


c01Thechangingfaceofbusiness.indd   1 20/08/14   5:14 PM



An easy way to  
help your students 
learn, collaborate, 

and grow.

We are dedicated to supporting you from idea to outcome.

Personalized 
Experience

Students create their own study 
guide while they interact with 

course content and work on learning 
activities.

Flexible  
Course Design

Educators can quickly organize 
learning activities, manage student 
collaboration, and customize their 

course—giving them full control over 
content as well as the amount of 
interactivity between students.

Clear  
Path to Action

With visual reports, it’s easy for  
both students and educators to gauge 

problem areas and act on what’s  
most important.

Instructor Benefits
•  Assign activities and add your own materials

•  Guide students through what’s important in the 
interactive e-textbook by easily assigning specific 
content

•  Set up and monitor collaborative learning groups

•  Assess learner engagement

•  Gain immediate insights to help inform teaching

Student Benefits
•  Instantly know what you need to work on

•  Create a personal study plan

•  Assess progress along the way

•  Participate in class discussions

•  Remember what you have learned because you have 
made deeper connections to the content
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Wiley’s WEEKLY UPDATES news site sparks 
classroom debate around current events that 
apply to your business course topics. We save 
you time by emailing you—every Monday—
the most relevant news articles and videos 
tagged to your textbook and complemented by 
discussion questions.

BOONE & KURTZ
CASE VIDEOS
Accompanying each chapter, documentary-
style video clips of successful companies like 
Zipcar, Timberland, and Comet Skateboards 
reinforce key concepts while exposing students 
to innovative business practices.

BOONE & KURTZ
STUDENT CASE VIDEOS
The Student Case Videos feature six recent 
business graduates in the workplace as they 
share their experiences and career goals. 
Each video illustrates the central theme of  
the six parts of Boone & Kurtz  
Contemporary Business.

Available in WileyPLUS and on the 
Contemporary Business Book Companion Site 

The ZOOM BUSINESS SIMULATION™ GAME 
allows your students to sit in the driver’s seat 
of a new automobile company as they make all 
the relevant sales, marketing, operational, and 
fnancial decisions necessary for the company to 
succeed. Student teams compete against each 
other as they learn core business principles and 
how to make good business decisions. 

KURTZBOONE&

FMTitlePage1.indd   1 27/08/14   9:28 AM



David L. Kurtz
University of Arkansas

John Wiley & Sons, Inc.

BUSINESS
Contemporary

1 6 T H  E D I T I O N

Boone & Kurtz’s

FMTitlePage.indd   3 21/08/14   10:31 AM



Vice President & Executive Publisher George Hoffman
Executive Editor Lisé Johnson
Project Editor Jennifer Manias
Development Editor Cate Rzasa
Assistant Editor Katherine Bull
Editorial Assistant Amanda Dallas
Content Manager Dorothy Sinclair
Senior Production Editor Valerie A. Vargas
Director of Marketing Amy Scholz
Senior Marketing Manager Kelly Simmons
Marketing Assistant Elisa Wong
Creative Director Harry Nolan
Senior Designer Wendy Lai
Senior Photo Editor Mary Ann Price
Senior Product Designer Allison Morris
Media Specialist Elena Santa Maria

This book was set in Janson Text LT Std-Roman 10/12 by MPS Limited, India and printed and bound by Quad/ 
Graphics-Versailles. The cover was printed by Quad/Graphics-Versailles.

This book is printed on acid free paper. ∞

Founded in 1807, John Wiley & Sons, Inc. has been a valued source of knowledge and understanding for more than 200 
years, helping people around the world meet their needs and fulfll their aspirations. Our company is built on a foundation 
of principles that include responsibility to the communities we serve and where we live and work. In 2008, we launched a 
Corporate Citizenship Initiative, a global effort to address the environmental, social, economic, and ethical challenges we 
face in our business. Among the issues we are addressing are carbon impact, paper specifcations and procurement, ethical 
conduct within our business and among our vendors, and community and charitable support. For more information, please 
visit our website: www.wiley.com/go/citizenship.

Copyright © 2015, 2012, 2010, 2006 John Wiley & Sons, Inc. All rights reserved. No part of this publication may be 
reproduced, stored in a retrieval system or transmitted in any form or by any means, electronic, mechanical, photocopying, 
recording, scanning or otherwise, except as permitted under Sections 107 or 108 of the 1976 United States Copyright Act, 
without either the prior written permission of the Publisher, or authorization through payment of the appropriate per-copy 
fee to the Copyright Clearance Center, Inc. 222 Rosewood Drive, Danvers, MA 01923, website www.copyright.com. 
Requests to the Publisher for permission should be addressed to the Permissions Department, John Wiley & Sons, Inc., 111 
River Street, Hoboken, NJ 07030-5774, (201)748-6011, fax (201)748-6008, website http://www.wiley.com/go/permissions.

Evaluation copies are provided to qualifed academics and professionals for review purposes only, for use in their courses 
during the next academic year. †These copies are licensed and may not be sold or transferred to a third party. †Upon 
completion of the review period, please return the evaluation copy to Wiley. †Return instructions and a free of charge 
return shipping label are available at www.wiley.com/go/returnlabel. Outside of the United States, please contact your local 
representative.

ISBN-13 978-1-118-77239-3 (Binder Ready Version)

Printed in the United States of America

10 9 8 7 6 5 4 3 2 1

The 16th edition of Contemporary Business is dedicated to my wife, Diane.  
She is the best thing that ever happened to me.

—Dave Kurtz

To my loving parents, who took me to the library and talked  
a lot about the importance of education.

—Susan Berston

FMTitlePage.indd   4 21/08/14   10:31 AM



About the Author  v

About the Author

During Dave Kurtz’s high school days, no one in Salisbury, Maryland, would have mistaken 
him for a scholar. In fact, he was a mediocre student, so bad that his father steered him toward 
higher education by fnding him a succession of backbreaking summer jobs. Thankfully, most 
of them have been erased from his memory, but a few linger, including picking peaches, loading 
watermelons on trucks headed for market, and working as a pipeftter’s helper. Unfortunately, 
these jobs had zero impact on his academic standing. Worse yet for Dave’s ego, he was no 
better than average as a high school athlete in football and track.

But four years at Davis & Elkins College in Elkins, West Virginia, turned him around. 
Excellent instructors helped get Dave on sound academic footing. His grade point average 
soared—enough to get him accepted by the graduate business school at the University of 
Arkansas, where he met Gene Boone. Gene and Dave became longtime co-authors; together 
they produced more than 50 books. In addition to writing, Dave and Gene were involved in 
various entrepreneurial ventures.

This long-term partnership ended with Gene’s death a few years ago. But, this book will 
always be Boone & Kurtz’s Contemporary Business.

If you have any questions or comments about the new 16th edition, Dave can be reached 
at ProfKurtz@gmail.com.

About the Contributor
During Susan Berston’s four years as a campus tour guide while a student at the University 
of California, Berkeley, she endured hundreds of elevator rides crammed with visitors eager 
to reach the Campanile’s observation deck 200 feet above. It was during these years that her 
excitement for teaching and learning became deeply engrained.

After completing an MBA at the University of San Francisco, Susan worked in the corpo-
rate banking division of a Japanese bank. However, after a few years, Susan found herself bit by 
the sales bug. She joined the sales force of printer RR Donnelley & Sons Company, which is 
where her passion for satisfying customers, outsmarting competitors, providing solutions, and 
building relationships was realized.

She returned to academia and campus life to eventually become a full-time instructor 
at City College of San Francisco—where her father, also a textbook author, taught business 
for close to six decades. Here Susan feels incredibly lucky rooting for her students, whether 
as a faculty advisor to the Kiva Microfnance Club, as an engaged guide and mentor, or as a 
member of the school’s Senate Executive Council. But it’s the storytelling that keeps Susan 
going, bringing ideas to life in both the classroom and on the pages of this very textbook. And 
watching students learn, evolve, and succeed is simply the icing on the cake.
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vi  Preface

Preface

A part of every business is change; now more than ever, business moves at a pace that is unpar-
alleled. Containing the most important introductory business topics, Contemporary Business 
includes the most current information available and the best supplementary package on the 
market. You’ll fnd that this new edition gets your students excited about the world of business, 
helps them improve their critical-thinking skills, and offers you and your students solutions at 
the speed of business.

For Instructors Consistent with recent editions of Contemporary Business, the instructor 
resources are designed to propel the instructor into the classroom with all the materials needed 
to engage students and help them understand text concepts. As always, all the major teaching 
materials are contained within the Instructor’s Manual. The PowerPoint Presentations and 
Test Bank have also been updated and improved. Greensburg, KS—our continuing case—is 
highlighted in part videos, plus we’ve added two other videos: “One Year Later” and “Future 
Plans.” Our Wiley Business End-of-Chapter Video Series showcases companies such as Zipcar, 
Necco, Timberland, New Harvest Coffee Roasters, and Comet Skateboards.

For Students With contemporary being the operative word, we’ve added two vid-
eos to update our Greensburg, Kansas video series. As always, every chapter is loaded with 
up-to-the-minute business issues and examples to enliven classroom discussion and debate, 
such as how “social entrepreneurs” are making their mark on emerging businesses. Processes, 
strategies, and procedures are brought to life through videos highlighting real companies and 
employees, an inventive business model, and collaborative learning exercises. And to further 
enhance the student learning process, with WileyPLUS Learning Space, instructors and stu-
dents receive 24/7 access to resources that promote positive learning outcomes. Throughout 
each study session, students can assess their progress and gain immediate feedback on their 
strengths and weaknesses so they can be confdent they are spending their time effectively.

How Boone & Kurtz Became the Leading Brand in the Market For more 
than three decades, Contemporary Business has provided the latest in content and pedagogy. Our 
current editions have long been the model for our competitors’ next editions. Consider Boone 
& Kurtz’s proven record of providing instructors and students with pedagogical frsts:

 • Contemporary Business was the first introductory business text written specifically for 
the student—rather than the instructor—featuring a motivational style students readily 
understood and enjoyed.

 • Contemporary Business has always been based on marketing research, written the way 
instructors actually teach the course.

 • Contemporary Business was the first text to integrate computer applications—and later, 
Internet assignments—into each chapter.

 • Contemporary Business was the first business text to offer end-of-chapter video cases as 
well as end-of-part cases filmed by professional producers.

 • Contemporary Business was the first to use multimedia technology to integrate all com-
ponents of the Introduction to Business ancillary program, videos, and PowerPoints 
for both instructors and students—enabling instructors to custom-create lively lecture 
presentations.

Wiley is proud to be publishing a book that has represented the needs of students and instructors 
so effectively and for so many years. The 16th edition will continue this excellent tradition and 
will continue to offer students and instructors solutions at the speed of business.
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Preface  vii

Continuing to Build the Boone & Kurtz Brand: What’s New Trends, strat-
egies, and practices are evolving, and students must understand business in today’s fast-paced 
world. Keeping this in mind, here are just a few of the important business trends and practices 
we’ve focused on for this new edition to help move students forward into a great business career.

Throughout the textbook, several global updates have been made, including new chapter 
opening vignettes, features, and cases; new web assignments; and new end-of-chapter exercises. 
Business statistics have been updated and cover such topics as the price of gasoline; U.S. and 
global GDP data; updates on populations, languages, and wealth; information on the world’s 
leading companies based on sales, market value, and profts; top U.S. trading partners; top U.S. 
merchandise exports and imports; and the best industries for starting a new business.

Companies and topics highlighted in chapter-opening vignettes include Microsoft’s new 
CEO embracing business opportunities; Toyota regaining the top spot in the global auto 
industry; Anytime Fitness leading the U.S. franchise list; how the new sharing economy gen-
erates business start-ups; why Quicken Loans is a great place to work; and how Glassdoor, the 
online job site, helps both job seekers and employers.

“Career Kickstart” provides students with timely tips on how to succeed in the business 
world. Specifc topics include mastering social networking; using Twitter to fnd a job or new 
employees; becoming a pro at electronic business communications; and preparing for a per-
formance review.

“Going Green” continues to highlight what contemporary companies are doing to be 
socially responsible and to help protect the environment. Companies and topics featured 
include a company that buys used boxes and resells them to consumers as part of moving-day 
kits; a new form of corporate ownership called B Corporations, in which businesses state their 
social and environmental goals in company bylaws; eBay and its push for green commerce; and 
ice cream company Häagen-Dazs’ commitment to honey bee research.

“Hit & Miss” shines a spotlight on companies, business leaders, and entrepreneurs. Success 
stories include AT&T’s commitment to hiring military vets; Chipotle’s niche in the fast-casual 
dining sector; Tory Burch and her foundation’s support of women entrepreneurs; Apple’s move 
to reshore manufacturing work back to the United States; and the entrepreneur’s story behind 
the highly successful Rainbow Loom.
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viii  Learning Styles

What Are Learning Styles?
Have you ever repeated something to yourself over and over to help remember it? Or does your best friend ask you to draw a map to someplace 
where the two of you are planning to meet, rather than just tell her the directions? If so, then you already have an intuitive sense that people learn 
in different ways, Researchers in learning theory have developed various categories of learning styles. Some people, for example, learn best by reading 
or writing. Others learn best by using various senses—seeing, hearing, feeling, tasting, or even smelling. When you understand how you learn best, 
you can make use of learning strategies that will optimize the time you spend studying. To fnd out what your particular learning style is, www.wiley 
.com/college/boone and take the learning styles quiz you fnd there. The quiz will help you determine your primary learning style:

Visual Learner

Haptic Learner

Print Learner

Kinesthetic Learner

Auditory Learner

Interactive Learner

Then, consult the information below and on the following pages for study tips for each learning style. This information will help you better understand 
your learning style and how to apply it to the study of business.

Study Tips for Visual Learners
If you are a Visual Learner, you prefer to work with images and diagrams. It is important that you see information.

Visual Learning
•	 Draw	charts/diagrams	during	lecture.
•	 Examine	textbook	figures	and	graphs.
•	 Look	at	images	and	videos	on	WileyPLUS 

and other websites.
•	 Pay	close	attention	to	charts,	drawings,	and	

handouts your instructor uses.
•	 Underline;	use	different	colors.
•	 Use	symbols,	flowcharts,	graphs,	different	

arrangements on the page, white spaces.

Visual Reinforcement
•	 Make	flashcards	by	drawing	tables/charts	on	

one side and defnition or description on the 
other side.

•	 Use	art-based	worksheets;	cover	labels	on	
images in text and then rewrite the labels.

•	 Use	colored	pencils/markers	and	colored	
paper to organize information into types.

•	 Convert	your	lecture	notes	into	“page	 
pictures.” To do this:
-	Use	the	outlined	visual	learning	strategies.

-	Reconstruct	images	in	different	ways.
-	Redraw	pages	from	memory.
-	Replace	words	with	symbols	and	initials.
-	Draw	diagrams	where	appropriate.
-	Practice	turning	your	visuals	back	into	

words.

If visual learning is your weakness: If you are 
not a Visual Learner but want to improve your 
visual	learning,	try	re-keying	tables/charts	
from the textbook.

Study Tips for Print Learners
If you are a Print Learner, reading will be important but writing will be much more important.

Print Learning
•	 Write	text	lecture	notes	during	lecture.
•	 Read	relevant	topics	in	textbook,	especially	

textbook tables.
•	 Look	at	text	descriptions	in	animations	and	

websites.
•	 Use	lists	and	headings.
•	 Use	dictionaries,	glossaries,	and	definitions.
•	 Read	handouts,	textbooks,	and	supplementary	

library readings.
•	 Use	lecture	notes.

Print Reinforcement
•	 Rewrite	your	notes	from	class,	and	copy	class-

room handouts in your own handwriting.
•	 Make	your	own	flashcards.
•	 Write	out	essays	summarizing	lecture	notes	or	

textbook topics.
•	 Develop	mnemonics.
•	 Identify	word	relationships.
•	 Create	tables	with	information	extracted	from	

textbook or lecture notes.
•	 Use	text	based	worksheets	or	crossword	

puzzles.
•	 Write	out	words	again	and	again.
•	 Reread	notes	silently.

•	 Rewrite	ideas	and	principles	into	other	words.
•	 Turn	charts,	diagrams,	and	other	illustrations	

into statements.
•	 Practice	writing	exam	answers.
•	 Practice	with	multiple	choice	questions.
•	 Write	paragraphs,	especially	beginnings	and	

endings.
•	 Write	your	lists	in	outline	form.
•	 Arrange	your	words	into	hierarchies	and	

points.

If print learning is your weakness: If you are 
not a Print Learner but want to improve your 
print learning, try covering labels of fgures 
from the textbook and writing in the labels.

Study Tips for Auditory Learners
If you are an Auditory Learner, then you prefer listening as a way to learn information. Hearing will be very important, and sound helps you focus.

Auditory Learning
•	 Make	audio	recordings	during	lecture.
•	 Do	not	skip	class;	hearing	the	lecture	is	

essential to understanding.

•	 Play	audio	files	provided	by	instructor	and	
textbook.

•	 Listen	to	narration	of	animations.
•	 Attend	lecture	and	tutorials.
•	 Discuss	topics	with	students	and	instructors.

•	 Explain	new	ideas	to	other	people.
•	 Leave	spaces	in	your	lecture	notes	for	later	

recall.
•	 Describe	overheads,	pictures,	and	visuals	to	

somebody who was not in class.
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Learning Styles  ix

Auditory Reinforcement
•	 Record	yourself	reading	the	notes	and	listen	

to the recording
•	 Write	out	transcripts	of	the	audio	files.
•	 Summarize	information	that	you	have	read,	

speaking out loud.
•	 Use	a	recorder	to	create	self-tests.

•	 Compose	“songs”	about	information.
•	 Play	music	during	studying	to	help	focus.
•	 Expand	your	notes	by	talking	with	other	and	

with information from your textbook.
•	 Read	summarized	notes	out	loud.
•	 Explain	your	notes	to	another	auditory	

learner.

•	 Talk	with	the	instructor.
•	 Spend	time	in	quiet	places	recalling	the	ideas.
•	 Say	your	answers	out	loud.

If auditory teaming is your weakness: If you 
are not an Auditory Learner but want to 
improve your auditory learning, try writing out 
the	scripts	from	pre-recorded	lectures.

Study Tips for Interactive Learners
If you are an Interactive Learner, you will want to share your information. A study group will be important.

Interactive Learning
•	 Ask	a	lot	of	questions	during	lecture	or	

review sessions.
•	 Contact	other	students,	via	e-mail	or	discus-

sion forums, and ask them to explain what 
they learned.

Interactive Reinforcement
•	 “Teach”	the	content	to	a	group	of	other	

students.
•	 Talking	to	an	empty	room	may	seem	odd,	but	

it will be effective for you.
•	 Discuss	information	with	others,	making	sure	

that you both ask and answer questions.

•	 Work	in	small	group	discussions,	making	a	ver-
bal and written discussion of what others say.

If interactive learning is your weakness: If you 
are not an Interactive Learner but want to 
improve prove your interactive learning, try 
asking your study partner questions and then 
repeating them to the instructor.

Study Tips for Haptic Learners
If you are a Haptic Learner, you prefer to work with your hands. It is important to physically manipulate material.

Haptic Learning
•	 Take	blank	paper	to	lecture	to	draw	charts/	

tables/diagrams.
•	 Using	the	textbook,	run	your	fingers	along	

the	figures	and	graphs	to	get	a	“feel”	for	
shapes and relationships.

Haptic Reinforcement
•	 Trace	words	and	pictures	on	flashcards.
•	 Perform	electronic	exercises	that	involve	drag-

and-drop	activities.
•	 Alternate	between	speaking	and	writing	

information.
•	 Observe	someone	performing	a	task	that	you	

would like to learn.

•	 Make	sure	you	have	freedom	of	movement	
while studying.

If haptic learning is your weakness: If you are 
not a Haptic Learner but want to improve 
your haptic learning, try spending more time 
in class working with graphs and tables while 
speaking or writing down information.

Study Tips for Kinesthetic Learners
If you are a Kinesthetic Learner, it will be important that you involve your body during studying.

Kinesthetic Learning
•	 Ask	permission	to	get	up	and	move	during	lecture.
•	 Participate	in	role-playing	activities	in	the	

classroom.
•	 Use	all	your	senses.
•	 Go	to	labs;	take	field	trips.
•	 Listen	to	real-life	examples.
•	 Pay	attention	to	applications.
•	 Use	trial-and-error	methods.
•	 Use	hands-on	approaches.

Kinesthetic Reinforcement
•	 Make	flashcards;	place	them	on	the	floor,	and	

move your body around them.
•	 Move	while	you	are	teaching	the	material	to	

others.
•	 Put	examples	in	your	summaries.
•	 Use	case	studies	and	applications	to	help	

with principles and abstract concepts.
•	 Talk	about	your	notes	with	another	 

kinesthetic person.

•	 Use	pictures	and	photographs	that	illustrate	
an idea.

•	 Write	practice	answers.
•	 Role-play	the	exam	situation.

If kinesthetic learning is your weakness: If 
you are not a Kinesthetic Learner but want to 
improve your kinesthetic learning, try moving 
flash	cards	to	reconstruct	graphs	and	tables,	etc.
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x  Learning Styles

LEARNING STYLES SURVEY CHART

Resources Visual Print Auditory Interactive Haptic Kinesthetic

Hit & Miss ✔ ✔ ✔

Launching Your Career ✔ ✔ ✔

Learning Goals ✔ ✔ ✔

Going Green ✔ ✔

Career Kickstart ✔ ✔ ✔

Solving an Ethical Controversy ✔ ✔

Assessment Checks ✔ ✔ ✔

Review Questions ✔ ✔ ✔

Cases ✔ ✔ ✔

Project/Teamwork Applications ✔ ✔ ✔

Flashcards ✔ ✔ ✔ ✔ ✔

Business Terms ✔ ✔ ✔

Interactive Quizzes ✔ ✔ ✔

Student PowerPoints ✔ ✔ ✔ ✔

Audio Summary (English/Spanish) ✔ ✔ ✔ ✔ ✔

Animated Figures ✔ ✔ ✔ ✔ ✔

Case Study Animations ✔ ✔ ✔ ✔ ✔ ✔

E-lectures ✔ ✔ ✔ ✔ ✔

Greensburg, KS Continuing Case ✔ ✔ ✔ ✔ ✔ ✔

End-of-Chapter Videos ✔ ✔ ✔ ✔ ✔ ✔

Final Exam Questions ✔ ✔ ✔

Quiz Questions ✔ ✔ ✔

Pre-lecture Questions ✔ ✔ ✔

Post-lecture Questions ✔ ✔ ✔

Video Questions ✔ ✔ ✔ ✔ ✔

Drop-box Questions ✔ ✔ ✔

FMPref.indd   10 21/08/14   11:17 AM



Acknowledgments  xi

Acknowledgments

Contemporary	Business has long benefted from the instructors who have offered their time as reviewers. Recent editions have been enhanced 
based	on	the	timely	and	thoughtful	feedback	provided	by	our	Advisory	Board:

Contemporary Business Advisory Board
Frank Barber – Cuyahoga Community College

Cathleen Behan – Northern Virginia Community College

Thomas Byrnes – Wake Tech Community College

Nathaniel Calloway – University of Maryland University College

Diana Carmel – Golden West College

Gary Cohen – University of Maryland

Tom Darling – Central New Mexico Community College

Kellie Emrich – Cuyahoga Community College

Gil Feiertag – Columbus State Community College

Janice Feldbauer – Schoolcraft College

Kelly Gold – Fayetteville Tech Community College

Mary Gorman – University of Cincinnati

Kim Goudy – Central Ohio Technical College

Karen Halpern – South Puget Sound Community College

Frank Harber – Indian River State College

Annette Haugen – Merced Community College

Linda Hefferin – Elgin Community College

John Hilston – Eastern Florida State College

Lynda Hodge – Guilford Tech Community College

Eileen Kearney – Montgomery County Community College

Robin Kelly – Cuyahoga Community College

Susan Kendall – Arapahoe Community College

Chuck Kitzmiller – Indian River State College

Marian Matthews – Central New Mexico Community College

John McCoy – Suffolk University

Cynthia Miree-Coppin – Oakland University

Thomas Mobley – Miami University

David Oliver – Edison State College – Lee Campus

Laura Portolese-Dias – Central Washington University

Sally Profftt – Tarrant County Community College – Northeast

Jayre Reaves – Rutgers University

David Robinson – University of California – Berkeley

Joseph Schubert – Delaware Technical and Community College

Douglas Scott – State College of Florida

Janet Seggern – Lehigh Carbon Community College

Patricia Setlik – William Rainey Harper College

Phyllis Shafer – Brookdale Community College

Christy Shell – Houston Community College

Rudy Soliz – Houston Community College

John Striebich – Monroe Community College

Ted Tedmon – North Idaho College

Rodney Thirion – Pikes Peak Community College

Sal Veas – Santa Monica College

Donna Waldron – Manchester Community College

Richard Warner – Lehigh Carbon Community College

Colette Wolfson – Ivy Tech Community College – South Bend

Lisa Zingaro – Oakton Community College – Des Plaines Campus

In Conclusion
I would like to thank Susan Berston and John Fritschen for their contributions to this edition. 
I would also like to thank Cate Rzasa for her editorial and production efforts on behalf of 
Contemporary Business. 

Let me conclude by noting that this new edition would never have become a reality with-
out the outstanding efforts of the Wiley editorial, production, and marketing teams. Special 
thanks to George Hoffman, Lisé Johnson, Jennifer Manias, Kelly Simmons, Katherine Bull, 
Amanda Dallas, Allison Morris, Wendy Lai, and Valerie Vargas.

FMPref.indd   11 21/08/14   11:17 AM



xii  Brief Contents

 PART 1 Business in a Global Environment  2
 Chapter 1 The Changing Face of Business  2
 Chapter 2 Business Ethics and Social Responsibility  30
 Chapter 3 Economic Challenges Facing Contemporary Business  62
 Chapter 4 Competing in World Markets   92

 PART 2 Starting and Growing Your Business  126
 Chapter 5 Forms of Business Ownership and Organization  126
 Chapter 6 Starting Your Own Business: The Entrepreneurship Alternative  160

 PART 3 Management: Empowering People to Achieve Business Success  188
 Chapter 7 Management, Leadership, and the Internal Organization  188
 Chapter 8 Human Resource Management: From Recruitment to Labor Relations  218
 Chapter 9 Top Performance through Empowerment, Teamwork, and Communication  246 
 Chapter 10 Production and Operations Management  272

 PART 4 Marketing Management  304
 Chapter 11 Customer-Driven Marketing  304
 Chapter 12 Product and Distribution Strategies  334
 Chapter 13 Promotion and Pricing Strategies  368

 PART 5 Managing Technology and Information  404
 Chapter 14 Using Technology to Manage Information   404

 PART 6 Managing Financial Resources  430
 Chapter 15 Understanding Accounting and Financial Statements  430
 Chapter 16 The Financial System  460
 Chapter 17 Financial Management  490
 Chapter 18 Trends in E-Business  Online

 Appendix A Business Law  A-1

 Appendix B Insurance and Risk Management  A-17

 Appendix C Personal Financial Planning  A-27

 Appendix D Developing a Business Plan   A-38

 Appendix E Careers in Contemporary Business  A-47

 GLOSSARY  G-1

 NOTES  N-1

 NAME INDEX  I-1

 SUBJECT INDEX I-11

 INTERNATIONAL INDEX  I-27

Brief Contents

FMContents.indd   12 21/08/14   10:55 AM



Contents  xiii

Contents

Business in a Global Environment 2

The Changing Face of Business 2
What Is Business? 4
Not-for-Proft Organizations 5

Factors of Production 6

The Private Enterprise System 7
Basic Rights in the Private Enterprise System 9, The Entrepreneurship Alternative 9

Seven Eras in the History of Business 10
The Colonial Period 11, The Industrial Revolution 11, The Age of Industrial Entrepreneurs 12, 
The Production Era 12, The Marketing Era 13, The Relationship Era 13, The Social Era 14, 
Strategic Alliances 15, The Green Advantage 15

Today’s Business Workforce 16
Changes in the Workforce 16

The 21st-Century Manager 19
Importance of Vision 19, Importance of Critical Thinking and Creativity 20, 
Ability to Lead Change 21

What Makes a Company Admired? 21

What’s Ahead 23

Chapter in Review 23
Summary of Learning Objectives 23, Business Terms You Need to Know 25,  
Review Questions 25, Projects and Teamwork Applications 26, Web Assignments 26

Case 1.1 Mars, Inc.: A Sweet Place to Work 27

Case 1.2 Nordstrom Rides High 27

Video Case 1.3 New Harvest Coffee Roasters Brews Up Fresh Business 28

Business Ethics and Social Responsibility 30
Concern for Ethical and Societal Issues 32

The Contemporary Ethical Environment 32
Individuals Make a Difference 34, Development of Individual Ethics 35, On-the-Job  
Ethical Dilemmas 35

How Organizations Shape Ethical Conduct 38
Ethical Awareness 39, Ethical Education 39, Ethical Action 40, Ethical Leadership 41

PART 1
Chapter 1

Opening Vignette
Energy Production Comes Home

Hit & Miss
Live Nation Connects Superstar  

Artists and Fans

CareerKickstart
Tips for Social Networking

GoingGreen
Internet Billionaire’s Goal: Help 

China Breathe Easier

Hit & Miss
Twitter’s Dorsey:  

140 Characters at a Time

Solving an Ethical 
Controversy

Can Fair Trade Be Ethical and 
Flexible?

Chapter 2
Opening Vignette

Panera Cares®: A Cafe on a Mission

CareerKickstart
How to Avoid Ethical Issues  

at Work

Solving an Ethical 
Controversy

The Need for Social Networking 
Policies

FMContents.indd   13 21/08/14   10:55 AM



xiv  Contents

Acting Responsibly to Satisfy Society 41
Responsibilities to the General Public 43, Responsibilities to Customers 47, 
Responsibilities to Employees 49

Responsibilities to Investors and the Financial Community 54

What’s Ahead 55

Chapter in Review 55
Summary of Learning Objectives 55, Business Terms You Need to Know 56, 
Review Questions 57, Projects and Teamwork Applications 57, Web Assignments 58

Case 2.1 Hilton Joins the Global Soap Project 58

Case 2.2 Will That Pallet Be Aluminum, Timber, or Plastic? 59

Video Case 2.3 Being Socially Responsible Helps Timberland Thrive  60

Economic Challenges Facing Contemporary Business 62
Microeconomics: The Forces of Demand and Supply 64
Factors Driving Demand 64, Factors Driving Supply 67, How Demand and Supply Interact 67

Macroeconomics: Issues for the Entire Economy 69
Capitalism: The Private Enterprise System and Competition 69, 
Planned Economies: Socialism and Communism 72, Mixed Market Economies 72

Evaluating Economic Performance 74
Flattening the Business Cycle 74, Productivity and the Nation’s Gross Domestic Product 75, 
Price-Level Changes 76

Managing the Economy’s Performance 80
Monetary Policy 80, Fiscal Policy 80

Global Economic Challenges of the 21st Century 82

What’s Ahead 84

Chapter in Review 85
Summary of Learning Objectives 85, Business Terms You Need to Know 86,  
Review Questions 87, Projects and Teamwork Applications 87, Web Assignments 88

Case 3.1 The State of Nuclear Energy 88

Case 3.2 Pawnshops Go Mainstream 89

Video Case 3.3 Secret Acres: Selling Comics Is Serious Business 90

Competing in World Markets 92
Why Nations Trade 94
International Sources of Factors of Production 94, Size of the International Marketplace 94, 
Absolute and Comparative Advantage 96

Measuring Trade between Nations 97
Major U.S. Exports and Imports 97, Exchange Rates 98

Barriers to International Trade 99
Social and Cultural Differences 100, Economic Differences 101, Political and Legal Differences 102, 
Types of Trade Restrictions 105

Going Green
Thinking Outside the Box

Hit & Miss
“Shwopping” to Help Others

Hit & Miss
AT&T’s Commitment to  

Hiring Military Vets

Chapter 3
Opening Vignette

New Microsoft CEO Embraces 
Business Opportunities

Hit & Miss
Chipotle’s Fast-Casual Dining 

Scores with Customers

GoingGreen
Raleigh Takes the Lead in  

Smart Grid Technology 

Hit & Miss
Tory Burch Foundation Aids 

Women’s Businesses

Solving an Ethical 
Controversy

Recycling Outdated Electronics

CareerKickstart
Dealing with the Global 

Workforce

Chapter 4
Opening Vignette

Toyota Back on Top of Global 
Auto Industry

CareerKickstart
Thinking Globally About Business

Hit & Miss
Ford Motor Company: 

Engineered and Made in Mexico

FMContents.indd   14 21/08/14   10:55 AM



Contents  xv

Reducing Barriers to International Trade 106
Organizations Promoting International Trade 106, International Economic Communities 107, 
NAFTA 108, CAFTA-DR 109, European Union 109

Going Global 110
Levels of Involvement 111, From Multinational Corporation to Global Business 114

Developing a Strategy for International Business 115
Global Business Strategies 115, Multidomestic Business Strategies 116

What’s Ahead 117

Chapter in Review 117
Summary of Learning Objectives 117, Business Terms You Need to Know 119, 
Review Questions 119, Projects and Teamwork Applications 119, Web Assignments 120

Case 4.1 McDonald’s Local Menu Strategy a Hit 120

Case 4.2 TOMS Shoes Takes One Step at a Time 121

Video Case 4.3 Smart Design: Life Is in the Details 121

Part 1: Greensburg, KS: New Ways to Be a Better Town   123

Part 1: Launching Your Global Business and Economics Career 124

Starting and Growing Your Business 126

Forms of Business Ownership and Organization 126
 Most Businesses Are Small Businesses  128
What Is a Small Business? 128, Typical Small-Business Ventures 128

Contributions of Small Business to the Economy 130
Creating New Jobs 131, Creating New Industries 131, Innovation 132

Why Small Businesses Fail 133
Management Shortcomings 133, Inadequate Financing 134, Government Regulation 134

The Business Plan: A Foundation for Success 135

Assistance for Small Businesses 136
Small Business Administration 136, Local Assistance for Small Businesses 138, 
Private Investors 139, Small-Business Opportunities for Women and Minorities 139

Franchising 140
The Franchising Sector 141, Franchising Agreements 141, Benefts and Challenges  
of Franchising 141

Forms of Private Business Ownership 143
Sole Proprietorships 144, Partnerships 144, Corporations 145, Employee-Owned  
Corporations 146, Family-Owned Businesses 147, Not-for-Proft Corporations 147

Public and Collective Ownership of Business 148
Public (Government) Ownership 148, Collective (Cooperative) Ownership 148

GoingGreen
Canon Helps with Global 

Reforestation

Hit & Miss
Apple Brings Manufacturing 

Work Back Home

Solving an Ethical 
Controversy

Bribery or the Cost of Doing 
Business?

PART 2
Chapter 5

Opening Vignette
Anytime Fitness Takes Top 

Franchise Spot

CareerKickstart
Need a Job?  

Need Employees? Tweet

Hit & Miss
Turning Technologies Creates 

High-Tech Jobs

Hit & Miss
Starbucks Uses Franchising  

for UK Expansion

GoingGreen
B Corporations Support Social 

and Environmental Goals 

Solving an Ethical 
Controversy

Do Some CEOs Earn Too Much?

FMContents.indd   15 21/08/14   10:55 AM



xvi  Contents

Organizing a Corporation 149
Types of Corporations 149, Where and How Businesses Incorporate 149, 
Corporate Management 150

When Businesses Join Forces 151
Mergers and Acquisitions (M&A) 151, Joint Ventures: Specialized Partnerships 152

What’s Ahead 153

Chapter in Review 153
Summary of Learning Objectives 153, Business Terms You Need to Know, 155, 
Review Questions 156, Projects and Teamwork Applications 156, Web Assignments 156

Case 5.1 Ideeli Gives Members (and Suppliers) Daily Deals 157

Case 5.2 GoPro Your Next Big Wave or Snowboard Run 157

Video Case 5.3 The Mei Mei Group: A Family Affair in Boston 158

Starting Your Own Business:  
The Entrepreneurship Alternative 160
What Is an Entrepreneur? 162

Categories of Entrepreneurs 163

Reasons to Choose Entrepreneurship as a Career Path 164
Being Your Own Boss 164, Financial Success 164, Job Security 165, Quality of Life 165

The Environment for Entrepreneurs 166
Globalization 166, Education 167, Information Technology 168,  
Demographic and Economic Trends 168

Characteristics of Entrepreneurs 169
Vision 170, High Energy Level 170, Need to Achieve 170, Self-Confdence and Optimism 170, 
Tolerance for Failure 171, Creativity 172, Tolerance for Ambiguity 172, Internal Locus of Control 172

Starting a New Venture 173
Selecting a Business Idea 173, Creating a Business Plan 175, Finding Financing 176, 
Government Support for New Ventures 178

Intrapreneurship 178

What’s Ahead 179

Chapter in Review 180
Summary of Learning Objectives 180, Business Terms You Need to Know 181,  
Review Questions 181, Projects and Teamwork Applications 181, Web Assignments 182

Case 6.1 Glassybaby Sees the Light 182

Case 6.2 Unreal Brands “Unjunks” Candy 183

Video Case 6.3 Comet Skateboards: It’s a Smooth Ride 183

Part 2: Greensburg, KS: A Great Place to Start    185

Part 2: Launching Your Entrepreneurial Career 186

Chapter 6

Opening Vignette
Sharing Economy Sparks  

Start-Ups

CareerKickstart
How to Be a Pro at Electronic 

Communications

Hit & Miss
The Millionaire Rubber  

Band Man

Solving an Ethical 
Controversy

Entrepreneurs and Ethics: It’s 
Good Business

GoingGreen
Sungevity Follows the Sun

Hit & Miss
3D Printing Takes Off

FMContents.indd   16 21/08/14   10:55 AM



Contents  xvii

Management: Empowering People  
to Achieve Business Success 188

Management, Leadership, and the Internal Organization 188
What Is Management? 190
The Management Hierarchy 190, Skills Needed for Managerial Success 191,  
Managerial Functions 192

Setting a Vision and Ethical Standards for the Firm 193

Importance of Planning 194
Types of Planning 194, Planning at Different Organizational Levels 196

The Strategic Planning Process 197
Defning the Organization’s Mission 197, Assessing Your Competitive Position 198, 
Setting Objectives for the Organization 200, Creating Strategies for Competitive Differentiation 200, 
Implementing the Strategy 200, Monitoring and Adapting Strategic Plans 200

Managers as Decision Makers 201
Programmed and Nonprogrammed Decisions 201, How Managers Make Decisions 201

Managers as Leaders 203
Leadership Styles 203, Which Leadership Style Is Best? 204

Corporate Culture 204

Organizational Structures 205
Departmentalization 206, Delegating Work Assignments 208, Types of Organization Structures 209

What’s Ahead 211

Chapter in Review 212
Summary of Learning Objectives 212, Business Terms You Need to Know 214,  
Review Questions 214, Projects and Teamwork Applications 214, Web Assignments 215

Case 7.1 Strong Leadership Keeps Ford on Track 215

Case 7.2 No Workaholics Allowed at BambooHR 216

Video Case 7.3 Dan Formosa: At the Forefront of Smart Design 216

Human Resource Management: From Recruitment  
to Labor Relations 218
Human Resources: The People Behind the People 220

Recruitment and Selection 220
Finding Qualifed Candidates 220, Selecting and Hiring Employees 221

Orientation, Training, and Evaluation 223
Training Programs 223, Performance Appraisals 224

Compensation 225
Employee Benefts 226, Flexible Benefts 227, Flexible Work 228

PART 3
Chapter 7

Opening Vignette
Quicken Loans Is a Great  

Place to Work 

Solving an Ethical 
Controversy

MF Global: Where Did 
Customers’ Money Go?

GoingGreen
Johnson & Johnson: Caring for 

the World

Hit & Miss
Hands-Off Approach Works for 

Buffett

Hit & Miss
GM’s First Female CEO Faces 

Challenges and Opportunities 

CareerKickstart
Managing a Millennial Workforce

Chapter 8

Opening Vignette
Glassdoor Helps Job Seekers  

and Employers  

Hit & Miss
Accenture’s Mobile Recruitment 

Strategy

CareerKickstart
How to Prepare for a 
Performance Review

FMContents.indd   17 21/08/14   10:55 AM



xviii  Contents

Employee Separation 229
Voluntary and Involuntary Turnover 229, Downsizing 229, Outsourcing 230

Motivating Employees 230
Maslow’s Hierarchy of Needs Theory 232, Herzberg’s Two-Factor Model of Motivation 233, 
Expectancy Theory and Equity Theory 233, Goal-Setting Theory and Management by Objectives 234, 
Job Design and Motivation 235, Managers’ Attitudes and Motivation 235

Labor–Management Relations 236
Development of Labor Unions 236, Labor Legislation 237, The Collective Bargaining Process 237, 
Settling Labor–Management Disputes 237, Competitive Tactics of Unions and Management 238, 
The Future of Labor Unions 239

What’s Ahead 240

Chapter in Review 240
Summary of Learning Objectives 240, Business Terms You Need to Know 242,  
Review Questions 242, Projects and Teamwork Applications 242, Web Assignments 243

Case 8.1 Evernote’s Message to Employees: Go on Vacation 243

Case 8.2 Winning HR Practices at the Cheesecake Factory 244

Video Case 8.3 Timberland’s Culture Rooted in Community Building  244

Top Performance through Empowerment, Teamwork,  
and Communication  246
Empowering Employees 248
Sharing Information and Decision-Making Authority 248,  
Linking Rewards to Company Performance 249

Teams 250

Team Characteristics 252
Team Size 253, Team Level and Team Diversity 254, Stages of Team Development 254

Team Cohesiveness and Norms 256

Team Confict 256

The Importance of Effective Communication 257
The Process of Communication 257

Basic Forms of Communication 259
Oral Communication 259, Written Communication 260, Formal Communication 261, 
Informal Communication 262, Nonverbal Communication 263

External Communication and Crisis Management 264

What’s Ahead 266

Chapter in Review 266
Summary of Learning Objectives 266, Business Terms You Need to Know 268, 
Review Questions 268, Projects and Teamwork Applications 268, Web Assignments 269

Case 9.1 Southwest Airlines Thrives on Customer Service 269

Case 9.2 Merrill Lynch Tells Its Advisers: Join a Team 270

Video Case 9.3 Necco Empowers and Engages Employees 270

Hit & Miss
Boost Employees’ Morale—And 

They’ll Be Motivated

Solving an Ethical 
Controversy

Monitoring Employees’ Social 
Media Activities

GoingGreen
Labor Unions and Green 

Construction

Chapter 9

Opening Vignette
 Yahoo Brings Employees  

Back to the Office

Hit & Miss
Cisco Plays Games as Part of 

Employee Training

Solving an Ethical 
Controversy

Who Benefits from Virtual 
Teamwork?

Hit & Miss
Sheryl Sandberg “Likes” Diversity

CareerKickstart
Tune Up Your Listening Skills

GoingGreen
SC Johnson Company Goes 

Green and Beyond

FMContents.indd   18 21/08/14   10:55 AM



Contents  xix

Production and Operations Management 272
The Strategic Importance of Production 275
Mass Production 275, Flexible Production 276, Customer-Driven Production 276

Production Processes 276

Technology and the Production Process 277
Green Manufacturing Processes 277, Robots 278, Computer-Aided Design and Manufacturing 279, 
Flexible Manufacturing Systems 279, Computer-Integrated Manufacturing 280

The Location Decision 280

The Job of Production Managers 282
Planning the Production Process 283, Determining the Facility Layout 283, 
Implementing the Production Plan 285

Controlling the Production Process 289
Production Planning 289, Routing 289, Scheduling 290, Dispatching 291, Follow-Up 291

Importance of Quality 292
Quality Control 293, ISO Standards 294

What’s Ahead 294

Chapter in Review 295
Summary of Learning Objectives 295, Business Terms You Need to Know 296, 
Review Questions 296, Projects and Teamwork Applications 297, Web Assignments 297

Case 10.1 Home Depot Customers Feel the Need for Speed 298

Case 10.2 The F-35 Fighter Jet Flies over Budget 298

Video Case 10.3 Necco Produces Classic Valentine’s Day Treats 299

Part 3: Greensburg, KS: No Time to Micromanage  301

Part 3: Launching Your Management Career 302

Marketing Management  304

Customer-Driven Marketing 304
What Is Marketing? 306
How Marketing Creates Utility 306

Evolution of the Marketing Concept 307
Emergence of the Marketing Concept 307

Not-for-Proft and Nontraditional Marketing 308
Not-for-Proft Marketing 308, Nontraditional Marketing 309

Developing a Marketing Strategy 312
Selecting a Target Market 313, Developing a Marketing Mix for International Markets 314

Marketing Research 315
Obtaining Marketing Research Data 315, Applying Marketing Research Data 317, Data Mining 317

Chapter 10
Opening Vignette

Building a 3D Future at GE 

GoingGreen
eBay and Its Green  

Commerce Push 

Hit & Miss
Mexico Becomes a Major Hub 

for Auto Manufacturing

Hit & Miss
Harley-Davidson Turns Lean

CareerKickstart
Tips for Starting That New Job

Solving an Ethical 
Controversy

Multivitamins Produced in 
China: Are Stricter Quality 

Controls Necessary?

PART 4
Chapter 11

Opening Vignette
NASCAR ’s Strategy to  

Connect with Fans

Hit & Miss
Beyoncé Thrills Fans and 

Surprises Marketers

GoingGreen
Häagen-Dazs Focuses on Honey 

Bee Research

Solving an Ethical 
Controversy

When Free Credit Reports  
Aren’t Free

FMContents.indd   19 21/08/14   10:55 AM



xx  Contents

Market Segmentation 318
How Market Segmentation Works 318, Segmenting Consumer Markets 319 
Segmenting Business Markets 323

Consumer Behavior 324
Determinants of Consumer Behavior 324, Determinants of Business Buying Behavior 324, 
Steps in the Consumer Behavior Process 325

Relationship Marketing 325
Benefts of Relationship Marketing 326, Tools for Nurturing Customer Relationships 327

What’s Ahead 328

Chapter in Review 328
Summary of Learning Objectives 328, Business Terms You Need to Know 330, 
Review Questions 330, Projects and Teamwork Applications 331, Web Assignments 331

Case 11.1 Louis Vuitton: From Luxury to Ultra Luxury 332

Case 11.2 Arthritis Foundation Takes Aim at Pain 332

Video Case 11.3 Mei Mei Group Communicates and Delivers Value 333

Product and Distribution Strategies 334
Product Strategy 336
Classifying Goods and Services 336, Marketing Strategy Implications 338, 
Product Lines and Product Mix 338

Product Life Cycle 338
Stages of the Product Life Cycle 339, Marketing Strategy Implications of  
the Product Life Cycle 340, Stages in New-Product Development 341

Product Identifcation 343
Selecting an Effective Brand Name 344, Brand Categories 344, Brand Loyalty  
and Brand Equity 344, Packages and Labels 346

Distribution Strategy 347
Distribution Channels 347

Wholesaling 350
Manufacturer-Owned Wholesaling Intermediaries 351, Independent Wholesaling  
Intermediaries 351, Retailer-Owned Cooperatives and Buying Offces 351

Retailing 352
Nonstore Retailers 352, Store Retailers 353, How Retailers Compete 354

Distribution Channel Decisions and Logistics 357
Selecting Distribution Channels 357, Selecting Distribution Intensity 358,  
Logistics and Physical Distribution 359

What’s Ahead 361

Chapter in Review 361
Summary of Learning Objectives 361, Business Terms You Need to Know 363, 
Review Questions 364, Projects and Teamwork Applications 364, Web Assignments 365

Hit & Miss
Redbox Teams with Verizon to 

Offer Streaming

CareerKickstart
Calming the Angry Customer

Chapter 12
Opening Vignette
Mattel Takes Control  

of Its Brands

GoingGreen
Ava Anderson Non-Toxic Excels 

via Direct Distribution

CareerKickstart
Creating an Identity for Brand X

Hit & Miss
Amazon and P&G Share 

Warehouses

Solving an Ethical 
Controversy

Teens at the Mall: Good or Bad 
for Business?

Hit & Miss
PortionPac Makes More By 

Selling Less

FMContents.indd   20 21/08/14   10:55 AM



Contents  xxi

Case 12.1 “Chucks” Brand Appeal from Court to Street 365

Case 12.2 Luxury Brands in China Slow Down 366

Video Case 12.3 Secret Acres: Getting the Word Out 366

Promotion and Pricing Strategies 368
Integrated Marketing Communications 370
The Promotional Mix 371, Objectives of Promotional Strategy 372, Promotional Planning 374

Advertising 375
Types of Advertising 375, Advertising and the Product Life Cycle 376, Advertising Media 376

Sales Promotion 381
Consumer-Oriented Promotions 381, Trade-Oriented Promotions 383, Personal Selling 383, 
Public Relations 387

Pushing and Pulling Strategies 388

Pricing Objectives in the Marketing Mix 388
Proftability Objectives 388, Volume Objectives 389, Pricing to Meet Competition 389, 
Prestige Objectives 389

Pricing Strategies 390
Price Determination in Practice 391, Breakeven Analysis 391, Alternative Pricing Strategies 392

Consumer Perceptions of Prices 394
Price–Quality Relationships 394, Odd Pricing 394

What’s Ahead 394

Chapter in Review 395
Summary of Learning Objectives 395, Business Terms You Need to Know 396, 
Review Questions 397, Projects and Teamwork Applications 397, Web Assignments 397

Case 13.1 Brand Names versus Store Brands 398

Case 13.2 Alex & Ani Delivers Deals with Real-Time Mobile Marketing 398

Video Case 13.3 Zipcar Informs, Persuades, and Reminds 399

Part 4: Greensburg, KS: Think Green, Go Green, Save Green  401

Part 4: Launching Your Marketing Career 402

Managing Technology and Information 404

Using Technology to Manage Information 404
Data, Information, and Information Systems 406

Components and Types of Information Systems 407
Databases 408, Types of Information Systems 409

Computer Hardware and Software 410
Types of Computer Hardware 410, Computer Software 412

Chapter 13
Opening Vignette

Apple’s Pricing Strategies  
Keep Profits Strong

GoingGreen
Green Seal Certification for  

the Hotel Industry

Hit & Miss
NBA Says Yes to Floor Ads

CareerKickstart
Tips for Closing  

the Next Big Sale

Solving an Ethical 
Controversy

Free E-Books: Good or  
Bad for Business?

Hit & Miss
JC Penney Rethinks  

Its Sales Strategy

PART 5
Chapter 14

Opening Vignette
Big Data Equals Big Profits with 

the Right Focus

Hit & Miss
Target’s Customer Data  

Gets Hacked

FMContents.indd   21 21/08/14   10:55 AM



xxii  Contents

Computer Networks 413
Local Area Networks and Wide Area Networks 413, Wireless Local Networks 413, 
Intranets 414, Virtual Private Networks 414, VoIP 415

Security and Ethical Issues Affecting Information Systems 415
Cybercrime 415, Computer Viruses, Worms, Trojan Horses, and Spyware 416, 
Information Systems and Ethics 417

Disaster Recovery and Backup 418

Information Technology Trends 419
The Distributed Workforce 419, Application Service Providers 420, On-Demand, Cloud,  
and Grid Computing 420

What’s Ahead 421

Chapter in Review 422
Summary of Learning Objectives 422, Business Terms You Need to Know 424,  
Review Questions 424, Projects and Teamwork Applications 424, Web Assignments 425

Case 14.1 Khan Academy Distributes Knowledge 425

Case 14.2  Skype Continues to Thrive  426

Video Case 14.3 Technology Drives Zipcar’s Success 426

Part 5: Greensburg, KS: The Dog Ate My Laptop 428

Part 5: Launching Your Information Technology Career 429

Managing Financial Resources 430

Understanding Accounting and Financial Statements 430
Users of Accounting Information 432
Business Activities Involving Accounting 433

Accounting Professionals 433
Public Accountants 433, Management Accountants 434, Government and Not-for-Proft  
Accountants 435

The Foundation of the Accounting System 435

The Accounting Cycle 436
The Accounting Equation 437, The Impact of Computers and the Internet on the  
Accounting Process 438

Financial Statements 440
The Balance Sheet 440, The Income Statement 441, Statement of Owners’ Equity 444, 
The Statement of Cash Flows 444

Financial Ratio Analysis 446
Liquidity Ratios 446, Activity Ratios 447, Proftability Ratios 448, Leverage Ratios 449

Budgeting 449

CareerKickstart
Courteous Communications via 

Mobile Devices

Solving an Ethical 
Controversy

Should Employers Monitor 
Employees’ Internet Use?

GoingGreen
Box Inc. Serving in the Cloud

Hit & Miss
WhatsApp’s Potential to Reach 

1 Billion Users

PART 6
Chapter 15

Opening Vignette
Intuit Asks the Right Questions 

Hit & Miss
Forensic Accountants Look  

for Fraud

GoingGreen
Form 10-K Requires 

Sustainability Details

Solving an Ethical 
Controversy

Should Whistle-Blowers Be 
Rewarded?

CareerKickstart
Managing Travel Expenses

Hit & Miss
Accountants to the Stars

FMContents.indd   22 21/08/14   10:55 AM



Contents  xxiii

International Accounting 451
Exchange Rates 452, International Accounting Standards 452

What’s Ahead 453

Chapter in Review 454
Summary of Learning Objectives 454, Business Terms You Need to Know 456, 
Review Questions 456, Projects and Teamwork Applications 456, Web Assignments 457

Case 15.1 Walnut Scandal Costs Investors Plenty 457

Case 15.2 BDO Seidman: An Accounting Approach for the 21st Century 458

Video Case 15.3 Mei Mei’s Secret Recipe: Attention to Accounting Details 459

The Financial System 460
Understanding the Financial System 462

Types of Securities 463
Money Market Instruments 463, Bonds 464, Stock 466

Financial Markets 467

Understanding Stock Markets 469
The New York Stock Exchange 469, The NASDAQ Stock Market 469,  
Other U.S. Stock Markets 470, Foreign Stock Markets 470, ECNs and the Future  
of Stock Markets 471, Investor Participation in the Stock Markets 471

Financial Institutions 472
Commercial Banks 472, Savings Banks and Credit Unions 474, Nondepository Financial  
Institutions 475, Mutual Funds 475

The Role of the Federal Reserve System 476
Organization of the Federal Reserve System 476, Check Clearing and the Fed 477, 
Monetary Policy 477

Regulation of the Financial System 479
Bank Regulation 480, Government Regulation of the Financial Markets 480,  
Industry Self-Regulation 481

The Financial System: A Global Perspective 482

What’s Ahead 483

Chapter in Review 483
Summary of Learning Objectives 483, Business Terms You Need to Know 486, 
Review Questions 486, Projects and Teamwork Applications 486, Web Assignments 486

Case 16.1 Silicon Valley’s Banker 487

Case 16.2 PayNearMe Serves “Unbanked” Consumers 487

Video Case 16.3 New Harvest Coffee Goes Beyond Fair Trade 488

Financial Management 490
The Role of the Financial Manager 492

Financial Planning 494

Chapter 16
Opening Vignette

Bitcoins and Virtual Currency 

GoingGreen
Green Banking at  

New Resource Bank

Hit & Miss
A Sky-High Stock Price

CareerKickstart
What to Do When Your 

Borrowing Power Gets Pulled

Hit & Miss
Janet Yellen’s Approach to 

Monetary Policy

Solving an Ethical 
Controversy

Are Debit Card Fees Too High?

Chapter 17
Opening Vignette

Peer Lending Changes  
Capital Markets 

FMContents.indd   23 21/08/14   10:55 AM



xxiv  Contents

Managing Assets 496
Short-Term Assets 496, Capital Investment Analysis 498, Managing International Assets 499

Sources of Funds and Capital Structure 499
Leverage and Capital Structure Decisions 500, Mixing Short-Term and Long-Term Funds 500,
Dividend Policy 501

Short-Term Funding Options 503
Trade Credit 503, Short-Term Loans 503, Commercial Paper 504

Sources of Long-Term Financing 504
Public Sale of Stocks and Bonds 504, Private Placements 505, Venture Capitalists 505, 
Private Equity Funds 505, Hedge Funds 506

Mergers, Acquisitions, Buyouts, and Divestitures 507

What’s Ahead 509

Chapter in Review 509
Summary of Learning Objectives 509, Business Terms You Need to Know 511, 
Review Questions 511, Projects and Teamwork Applications 512, Web Assignments 512

Case 17.1 Macy’s CFO Guides Retail Giant with a Steady Hand  513

Case 17.2 Hewlett-Packard Continues Its Focus on Hardware 513

Video Case 17.3 Comet Skateboards Rides the Triple Bottom Line 514

Part 6: Greensburg, KS: So Much to Do, So Little Cash 515

Part 6: Launching Your Finance Career 516

Trends in E-Business Online

APPENDIXES

Appendix A Business Law  A-1

Appendix B Insurance and Risk Management  A-17

Appendix C Personal Financial Planning  A-27

Appendix D Developing a Business Plan   A-38

Appendix E Careers in Contemporary Business  A-47

GLOSSARY  G-1

NOTES  N-1

NAME INDEX  I-1

SUBJECT INDEX I-11

INTERNATIONAL INDEX  I-27

Hit & Miss
American Airlines and 

US Airways Merge

Hit & Miss
Colleges Sell Century Bonds

CareerKickstart
Tips for Managing Your Money

Solving an Ethical 
Controversy

Are Dividends Necessary?

GoingGreen
College Students Invest 

Responsibly

Chapter 18

FMContents.indd   24 21/08/14   10:55 AM



BUSINESS
Contemporary

c01Thechangingfaceofbusiness.indd   1 20/08/14   5:14 PM



Part 1       Business in a Global Environment

Learning Objectives
Defne business.

Identify and describe the factors of production.

Describe the private enterprise system.

Identify the seven eras in the history of business.

Explain how today’s business workforce and the nature of work itself is changing.

Identify the skills and attributes needed for the 21st-century manager.

Outline the characteristics that make a company admired.

1
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E nergy Production Comes Home

H ave you heard of Southwestern Energy? Pioneer Natural 
Resources? Range Resources? These companies and others are all 
part of a recent U.S. news story that is very important to American 
business. For the frst time in 25 years, the United States is now 
producing more oil domestically than we are importing. Oil pro-
duction increased due in large part to the widespread adoption of 
two drilling technologies: horizontal drilling and fracking.

Horizontal drilling allows oil companies to get more oil from 
a single well as the drill bit frst goes down vertically through 
the overlying rock and then is turned horizontally to drill along 
and through the oil-rich layers. Multiple horizontal holes can be 
drilled from a single site, greatly increasing the amount of oil 
reserves available in a single well. Once the holes are drilled in 
the oil-producing layers, high-pressure water mixed with fne 
sand is pumped into the well to fracture the rock and extract oil.

Fracking has also been widely used to drill into shale forma-
tions and extract natural gas, such as the Marcellus formation 
in Pennsylvania, the Fayetteville formation in Arkansas, and the 
Bakken formation in North Dakota. The result of these efforts 
has been a signifcant increase in the availability and reserves of 
domestic oil and gas.

Why is this signifcant to U.S. consumers and business? First, 
for the past several decades one of the largest imports into the 

United States has been crude oil. As we will see in later chapters, 
when the overall value of imports is reduced compared to the 
value of exports, the U.S. balance of trade becomes more favor-
able, which is generally a beneft to U.S. consumers.

Second, industries such as steel, glass, and cement, which are 
heavy consumers of energy, will be more competitive as their cost 
of production decreases. Many of these industries have had a 
hard time competing with foreign sources due to their lower cost 
basis. Lower energy costs will help these industries.

Third, because of the increased supply and reduced price of 
natural gas, utility companies are switching away from burning 
coal to produce electricity. As a fuel, natural gas contains less 
carbon than coal and consequently produces less carbon dioxide 
as a combustion product. This plus other conservation efforts 
have allowed the United States to achieve the emission targets of 
the Kyoto protocol—reducing greenhouse gasses by more than 
5 percent—a goal that many experts thought impossible just a 
decade ago.

Increased domestic oil and gas production creates a more favor-
able balance of trade, more competitive domestic industries, and 
reduced greenhouse gas emissions. Any one of these stories would 
be newsworthy by itself, but together they represent signifcant 
and positive changes for U.S. consumers and businesses.1

Overview
Business is the nation’s engine for growth. A 
growing economy—one that produces more 
goods and services with fewer resources over 
time—yields income for business owners, 
their employees, and stockholders. So a coun-
try depends on the wealth its businesses gen-
erate, from large enterprises such as the Walt 
Disney Company to tiny online start-ups, 
and from venerable frms such as 160-year-
old jeans maker Levi Strauss & Company 
to powerhouses such as Google. What all 
these companies and many others share is a 
creative approach to meeting society’s needs 
and wants.

Businesses solve our transportation prob-
lems by marketing cars, tires, gasoline, and 
airline tickets. They bring food to our tables 
by growing, harvesting, 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 frms bring property buyers and sellers 
together. Clothing manufacturers design, cre-
ate, import, and deliver our jeans, sports shoes, 
work uniforms, and party wear. Entertainment 
for our leisure hours comes from hundreds 
of frms that create, produce, and distribute 
flms, television shows, video games, books, 
and music downloads.

To succeed, business frms must know 
what their customers want so that they can 
supply it quickly and effciently. That means 
they often refect changes in consumer tastes, 
such as the growing preference for sports 
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Part 1 Business in a Global Environment4

drinks and vitamin-fortifed water. But frms 
can also lead in advancing technology and 
other changes. They have the resources, the 
know-how, and the fnancial incentive to 
bring about new innovations as well as the 
competition that inevitably follows, as in the 
case of Apple’s iPhone and Google’s Android 
operating system.

You’ll see throughout this book that busi-
nesses require physical inputs such as auto 
parts, chemicals, sugar, thread, and electricity, 
as well as the accumulated knowledge and 
experience of their managers and employ-
ees. Yet they also rely heavily on their own 
ability to change with the times and with the 

marketplace. 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 today’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 defning business 
and revealing its role in society. The chapter’s 
discussion illustrates how the private enter-
prise system encourages competition and 
innovation while preserving business ethics.

What Is 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 frst summer job. The term business is a broad, all-inclusive term 
that can be applied to many kinds of enterprises. Businesses provide the bulk of employment 
opportunities, as well as the products that people enjoy.

Business consists of all proft-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 
between a buyer and a seller. A buyer recognizes 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 
profts—a main ingredient in accomplishing the 
goals necessary for continuous improvement in the 
standard of living.

Profts represent rewards earned by businesspeo-
ple who take the risks involved in blending people, 
technology, and information to create and market 
want-satisfying goods and services. In contrast, accoun-
tants think of profts as the difference between a frm’s 
revenues and the expenses it incurs in generating 
those revenues. More generally, however, profts serve 
as incentives for people to start companies, expand 
them, and provide consistently high-quality competi-
tive goods and services.

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

1

business all proft-seeking 
activities and enterprises 
that provide goods and 
services necessary to an 
economic system.
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A business, such as this cell phone store, survives through the exchange between a 
buyer and a seller.
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profits  rewards earned by 
businesspeople who take 
the risks involved in blend-
ing people, technology, 
and information to create 
and market want-satisfying 
goods and services.
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Not-for-Proft Organizations
What do Purdue’s athletic department, the U.S. Postal Service, the American Lung 
Association, and your local library have in common? They all are classifed as not-for-proft 
organizations, businesslike establishments that have primary objectives other than return-
ing profts to their owners. These organizations play important roles in society by placing 
public service above profts, 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-proft 
organizations operate in both the private and public sectors. Private-sector not-for-profts 
include museums, libraries, trade associations, and charitable and religious organizations. 
Government agencies, political parties, and labor unions, all of which are part of the public 
sector, are also classifed as not-for-proft organizations.

Not-for-proft organizations are a substantial part of the U.S. economy. Currently, more 
than 1.5 million nonproft organizations are registered with the Internal Revenue Service in 
the United States, in categories ranging from arts and culture to science and technology.2 
These organizations control more than $2.9 trillion in assets and employ close to 11 million 
people—more people than the federal government and all 50 state governments combined.3 
In addition, millions of volunteers work for them in unpaid positions. Not-for-profts secure 
funding from private sources, including donations, and from government sources. They are 
commonly exempt from federal, state, and local taxes.

Although they focus on goals other than generating profts, managers of not-for-proft 
organizations face many of the same challenges as executives of proft-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 prob-
lems, 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 
contributions, with some assistance from federal grants.4

Other not-for-profts mobilize their resources to respond to emergencies. Superstorm 
Sandy was one of the biggest U.S. disasters that the American Red Cross has had to respond 
to in recent years. To date, Sandy is the second costliest hurricane in U.S. history, with 
damages topping $68 billion.5

Some not-for-profts sell merchandise or 
set up proft-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-fedged 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 more than $700 million through sales 
by local scout troops.6 Handling merchandis-
ing programs like these, as well as launch-
ing other fund-raising campaigns, requires 
managers of not-for-proft organizations to 
develop effective business skills and experi-
ence. Consequently, many of the concepts 
discussed in this book apply to not-for-proft 
organizations as well as to  proft-oriented 
frms.

not-for-profit 
 organizations  
 businesslike establishments 
that have primary objec-
tives other than returning 
profts to their owners.
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The Red Cross mobilized its efforts to respond to disaster on the East Coast after Superstorm 
Sandy struck.

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?
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Part 1 Business in a Global Environment6

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 
resources, and entrepreneurship. Table 1.1 identifes each of these inputs and the type of pay-
ment received by frms and individuals who supply them.

Natural resources include all production inputs that are useful in their natural states, 
including agricultural land, building sites, forests, and mineral deposits. One of the largest 
wind farms in the world, the Roscoe Wind Complex near Roscoe, Texas, generates enough 
power to support more than a quarter-million homes. Natural resources are the basic inputs 
required in any economic system.

Capital, another key resource, includes technology, tools, information, and physical 
facilities. Technology is a broad term that refers to such machinery and equipment as com-
puters and software, telecommunications, and inventions designed to improve production. 
Information, frequently improved by technological innovations, is another critical factor 
because both managers 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, such as hybrid 
autos that run on a combination of gasoline and electricity, or electric cars that use energy 
stored in batteries.

Technology often helps a company improve its own products. Netfix, once famous for 
its subscription-based DVD-by-mail service, offers on-demand Internet streaming media and 
original content streaming TV service. Netfix has exclusive rights to streaming movies and 
original TV shows, like “Orange Is the New Black.”7

And sometimes frms rely on technology to help move and track their products more eff-
ciently. UPS has partnered with the Red Cross to launch emergency logistics teams in several 
U.S. cities. UPS emergency coordinators in each city gather expert volunteers, ensure that 
supplies reach disaster areas, and provide storage space.8

To remain competitive, a frm needs to continually acquire, maintain, and upgrade its 
capital, and businesses need money for that purpose. A company’s funds may come from 
 owner-investments, profts plowed back into the business, or loans extended by others. Money 
then goes to work building factories; purchasing raw materials and component parts; and hir-
ing, training, and compensating workers. People and frms that supply capital receive factor 
payments in the form of interest.

Human resources represent another critical input in every economic system. Human 
resources include anyone who works, from the chief executive offcer (CEO) of a huge cor-
poration 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 

2

factors of  production  
four basic inputs: nat-
ural resources, capital, 
human resources, and 
entrepreneurship.

natural resources  all 
production inputs that 
are useful in their natural 
states, including agri-
cultural land, building 
sites, forests, and mineral 
deposits.

capital  includes technol-
ogy, tools, information, and 
physical facilities.

FACTOR OF PRODUCTION CORRESPONDING FACTOR PAYMENT

Natural resources Rent

Capital Interest

Human resources Wages

Entrepreneurship Proft

Factors of Production and Their  
Factor Payments1.1

TABLE

human resources  
include anyone who works, 
including both the physical 
labor and the intellectual 
inputs contributed by 
workers.
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Chapter 1 The Changing Face of Business 7

meetings. Others encourage creative thinking during company-sponsored hiking or rafting 
trips or during social gatherings. Effective, well-trained human resources provide a signif-
cant competitive edge because competitors cannot easily match another company’s talented, 
motivated employees in the way they can buy the same computer system or purchase the same 
grade of natural resources.

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 
opportunities for advancement and generous pay the company provides.9

Entrepreneurship is the willingness to take risks to create and operate a business. An 
entrepreneur is someone who sees a potentially proftable opportunity and then devises a 
plan to achieve success in the marketplace and earn those profts. By age 20, Jessica Mah 
was co-founder and CEO of inDinero, a San Francisco-based company that created an app 
designed to help small businesses keep track of their money. Mah had “noticed that anything 
that touches money is much harder for entrepreneurs than it should be,” so she took a risk and 
started a frm designed to help them.10

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.

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, profts, and 
resources to accomplish government goals.
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Competent, effective human resources can be a company’s best asset. Providing benefits to those employees to 
retain them is in a company’s best interest.
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entrepreneurship  
 willingness to take risks 
to create and operate a 
business.

Assessment 
Check 
 1. Identify the four basic 

inputs to an economic 
system.

2. List four types of capital.
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private enterprise 
system  economic system 
that rewards frms for their 
ability to identify and serve 
the needs and demands of 
customers.

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

competitive differenti-
ation  unique combination 
of organizational abilities, 
products, and approaches 
that sets a company apart 
from competitors in the 
minds of customers.

Live Nation Connects Superstar Artists and Fans

Chances are, the last concert you attended may have been produced by 
Beverly Hills–based powerhouse, Live Nation Entertainment. The largest 
producer of live music concerts worldwide, Live Nation sells millions of 
tickets each year for events that range from folk to electronic dance 
music and that feature entertainers from new artists to music legends. A 
few years ago, Live Nation merged with ticket-selling giant Ticketmaster 
Entertainment to create Live Nation Entertainment.

Over 250 million fans access various entertainment platforms each 
year, attending more than 180,000 events in 47 countries. While more 
than 65 percent of the company’s revenues come from its concert seg-
ment, other distinct business units include venue operations, ticketing 
services, and artist management and services.

If you’ve ever thought about a career as a concert promoter, con-
sider the “accidental trajectory” of then college student Jodi Goodman. 
After urging a failing jazz club owner in Boston to allow her to book a 
few rock music events, Goodman not only turned the club around, but 
word soon got out about her knack for managing both artists and fans. 
It was not long before other venues sought her talent, and her career 
took her to San Francisco. Jodi Goodman is now president of Live Nation 
Entertainment for Northern California. With skill and market expertise, 
Goodman continues to bring artists and fans together in one of the top 
music markets in the country.

Concert revenues continue to rise and the future looks bright. Some 
of this success can be attributed to the Boston college kid who read the 

local music market by bringing some good old rock ‘n’ roll to a jazz club 
on the brink of closure.

Questions for Critical Thinking

1. Ticketmaster, now part of Live Nation Entertainment, 
responded to the threat of the secondary ticket 
resale market (by firms like Craigslist and StubHub) 
by  launching its own ticket marketplace. How will 
Ticketmaster’s  marketplace impact secondary market 
competitors?

2. Live Nation anticipates double-digit growth in the num-
ber of concertgoers worldwide over the next several 
years. What factors could contribute to such a healthy 
increase in attendance?

Sources: Company website, “2013 Annual Report,” http://livenation.com, 
accessed January 9, 2014; “Live Nation’s New Groove: Electronic Dance Music and 
Scalped Tickets,” Bloomberg Businessweek, accessed January 9, 2014, www 
.businessweek.com; Glenn Peoples, “Live Nation Revenue Hits a Record $2.26 Billion 
in Third Quarter,” Billboard Biz, accessed January 9, 2014, www.billboard.com; 
Christine Ryan, “Hot 20: The Music Woman, Jodi Goodman,” 7x7 Magazine, accessed 
January 9, 2014, www.7x7.com; Ina Fried, “Live Nation Aims to Unify Ticketmaster, 
Ticket Resale Businesses,” All Things Digital, accessed January 9, 2014,  
http://allthingsd.com.

In the United States, businesses function within the private enterprise system, an eco-
nomic system that rewards frms 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 profts.

Another name for the private enterprise system is capitalism. Adam Smith, often identi-
fed as the father of capitalism, frst described the concept in his book, The Wealth of Nations, 
published in 1776. Smith believed that an economy is best regulated by the “invisible hand” 
of competition, the battle among businesses for consumer acceptance. Smith thought that 
competition among frms would lead to consumers’ receiving the best possible products and 
prices because less effcient 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 
frm must fnd a basis for competitive differentiation, the unique combination of organi-
zational 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. Firms that fail to adjust to shifts in con-
sumer preferences or ignore the actions of competitors leave themselves open to failure. Live 
Nation Entertainment connects millions of concertgoers with their favorite artists at venues 
worldwide; see the Hit & Miss feature for keys to the company’s success.

Throughout this book, our discussion focuses on the tools and methods that 21st-century 
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 years ahead.

competition  battle 
among businesses for 
 consumer acceptance.

Hit&Miss
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Basic Rights in the Private 
Enterprise System
For capitalism to operate effectively, people living in a private enter-
prise economy must have certain rights. As shown in Figure 1.1, these 
include the rights to private property, profts, freedom of choice, and 
competition.

The right 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, equipment, patents on inventions, individual 
possessions, and intangible properties.

The private enterprise system also guarantees business owners 
the right to all profts—after taxes—they earn through their activi-
ties. Although a business is not assured of earning a proft, 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 citizens to choose their own employment, pur-
chases, 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 
fnancial markets, and deceptive advertising and packaging.11

The Entrepreneurship Alternative
The entrepreneurial spirit beats at the heart of private enterprise. An entrepreneur is a risk 
taker in the private enterprise system. You hear about entrepreneurs all the time—two college 
students starting a software business in their dorm room or a mom who invents a better baby 
carrier. Many times their success is modest but, once in a while, the risk pays off in huge profts. 
Individuals who recognize marketplace opportunities are free to use their capital, time, and tal-
ents to pursue those opportunities for proft. The willingness of individuals to start new ventures 
drives economic growth and keeps pressure on existing companies to continue to satisfy custom-
ers. If no one were willing to take economic risks, the private enterprise system wouldn’t exist.

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 frms started operations 
during the past year. These newly formed businesses are also the source of many of the nation’s 
new jobs. Every year, they create more than one of every fve new jobs in the economy. These 
companies are a signifcant source of employment or self-employment. Of the 27.5 million 
U.S. small businesses currently in operation, more than 21 million consist of self-employed 
people without any employees. Almost 8.5 million U.S. employees currently work for a busi-
ness with fewer than 20 employees.12 Does starting a business require higher education? Not 
necessarily, although it can help. Figure 1.2 presents the results of a survey of small-business 
owners, which shows that about 24 percent of all respondents had graduated from college, and 
19 percent had postgraduate degrees.

Besides creating jobs and selling products, entrepreneurship provides the benefts of inno-
vation. In contrast to more established frms, start-up companies tend to innovate most in felds 
of technology, making new products available to businesses and consumers. Because small 

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

Private
Property

Freedom
of Choice

Pro
ts

Competition

RIGHTS

Basic Rights within a Private Enterprise System1.1
FIGURE

entrepreneur  person 
who seeks a proftable 
opportunity and takes the 
necessary risks to set up 
and operate a business.
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