment

The global business environment refers to the international forces
that affect a business. Factors affecting the global environment at a
general level include international trade agreements, international
economic conditions, political unrest, and so forth. For example, as
political protests spread through much of the Middle East in 2011
oil prices began to surge and companies with operations in the
region took emergency measures to protect their employees. At a
more immediate level, any given business is likely to be affected
by international market opportunities, suppliers, cultures, competi-
tors, and currency values. For instance, Urban Outfitters currently
has stores in several other countries, including Canada, the United
Kingdom, and Ireland, and has plans for other international expan-
sion. But as it expands into other parts of the world, it will have
to contend with different languages, more diverse cultures, and so
forth. Even now, many of its suppliers are foreign companies.

Technological Environment

The technological environment generally includes all the ways by which firms create
value for their constituents. Technology includes human knowledge, work meth-
ods, physical equipment, electronics and telecommunications, and various pro-
cessing systems that are used to perform business activities. For instance, Urban
Outfitters relies on a sophisticated information system that tracks sales and inven-
tory levels in order to be highly responsive to its customers. The firm also enjoys
considerable success with its e-commerce websites. Urban Outfitters has developed
a strong market presence in Japan, for example, even though it has no retail outlets
in that country.

Political-Legal Environment

The political-legal environment reflects the relationship between business and gov-
ernment, usually in the form of government regulation of business. It is important
for several reasons. First, the legal system defines in part what an organization can
and can’t do. For instance, Urban Outfitters is subject to a variety of political and legal
forces, including product identification laws and local zoning requirements. Likewise,
various government agencies regulate important areas, such as advertising practices,
safety and health considerations, and acceptable standards of business conduct. Pro- or
anti-business sentiment in government and political stability are also important consid-
erations, especially for international firms. For instance, shortly after President Obama
took office in 2009, a number of new regulations were imposed on businesses. And the
president himself forced the resignation of General Motors” CEO in exchange for infus-
ing new capital into the struggling automaker.
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Sociocultural Environment

The sociocultural environment includes the customs, mores, values, and demographic
characteristics of the society in which an organization functions. Sociocultural
processes also determine the goods and services, as well as the standards of business
conduct, that a society is likely to value and accept. For example, a few years ago,
Urban Outfitters introduced a Monopoly-like game called Ghettopoly. The company
received a lot of unfavorable publicity about the game, based on critics’ charges that
it made light of poverty and other social problems. In response, Urban Outfitters
pulled it from shelves and discontinued its sale.

Economic Environment

The economic environment refers to relevant conditions that exist in the economic
system in which a company operates. For example, if an economy is doing well
enough that most people have jobs, a growing company may find it necessary to pay
higher wages and offer more benefits in order to attract workers from other compa-
nies. But if many people in an economy are looking for jobs, as was the case during
the 2009-2010 recession, a firm may be able to pay less and offer fewer benefits.

The rest of this chapter is devoted to the economic environment; the other envi-
ronments of business are covered throughout the rest of the book.

Economic Systems 3

A U.S. business operates differently from a business in France or the People’s Republic
of China, and businesses in these countries differ from those in Japan or Brazil. A key
factor in these differences is the economic system of a firm’s home country—the nation
in which it does most of its business. An economic system is a nation’s system for
allocating its resources amonyg its citizens, both individuals and organizations.

Factors of Production

A basic difference between economic systems is the way in which a system manages
its factors of production—the resources that a country’s businesses use to produce
goods and services. Economists have long focused on four factors of production:
labor, capital, entrepreneurs, and physical resources. In addition to these traditional
four factors, information resources are now included as well. Note that the concept of
factors of production can also be applied to the resources that an individual organi-
zation manages to produce goods and services.

Labor People who work for businesses provide labor. Labor, sometimes called
human resources, includes the physical and intellectual contributions people make
while engaged in economic production. Starbucks, for example, employs over 176,000
people.® The firm’s workforce includes the baristas who prepare coffees for customers,
store managers, regional managers, coffee tasters, quality control experts, coffee buyers,
marketing experts, financial specialists, and other specialized workers and managers.

Capital Obtaining and using labor and other resources requires capital—the financial
resources needed to operate a business. You need capital to start a new business and

Domestic Business Environment the Sociocultural Environment the customs, mo- Factors of Production resources used in the
environment in which a firm conducts its res, values, and demographic characteristics of  production of goods and services—labor,
operations and derives its revenues the society in which an organization functions  capital, entrepreneurs, physical resources,
Global Business Environment the interna-  Economic Environment relevant conditions ~ and information resources
tional forces that affect a business that exist in the economic system in which Labor (Human Resources) physical and

a company operates mental capabilities of people as they

Technological Environment all the ways by

which firms create value for their constituents ~ Economic System a nation’s system for

allocating its resources among its citizens Capital funds needed to create and operate
a business enterprise

contribute to economic production

Political-Legal Environment the relation-
ship between business and government
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Starbucks uses various factors of
production, including (a) labor,
such as this Starbucks barrista;
(b) entrepreneurs, such as CEO
Howard Schultz; and (c) physical
resources, including coffee beans.
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then to keep it running and growing. For example, when Howard Schultz decided to
buy the fledgling Starbucks coffee outfit back in 1987, he used personal savings and a
loan to finance his acquisition. As Starbucks grew, he came to rely more on Starbucks’
profits. Eventually, the firm sold stock to other investors to raise even more money.
Starbucks continues to rely on a blend of current earnings and both short- and long-
term debt to finance its operations and fuel its growth. Moreover, even when the firm
decided to close several hundred coffee shops in 2008 and early 2009, it employed
capital to pay off leases and provide severance pay to employees who lost their jobs.

Entrepreneurs An entrepreneur is a person who accepts the risks and opportuni-
ties entailed in creating and operating a new business. Three individuals founded
Starbucks back in 1971 and planned to emphasize wholesale distribution of fresh
coffee beans. However, they lacked either the interest or the vision to see the retail
potential for coffee. But Howard Schultz was willing to accept the risks associat-
ed with retail growth and, after buying the company, he capitalized on the market
opportunities for rapid growth. Had his original venture failed, Schultz would have
lost most of his savings. Most economic systems encourage entrepreneurs, both to
start new businesses and to make the decisions that allow them to create new jobs
and make more profits for their owners.

Physical Resources Physical resources are the tangible things that organizations
use to conduct their business. They include natural resources and raw materials,
offices, storage and production facilities, parts and supplies, computers and
peripherals, and a variety of other equipment. For example, Starbucks relies on coffee
beans and other food products, the equipment it uses to make its coffee drinks, paper
products for packaging, and other retail equipment, as well as office equipment and
storage facilities for running its business at the corporate level.

foodfolio/Alamy
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MANAGING IN TURBULENT TIMES

What Goes Around...

It seems like just yesterday. In 2005 the global economy was
booming. In the United States, for example, business profits
were soaring, jobs were plentiful, and home ownership was
at any all-time high. The stock market reached unprecedent-
ed highs, pension plans were burgeoning, and new business
opportunities were plentiful.

Fast-forward just five short years to 2010, and things
looked a lot different. Business profits were down, hundreds of
thousands of jobs were lost and unemployment claims soared,
and mortgage foreclosures were the order of the day. The stock
market plummeted, pension plans went broke, and it seemed
like no one wanted to start a new business (and even those
who did had a hard time getting financing).

What happened in this short period of time? Economists call
it the business cycle. Historically, our economy has followed long
periods of growth and prosperity, with periods of cutbacks and
retreats. And that's where we were in 2010. During extended pe-
riods of prosperity, people sometimes start to act as though good
times will last forever. They continue to bid up stock prices, for
instance, far beyond rational value. They also take on too much
debt, save too little money, and spend beyond their means. But
things have a way of correcting themselves, and that’s what hap-
pened when our economy went into recession beginning in 2008.

So what does the future hold? Well, while no one has a real crys-
tal ball, most experts agree that the bad times will run their course, .
and then things will start looking up again. Indeed, by mid-2011 M)’BIZLab

Lilli Day/iStockphoto.com

the stock market was inching back up and many businesses were
cautiously hiring again. It may take awhile longer for growth to
really take off again, but one day soon profits will again start to
surge, businesses will embark on ambitious hiring plans, the stock
market will surpass all previous highs, and business opportuni-
ties will again be plentiful. Until then, though, managers have to
focus on following core business principles and do their best to
steer their organizations through today’s turbulence.

Information Resources The production of tangible goods once dominated most
economic systems. Today, information resources—data and other information used
by businesses—play a major role. Information resources that businesses rely on in-
clude market forecasts, the specialized knowledge of people, and economic data. In
turn, much of what they do results either in the creation of new information or the
repackaging of existing information for new users. For example, Starbucks uses vari-
ous economic statistics to decide where to open new outlets. It also uses sophisticated
forecasting models to predict the future prices of coffee beans. And consumer taste
tests help the firm decide when to introduce new products.

Types of Economic Systems

Different types of economic systems manage these factors of production differently. In
some systems, all ownership is private; in others, all factors of production are owned
or controlled by the government. Most systems, however, fall between these extremes.

Economic systems also differ in the ways decisions are made about production
and allocation. A planned economy relies on a centralized government to control all

Entrepreneur individual who accepts Physical Resources tangible items Planned Economy economy that relies
the risks and opportunities involved organizations use in the conduct of their on a centralized government to control
in creating and operating a new business businesses all or most factors of production and
venture T nT e [ e B el Gl to make all or most production and

information used by businesses allocation decisions





