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Congratulations. You’ve made an excellent selection. Welcome to the preeminent
teaching and learning experience ever created for Introduction to Business classes.
Our experienced and diverse authors and long-tenured editorial team have

created a product that meets the needs of nearly all classrooms, no matter the
size, teaching modality, or learning objectives. The content is unmatched in depth,
breadth, currency, and relevancy, and is presented in an extremely readable
format for students with all learning styles. A wealth of technology solutions
engages students, enriches learning, furthers understanding, and simplifies
instructors’ assessment processes. Course supplements tightly align with chapter
concepts and enhance retention, making instructors of all experience levels
Grade-A rock stars. And unparalleled support from our digital faculty consultants
helps ensure you and your students benefit from the full experience of what is
now the gold standard in Introduction to Business classes. Nickels/McHugh/
McHugh, Understanding Business, 12th Edition does more than teach—it prepares
students to create real impact on the world.

1. THE GOLD STANDARD IN RELEVANCY AND CURRENCY

Real-world case studies—across nearly all industries and company sizes—ensure
your students are apprised of the most current challenges businesspeople face
today. From Brexit and ransomware to 3D printing and robo-advisors, you have
access to numerous relevant samples that tie directly into chapter lessons. Plus
with the option to take advantage of the From the News to the Classroom blog,
you can enrich the learning experience with content that is updated multiple times
each week and includes abstracts of relevant news stories, videos tied to chapter
topics, and critical thinking questions that streamline your prep time and help cre-
ate an ultra-current course.

2. THE GOLD STANDARD IN RESULTS-DRIVEN TECHNOLOGY
Interactive learning tools increase teaching effectiveness and learning efficiency
by facilitating a stronger connection between the course material and the modern
student.

McGraw-Hill Connect is the leading online assignment and assessment solution
that connects students with the tools and resources they need to achieve success.
It also allows instructors to quickly and easily choose the content and assignments
that will best emphasize the learning objectives they prefer to cover. The result is
a customized course, rich with engaging presentations and activities that prepare
students for the business world.

SmartBook creates a dynamic reading experience and personalizes content for
each student, helping students master and retain foundational concepts. Track-
ing each student’s progress, it automatically assesses comprehension levels and
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delivers the content required to reinforce topics needing more attention. This con-
tinuously adaptive learning path is proven to accelerate learning and strengthen
memory recall, all while providing instructors a turnkey tool that ensures students
stay on track.

Bridging the Gap between Theory and Real Life

Having knowledge is the first step—and understanding how to apply that knowl-
edge is what determines a person’s success in the working world. That’s why we
provide an array of application exercises that are as educational as they are engag-
ing. Click-and-Drag exercises reinforce key models and processes, and demon-
strate application-level knowledge. Video Cases allow students to observe and
analyze key concepts as they are utilized by companies and organizations they
know and recognize. Case analyses expose students to real-world scenarios and
engage their critical-thinking and analysis skills. And 20-minute Mini-Simulations
put students in the role of business professionals, allowing them to make decisions
and learn from the results.

3. THE GOLD STANDARD IN TEACHING RESOURCES
Whether it’s your first or fortieth year teaching, you can benefit from a wealth of
assessments and class-tested resources that simplify your evaluation process and
enrich the learning experience.

Assessment Tools:

- SmartBook, which holds students accountable for class preparation and
engagement.

- Chapter quizzes that are prebuilt to cover all chapter learning objectives.

- Test bank that is by far the largest and most accurate collection of questions
on the market, with over 300 questions per chapter.

- Application exercises reinforce concepts and facilitate application-level
comprehension.

- Video assignments help explain difficult concepts and show business con-
cepts in action in companies large and small.

+ Mini-simulations allow students to immerse themselves in critical-thinking
and problem-solving opportunities of realistic business scenarios.

- Business Plan Prep assignments support students building their semester
project.

Asset Alignment with Bloom’s Taxonomy
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Additional Resources:

New teacher’s resource manual includes tools to improve retention and
engagement, while helping save the instructor’s time.

From the News to the Classroom blog is updated multiple times each week,
featuring abstracts of relevant news stories, video tied to chapter topics, and
critical-thinking questions that streamline your prep time and help create an
ultra-current course.

PowerPoint presentations include integrated polling questions that improve
student engagement.

Test bank and quizzes are unparalleled in the number of test items provided
and the depth and currency, and make testing student knowledge a simple
and efficient process.

Video library with Video Teaching Guide includes:

= Company case videos produced specifically to expound on chapter
learning objectives via real-world business situations across a broad
range of industries, sizes, and geographic locations, allowing students to
contextualize the chapter’s content.

= Hotseat videos offer short cases that show real business professionals
confronting a variety of workplace challenges.

= iSeelt! animated video explanations clarify some of the most important
topics and can be accessed within the e-book.

s Current video clips on the From the News to the Classroom blog tie to
chapter topics and keep your classroom current.

4. THE GOLD STANDARD IN SUPPORT, SERVICE, AND SOLUTIONS
We want you to get the most out of our products, and we do everything possible to

help provide your students an exceptional learning experience. From the first to the

last day of the semester, we support you with:

Learning technology representatives

Digital faculty consultants

Student ambassadors

Implementation consultants

Technical support

Integration with your learning management system

Content your way/customizable content/a robust library of cross-disciplinary
content

Student progress-tracking
Accreditation and assurance of learning ready
Fully automated lecture capture via Tegrity®

Our team of digital faculty consultants and extensive toolbox of support

programs ensure you receive the full value of all this product has to offer.

THE BOTTOM LINE

The business world is constantly changing, and your classroom needs to keep up.
With Nickels/McHugh/McHugh, Understanding Business, 12th Edition, both you
and your students can experience the Gold Standard in Introduction to Business
classes.
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CHANGES TO THE NEW EDITION

Users of Understanding Business have always appreciated the currency of the
material and the large number of examples from companies of all sizes and indus-
tries (e.g., service, manufacturing, nonprofit, and profit) in the United States and
around the world. A glance at the Chapter Notes will show you that almost all of
them are from 2016 or 2017. Accordingly, the latest business practices and other
developments affecting business include:

» Brexit

- Compassionate capitalism

- Gig economy

« Withdrawal from TPP

- Lifting of Cuba trade restrictions

« UN’s Sustainable Development Goals (SDGs)
- Social media advertising

« Social networking

- Benefit corporations

« Circular economy

« Products as services

- Human Resource Information Systems (HRISs)
« Market-based pay structure

« On-call scheduling

- Continuous performance reviews

« Bullying in the workplace

- Ban-the-box job application and initial interview rule
- Holocracy

« Drones

- 3D printing and additive manufacturing

« Wells Fargo and Volkswagen scandals

« 2016 Supreme Court decision on insider trading
« Robo-advisors

« Ransomware

. And much, much more

McGraw-Hill Customer Experience Group Contact Information

At McGraw-Hill Education, we understand that getting the most from new technol-
ogy can be challenging. That’s why our services don’t stop after you purchase our
products. You can e-mail our Product Specialists 24 hours a day to get product
training online. Or you can search our knowledge bank of Frequently Asked Ques-
tions on our support website. For Customer Support, call 800-331-5094 or visit
www.mhhe.com/support. One of our Technical Support Analysts will be able to
assist you in a timely fashion.
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PROLOGUE

Getting Ready for This
Course and Your Career

Top 10 Reasons to Read This Introduction

(even if it isn’t assigned)

10 Whatthe heck—you already bought the book, so you might as well get your
money’s worth.

9 You dont want the only reason you get a raise to be that the government
has increased the minimum wage.

8 Getting off to a good start in the course can improve your chances of
getting a higher grade, and your Uncle Ernie will send you a dollar for
every A you get.

7 Your friends say that you’ve got the manners of a troll and you want to find
out what the heck they’re talking about.

6 How else would you find out a spork isn’t usually one of the utensils used at
a business dinner?

5 You don’t want to experience the irony of frantically reading the “time
management” section at 3:00 a.m.

4 |ike the Boy Scouts, you want to be prepared.
3 It must be important because the authors spent so much time writing it.

2 You want to run with the big dogs someday.

And the number one reason for reading this introductory sectioniis . ..

1

It could be on a test.




Learning the Skills You Need to Succeed Today
and Tomorrow

Your life is full. You’re starting a new semester, perhaps even beginning your college career,
and you're feeling pulled in many directions. Why take time to read this introduction? We
have lightheartedly offered our top 10 reasons, but the real importance of this section is no
joking matter.

Its purpose, and that of the entire text, is to help you learn principles, strategies, and
skills for success that will serve you not only in this course but also in your career and your
life. Whether you learn them is up to you. Learning them won’t guarantee success, but not
learning them—well, you get the picture.

This is an exciting and challenging time. Success in any venture comes from under-
standing basic principles and knowing how to apply them effectively. What you learn now
could help you be a success—for the rest of your life. Begin applying these skills now to gain
an edge on the competition. READ THIS SECTION BEFORE YOUR FIRST CLASS and
make a great first impression! Good luck. We wish you the best.

Bill Nickels Jim McHugh Susan McHugh
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The rewards of college
are well worth the effort
for graduates, who can
expect to earn over

75 percent more than
high school graduates
over the course of their
careers. Businesses like
graduates too, because
the growing needs of a
global workplace require
knowledgeable workers to
fill the jobs of the future.
What other benefits do
you see from earning a
college degree?

FIGURE P.1 SALARY
COMPARISON OF HIGH
SCHOOL VERSUS
COLLEGE GRADUATES

$1,600,000.00
$1,400,000.00
$1,200,000.00
$1,000,000.00

Using this Course to Prepare for Your Career

Since you’ve signed up for this course, we’re guessing you already know
the value of a college education. The holders of bachelor’s degrees
make an average of about $51,000 per year compared to about $28,000
for high school graduates.' That’s 75 percent more for college gradu-
ates than those with just a high school diploma. Compounded over the
course of a 30-year career, the average college grad will make more than a half-
million dollars more than the high school grad! Thus, what you invest in a college
education is likely to pay you back many times. See Figure P.1 for more of an idea
of how much salary difference a college degree makes by the end of a 30-year
career. That doesn’t mean there aren’t good careers available to non-college gradu-
ates. It just means those with an education are more likely to have higher earnings
over their lifetime.
The value of a college education is more than just a larger paycheck.
Other benefits include increasing your ability to think critically
and communicate your ideas to others, improving your ability to
use technology, and preparing yourself to live in a diverse and com-
petitive world. Knowing you’ve met your goals and earned a college
degree also gives you the self-confidence to work toward future goals.
Many college graduates in the last generation held seven or eight different jobs (often
in several different careers) in their lifetime. Today, Millennials are changing jobs just as
rapidly; most jump jobs four times in the first decade after graduation.”> Many returning
students are changing their careers and their plans for life. In fact, more than half of all part-
time college students are older than 25.°
You too may want to change careers someday. It can be the path to long-term happi-
ness and success. That means you’ll have to be flexible and adjust your strengths and talents
to new opportunities. Today companies are looking for skills that machines lack, including
creativity, interpersonal skills, and fine motor control. Learning has become a lifelong job.
It’s not going to be just what you know now that counts, but what you learn in the future and
how you adapt your skills to add value to yourself, your job, and your company.4
If you’re typical of many college students, you may not have any idea what career you’d
like to pursue. That isn’t necessarily a big disadvantage in today’s fast-changing job market.
After all, many of the best jobs of the future don’t even exist today. Figure P.2 lists 10 careers
that didn’t exist 10 years ago. There are no perfect or certain ways to prepare for the most
interesting and challenging jobs of tomorrow. Rather, you should continue your college edu-
cation, develop strong technology skills, improve your verbal and written communication
skills, and remain flexible and forward thinking while you explore the job market.

$800,000.00
$600,000.00
$400,000.00 _v College Graduate
$200,000.00 yV 4 High School Graduate
s 1 Year 5 Years 10 Years 20 Years 30 Years
B College Graduate $51,000.00 | $255,000.00 | $510,000.00 | $1,020,000.00 | $1,530,000.00
m High School Graduate | $28,000.00 | $140,000.00 | $280,000.00|$ 560,000.00 | $ 840,000.00




THESE CAREERS DIDN’T EXIST 10 YEARS AGO:

» App Developer - Big Data Analyst/Data Scientist
» Social Media Manager - Sustainability Manager

» Uber Driver » YouTube Content Creator

» Driverless Car Engineer » Drone Operator

» Cloud Computing Specialist « Millennial Generational Expert

Source: World Economic Forum, weforum.org, accessed December 2016.

One of the objectives of this class, and this book, is to help you choose an area in
which you might enjoy working and have a good chance to succeed. You’ll learn about
economics, global business, ethics, entrepreneurship, management, marketing, accounting,
finance, and more. At the end of the course, you should have a much better idea which
careers would be best for you and which you would not enjoy.

But you don’t have to be in business to use business principles. You can use marketing
principles to get a job and to sell your ideas to others. You can use your knowledge of invest-
ments to make money in the stock market. You'll use your management skills and general
business knowledge wherever you go and in whatever career you pursue—including govern-
ment agencies, charities, and social causes.

Assessing Your Skills and Personality

The earlier you can do a personal assessment of your interests, skills, and values, the bet-
ter it can help you find career direction. Hundreds of schools use software exercises like
the System for Interactive Guidance and Information (SIGI) and DISCOVER to offer self-
assessment exercises, personalized lists of occupations based on your interests and skills, and
information about different careers and the preparation each requires. Visit your college’s
placement center, career lab, or library soon and learn what programs are available for you.
Of course, there are career assessment tools online, but many are as accurate as a Magic
8 ball. You can find reviews of online assessments at www.livecareer.com/quintessential/
online-assessment-review. While no test can give you a definitive answer about what the per-
fect career for you is, the assessments can point you to career paths that you may not have
considered before.

Self-assessment will help you determine the kind of work environment you'd prefer
(technical, social service, or business); what values you seek to fulfill in a career (security,
variety, or independence); what abilities you have (creative/artistic, numerical, or sales);
and what job characteristics matter to you (income, travel, or amount of job pressure versus
free time).

Using Professional Business Strategies
Right Now

Here are two secrets to success you can start practicing now: networking and keeping files on
subjects important to you.

Networking is building a personal array of people you've met, spoken to, or corre-
sponded with who can offer you advice about and even help with your career options.> Start
with the names of your professors, both as employment references and as resources about
fields of interest to you. Add additional contacts, mentors, and resource people, and keep
the notes you make when talking with them about careers including salary information and
courses you need to take.

PROLOGUE
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Networking provides you
with an array of personal
contacts on whom you

can call for career advice

and help. Have you begun
creating your network
yet? Are you part of
someone else’s?

All students need a way to retain what they learn. An
effective way to become an expert on almost any business
subject is to set up your own information system. You can
store data on your computer, tablet, and cell phone (back
up these files!), or you can establish a comprehensive fil-
ing system on paper, or you can use a combination of the
two. Few college students take the time to make this effort;
those who don’t lose much of the information they read in
college or thereafter.

Keep as many of your textbooks and other assigned
readings as you can, as well as your course notes. Read a
national newspaper such as The Wall Street Journal, The
New York Times, or USA Today. Read your local newspaper.
Each time you read a story that interests you, save a paper
copy or add a link to the story online in your electronic
file, under a topic heading like careers, small business, mar-
keting, economics, or management. Don’t rely on just one
Internet site for information (and be wary of Wikipedia)! Get familiar with a variety of
sources and use them.

Start a file for your résumé. In it, keep a copy of your current résumé along with
reference letters and other information about jobs you may have held, including projects
accomplished and additions to your responsibilities over time, plus any awards or special
recognition you may have received. Soon you’ll have a tremendous amount of information
to help you prepare a polished résumé and answer challenging job interview questions
with ease.

Watching television shows about business, such as Nightly Business Report and Jim
Cramer’s Mad Money, helps you learn the language of business and become more informed
about current happenings in business and the economy. Try viewing some of these shows
or listening to similar ones online, and see which ones you like best. Take notes and put
them in your files. Keep up with business news in your area so that you know what jobs are
available and where. You may also want to join a local business group to begin networking
with people and learning the secrets of the local business scene. Many business groups and
professional business societies accept student members.

Learning to Behave Like a Professional

There’s a reason good manners never go out of style. As the world becomes increasingly
competitive, the gold goes to teams and individuals with that extra bit of polish. The person
who makes a good impression will be the one who gets the job, wins the promotion, or
clinches the deal. Good manners and professionalism are not difficult to acquire; they’re
second nature to those who achieve and maintain a competitive edge.

Not even a great résumé or designer suit can substitute for poor behavior, including
verbal behavior, in an interview. Say “please” and “thank you” when you ask for something.
Certainly make it a point to arrive on time, open doors for others, stand when an older per-
son enters the room, and use a polite tone of voice. You may want to take a class in etiquette
or read a book on etiquette to learn the proper way to eat in a nice restaurant, what to do
at a formal party, when and how to text/e-mail business associates properly, and so on. Of
course, it’s also critical to be honest, reliable, dependable, and ethical at all times.

Some rules are not formally written anywhere; instead, every successful businessper-
son learns them through experience. If you follow these rules in college, you’ll have the
skills for success when you start your career. Here are the basics:

1. Making a good first impression. An old saying goes, “You never get a second
chance to make a good first impression.” You have just a few seconds to make an
impression. Therefore, how you dress and how you look are important. Take your



cue as to what is appropriate at any specific company by studying the people there
who are most successful. What do they wear? How do they act?

Focusing on good grooming. Be aware of your appearance and its impact. Wear
appropriate, clean clothing and a few simple accessories. Revealing shirts, nose
rings, and tattoos may not be appropriate in a work setting. Be consistent, too; you
can’t project a good image by dressing well a few times a week and then showing up
looking like you're getting ready to mow a lawn.

Many organizations have adopted “business casual” guidelines, but others
still require traditional attire, so find out what the organization’s policies are and
choose your wardrobe accordingly. Casual doesn’t mean sloppy or shabby. Wrinkled
clothing, shirttails hanging out, and hats worn indoors are not usually appropriate.
For women, business casual attire includes simple skirts and slacks (no jeans),
cotton shirts, sweaters (not too tight), blazers, and low-heeled shoes or boots. Men
may wear khaki trousers, sport shirts with collars, sweaters or sport jackets, and
casual loafers or lace-up shoes.

Being on time. When you don’t come to class or work on time, you're sending this
message to your teacher or boss: “My time is more important than your time. I have
more important things to do than be here.” In addition to showing a lack of respect
to your teacher or boss, lateness rudely disrupts the work of your colleagues.

Pay attention to the corporate culture. Sometimes you have to come in earlier
than others and leave later to get that promotion you desire. To develop good work
habits and get good grades, arrive in class on time and avoid leaving (or packing up
to leave) early.

Practicing considerate behavior. Listen when others are talking—for example, don’t
check your cell phone for messages, read the newspaper, or eat in class. Don’t
interrupt others when they are speaking; wait your turn. Eliminate profanity from
your vocabulary. Use appropriate body language by sitting up attentively and not
slouching. Sitting up has the added bonus of helping you stay awake! Professors and
managers alike get a favorable impression from those who look and act alert.

Practicing good text/e-mail etiquette. The basic rules of courtesy in face-to-face
communication also apply to text and e-mail exchanges. Introduce yourself at the
beginning of your first e-mail message. Next, let your recipients know how you

got their names and e-mail addresses. Then proceed with your clear but succinct
message, and always be sure to type full words (ur is not the same thing as your).
Finally, close the e-mail with a signature. Do not send an attachment unless your
correspondent has indicated he or she will accept it. Ask first! You can find much
more information about proper Internet etiquette, or netiquette, online—for example,
at NetManners.com.

Practicing good cell phone manners. Your Introduction to Business class is not the
place to be arranging a date for tonight. Turn off the phone during class or in a
business meeting unless you are expecting a critical call. If you are expecting such a
call, let your professor know before class. Turn off your ringer and put the phone on
vibrate. Sit by the aisle and near the door. If you do receive a critical call, leave the
room before answering it. Apologize to the professor after class and explain

the situation.

Practicing safe posting on social media. Be careful what you post on your Facebook
page or any other social media. Although it may be fun to share your latest
adventures with your friends, your boss or future boss may not appreciate your latest
party pictures. Be aware that those pictures may not go away even if you delete them
from your page. If anyone else downloaded them, they are still out there waiting

for a recruiter to discover. Make sure to update your privacy settings frequently.

It’s a good idea to separate your list of work friends and limit what that group can
view. Also be aware that some work colleagues aren’t interested in becoming your
Facebook friends. To avoid awkwardness, wait for work associates to reach out to
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Many businesses have
adopted business casual
as the proper work attire,
but others still require

traditional clothing
styles. How does your
appearance at work
affect both you and your
company?
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. you first. Make sure you know your employer’s policy on
e using social media on company time. Obviously, they will

‘ probably frown on using it for personal use on company
time, but there may be rules about sharing technical matter,
company information, and so on. Be mindful that social
media accounts time-stamp your comments.

8. Being prepared. A businessperson would never show
up for a meeting without having read the appropriate
materials and being prepared to discuss the topics on
the agenda. For students, acting like a professional

25 < &/ means reading assigned materials before class, having
©stockstudioX/Getty Images RF written assignments ready to be turned in, asking and
responding to questions in class, and discussing the
Behavior that’s taken for material with fellow students.
granted in other countries 9. Learning local customs. Just as traffic laws enable people to drive more safely,

might be unusual in the
United States. In some
cultures bowing is a

business etiquette allows people to conduct business with the appropriate amount

of consideration. Sharpen your competitive edge by becoming familiar with its rules.
If you travel internationally, learn the proper business etiquette for each country

you visit.® Customs differ widely for such everyday activities as greeting people,
eating, giving gifts, presenting and receiving business cards, and conducting business
in general. In Japan, businesspeople typically bow instead of shaking hands, and

in some Arab countries it is insulting to sit so as to show the soles of your shoes.
Honesty, high ethical standards, and reliability and trustworthiness are important for
success in any country.

form of greeting to show
respect. How can you
learn the appropriate
business etiquette for the
countries in which you do
business?

10. Behaving ethically. Having a reputation for integrity will enable you to be proud of
who you are and contribute a great deal to your business success. Unethical behavior
can ruin your reputation; so think carefully before you act. When in doubt, don’t!
Ethics is so important to success that we include discussions about it throughout
the text.

Doing Your Best in College

The skills you need to succeed in life after college are the same ones that will serve you well
in your studies. Career, family, and hobbies all benefit from organizational and time man-
agement skills you can apply right now. Here are some tips for improving your study habits,
taking tests, and managing your time.

Study Hints

For the remainder of your college career, consider studying to be your business. Though
you may hold another job while enrolled in this class, you're in school because you want
to advance yourself. So until you get out of school and into your desired occupation, study-
ing is your business. And like any good businessperson, you aim for success. Follow these
strategies:

1. Go to class. It’s tempting to cut a class on a nice day or when there are other things
to do. But nothing is more important to doing well in school than going to class
every time. If possible, sit in the front near the instructor. This will help you focus
better and avoid distractions in the room.

2. Listen well. It’s not enough to show up for class if you use the time for a nap. Make
eye contact with the instructor. In your mind, form a picture of what he or she is
discussing. Include your existing knowledge and past experiences in your picture.
This ties new knowledge to what you already know.



PROLOGUE P-7

3. Take careful notes. Make two columns in your notebook, laptop, or tablet. On one
side write down important concepts, and on the other examples or more detailed
explanations. Use abbreviations and symbols whenever possible and wide spacing
to make the notes easier to read. Edit your notes after class to make sure you fully
understand what was discussed in class. Rereading and rewriting help store the
information in your long-term memory. Learn the concepts in your courses the same
way you learn the words to your favorite song: through repetition and review.

4. Find a good place to study. Find a place with good lighting and a quiet atmosphere.
Some students do well with classical music or other music without lyrics playing in
the background. Keep your study place equipped with extra supplies such as mobile
devices, pens, pencils, calculator, folders, and paper so you don’t have to interrupt
studying to hunt for them.

5. Read the text using a strategy such as “survey, question, read, recite, review” (SQ3R).

a. Survey or scan the chapter first to see what it is all about. This means looking
over the table of contents, learning objectives, headings, photo essays, and charts
so you get a broad idea of the content. The summaries at the end of each chapter
in this text provide a great overview of the concepts in the chapter. Scanning will
provide an introduction and help get your mind in a learning mode.

b. Write questions, first by changing the headings into questions. For example,
you could change the heading of this section to “What hints can I use to study
better?” Read the questions that appear throughout each chapter in the Test Prep
sections to give yourself a chance to recall what you've read.

¢. Read the chapter to find the answers to your questions. Be sure to read the
boxes in the chapter as well. They offer extended examples or discussions of the
concepts in the text. You've probably asked, “Will the material in the boxes be
on the tests?” Even if your instructor chooses not to test over them directly, they
are often the most interesting parts of the chapter and will help you retain the
chapter concepts better.

d. Recite your answers to yourself or to others in a study group. Make sure you
say the answers in your own words so that you clearly understand the concepts.
Research has shown that saying things is a more effective way to learn them
than seeing, hearing, or reading about them. While often used in study groups,
recitation is also good practice for working in teams in the work world.

The SQ3R study system
recommends that you
“survey, question, read,
recite, and review” to

e. Review by rereading and recapping the information. The chapter summaries are stay up-to-date with
written in a question-and-answer form, much like a classroom dialogue. They’re assignments and shine in
also tied directly to the learning objectives so that you can see whether you've class every day. Have you
accomplished the chapter’s objectives. Cover the written answers and see whether adopted this system?

you can answer the questions yourself first.

6. Use flash cards. You’ll master the course more easily if you know the
language of business. To review the key terms in the book, write any
terms you don’t know on index cards and go through your cards
between classes and when you have other free time.

7. Use Connect Introduction to Business (if your professor
has recommended it for your course).
Connect’s online features include interactive p——
presentations, LearnSmart (adaptive learning =
technology that identifies what you know and //
don’t know, and personalizes your learning 4/
experience, ensuring that every minute spent
studying with LearnSmart is the most efficient
and productive study time possible), SmartBook

(creates a personalized reading experience by highlighting ©Greg Vote/Corbis RF
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the most impactful concepts you need to learn at that moment in time), and
interactive applications.

Go over old exams, if possible. If old exams are not available from your professor, ask
how many multiple-choice, true/false, and essay questions will be on your test. It’s
acceptable to ask your professor’s former students what kind of questions are given
and what material is usually emphasized. It is unethical, though, to go over exams
you obtain illegally.

Use as many of your senses in learning as possible. If you're an auditory learner—that
is, if you learn best by hearing—record yourself reading your notes and answering the
questions you’ve written. Listen to the tape while you're dressing in the morning.
You can also benefit from reading or studying aloud. If you’re a visual learner, use
pictures, charts, colors, and graphs. Your professor has a set of videos that illustrate
the concepts in this text. If you're a kinesthetic learner, you remember best by doing,
touching, and experiencing. Doing the Developing Career Skills exercises at the end
of each chapter will be a big help.

Test-Taking Hints

Often students will say, “I know this stuff, but I'm just not good at taking multiple-choice (or
essay) tests.” Other students find test taking relatively easy. Here are a few test-taking hints:

1.

Get plenty of sleep and have a good meal. It’s better to be alert and awake during
an exam than to study all night and be groggy. If you keep up with your reading
and your reviews on a regular basis, you won’t need to pull an all-nighter. Proper
nutrition also plays an important part in your brain’s ability to function.

Bring all you need for the exam. Sometimes you’ll need No. 2 pencils, erasers, and a
calculator. Ask beforehand.

Relax. At home before the test, take deep, slow breaths. Picture yourself in the
testing session, relaxed and confident. Reread the chapter summaries. Get to class
early to settle down. If you start to get nervous during the test, stop and take a

few deep breaths. Turn the test over and write down information you remember.
Sometimes this helps you connect the information you know to the questions on
the test.

Read the directions on the exam carefully. You don’t want to miss anything or do
something you're not supposed to do.

Read all the answers in multiple-choice questions. Even if there is more than one
correct-sounding answer to a multiple-choice question, one is clearly better. Read
them all to be sure you pick the best. Try covering up the choices while reading the
question. If the answer you think of is one of the choices, it is probably correct. If
you are still unsure of the answer, start eliminating options you know are wrong.
Narrowing the choices to two or three improves your odds.

Answer all the questions. Unless your instructor takes off more for an incorrect
answer than for no answer, you have nothing to lose by guessing. Also, skipping a
question can lead to inadvertently misaligning your answers on a scan sheet. You
could end up with all your subsequent answers scored wrong!

Read true/false questions carefully. All parts of the statement must be true or else
the entire statement is false. Watch out for absolutes such as never, always, and none.
These often make a statement false.

Organize your thoughts before answering essay questions. Think about the sequence
in which to present what you want to say. Use complete sentences with correct
grammar and punctuation. Explain or defend your answers.

Go over the test at the end. Make sure you’ve answered all the questions, put your
name on the exam, and followed all directions.
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Time Management Hints

The most important management skill you can learn is how to manage your time. Now is as
good an opportunity to practice as any. Here are some hints other students have learned—
often the hard way:

1. Write weekly goals for yourself. Make certain your goals are realistic and
attainable. Write the steps you’ll use to achieve each goal. Reward yourself when you
reach a goal.

2. Keep a “to do” list. It’s easy to forget things unless you write them down. Jot down
tasks as soon as you know of them. That gives you one less thing to do: remembering
what you have to do.

3. Prepare a daily schedule. Use a commercial printed or electronic daily planner or
create your own. Write the days of the week across the top of the page. Write the
hours of the day from the time you get up until the time you go to bed down the
left side. Draw lines to form columns and rows and fill in all the activities you have
planned in each hour. Hopefully, you will be surprised to see how many slots of time
you have available for studying.

4. Prepare for the next day the night before. Having everything ready to go will help you
make a quick, stress-free start in the morning.

5. Prepare weekly and monthly schedules. Use a calendar to fill in activities and
upcoming assignments. Include both academic and social activities so that you can
balance your work and fun.

6. Space out your work. Don’t wait until the last week of the course to write all your
papers and study for your exams. If you do a few pages a day, you can write a 20-page
paper in a couple of weeks with little effort. It is really difficult to push out 20 pages
in a day or two.

7. Defend your study time. Study every day. Use the time between classes to go over
your flash cards and read the next day’s assignments. Make it a habit to defend your
study time so you don’t slip.

8. Take time for fun. If you have some fun every day, life will be full. Schedule your fun
times along with your studying so that you have balance.

PROLOGUE P-9

Keeping a daily schedule
is only one of the many
strategies that will help
you manage your time.
You should also keep a

running list of goals and
things you need to do
each week. In what other
ways can you defend your
study time?
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“Time is money,” the saying goes. Some, however, would argue that time is more valu-
able than money. If your bank account balance falls, you might be able to build it back up by
finding a better-paying job, taking a second job, or even selling something you own. But you
have only a limited amount of time and there is no way to make more. Learn to manage your
time well, because you can never get it back.

Making the Most of the Resources
for This Course

College courses and textbooks are best at teaching you concepts and ways of thinking about
business. However, to learn firsthand how to apply those ideas to real business situations,
you need to explore and interact with other resources. Here are seven basic resources for the
class in addition to the text:

1. The professor. One of the most valuable facets of college is the chance to study
with experienced professors. Your instructor is a resource who’s there to answer
some questions and guide you to answers for others. Many professors get job leads
they can pass on to you and can provide letters of recommendation too. Thus it’s
important to develop a friendly relationship with your professors.

2. The supplements that come with this text. Connect Introduction to Business online
Your college professors course material (if your professor has recommended it for your course) will help
are among the most you review and interpret key material and give you practice answering test questions.
valuable resources and Even if your professor does not assign these materials, you may want to use them
contacts you’ll encounter anyhow. Doing so will improve your test scores and help you compete successfully
as you develop your with the other students.

career path. How many of 3.
your professors have you

gotten to know so far?

Outside readings. One secret to success in business is staying current. Review and
become familiar with the following magazines and newspapers during the course
and throughout your career: The Wall Street Journal, Forbes, Barron's, Bloomberg
Businessweek, Fortune, Money, The Economist, Hispanic Business,
Harvard Business Review, Black Enterprise, Fast Company, Inc., and
Entrepreneur. You may also want to read your local newspaper’s
business section and national news magazines such as 7ime and
Newsweek. You can find them in your school’s learning resource
center or the local public library. Some are also available online free.

4. Your own experience and that of your classmates. Many college
students have had experience working in business or nonprofit
organizations. Hearing and talking about those experiences
exposes you to many real-life examples that are invaluable for
understanding business. Don’t rely exclusively on the professor
for all the answers and other exercises in this book. Often there is
no single “right” answer, and your classmates may open up new
ways of looking at things for you.

Part of being a successful businessperson is learning how
to work with others. Some professors encourage their students
to work together and build teamwork as well as presentation
and analytical skills. Students from other countries can help
you learn about different cultures and different approaches to
handling business problems. There is strength in diversity, so
seek out people different from you to work with on teams.

5. Outside contacts. Who can tell you more about what it’s like to
start a career in accounting than someone who'’s doing it now?

: _ One of the best ways to learn about different businesses is to visit

©Fuse/Corbis/Getty Images RF them in person. The world can be your classroom.
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When you go shopping, think about whether you would enjoy working in and
managing a store. Think about owning or managing a restaurant, an auto body
shop, a health club, or any other establishment you visit. If something looks
interesting, talk to the employees and learn more about their jobs and the industry.
Be constantly on the alert to find career possibilities, and don’t hesitate to talk
with people about their careers. Many will be pleased to give you their time and
honest opinions.

6. The Internet. The Internet offers more material than you could use in a lifetime.
Throughout this text we present information and exercises that require you to use the
Internet. Information changes rapidly, and it is up to you to stay current.

7. The library or learning resource center. The library is a great complement to the
Internet and a valuable resource. Work with your librarian to learn how to best
access the information you need.

Getting the Most from This Text
Many learning aids appear throughout this text to help you understand the concepts:

1. List of Learning Objectives at the beginning of each chapter. Reading through these
objectives will help you set the framework and focus for the chapter material. Since
every student at one time or other has found it difficult to get into studying, the
Learning Objectives are there to provide an introduction and to get your mind into a
learning mode.

2. Getting to Know and Name That Company features. The opening stories will help
you get to know professionals who successfully use the concepts presented in
the chapters. The Name That Company feature at the beginning of each chapter
challenges you to identify a company discussed in the chapter.

3. Photo essays. The photos offer examples of the concepts in the chapter. Looking at
the photos and reading the photo essays (captions) before you read the chapter will
give you a good idea of what the chapter is all about.

4. Self-test questions. Periodically, within each chapter, you’ll encounter set-off lists
of questions called Test Prep. These questions give you a chance to pause, think
carefully about, and recall what you’ve just read.

5. Key terms. Developing a strong business vocabulary is one of the most important
and useful aspects of this course. To assist you, all key terms in the book are
highlighted in boldface type. Key terms are also defined in the margins, and page
references to these terms are given at the end of each chapter. A full glossary is
located in the back of the book. You should rely heavily on these learning aids in
adding new terms to your vocabulary.

6. Boxes. Each chapter contains a number of boxed extended examples or discussions
that cover major themes of the book: (a) ethics (Making Ethical Decisions);
(b) small business (Spotlight on Small Business); (c¢) global business (Reaching
Beyond Our Borders); (d) social media (Connecting through Social Media); and
(e) contemporary business issues (Adapting to Change). They’re interesting to read
and provide key insights into important business issues; we hope you enjoy and learn
from them.

7. End-of-chapter summaries. The chapter summaries are directly tied to the chapter
Learning Objectives so that you can see whether you've accomplished the chapter’s
objectives.

8. Career Exploration exercise. At the end of each chapter, we offer a brief list of
potential careers that deal with the concepts present in the chapter and encourage
you to find out more about them in the Occupational Outlook Handbook.
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Critical Thinking questions. The end-of-chapter questions help you relate the material
to your own experiences.

10. Developing Career Skills exercises. To really remember something, it’s best to do
it. That’s why Developing Career Skills sections at the end of each chapter suggest
small projects that help you use resources, develop interpersonal skills, manage
information, understand systems, and sharpen technology skills.

11. Putting Principles to Work exercises. These exercises direct you to dynamic outside
resources that reinforce the concepts introduced in the text. You might want to
bookmark some of the websites you’ll discover.

12. Video cases. These cases feature companies, processes, practices, and managers that
bring to life the key concepts in the chapter and give you real-world information to

think over and discuss.

If you use the suggestions we’ve presented here, you’ll actively participate in a learning
experience that will help you greatly in this course and your chosen career. The most impor-
tant secret to success may be to enjoy what you're doing and do your best in everything. To
do your best, take advantage of all the learning aids available to you.
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Part 1 Business Trends: Cultivating a
Business in Diverse, Global Environments

Taking Risks and
Making Profits within
the Dynamic Business

Environment

LEARNING OBJECTIVES »

After you have read and studied this chapter, you
should be able to

LO 1-1

LO 1-2

LO 1-3

LO 1-4

LO 1-5

LO 1-6
LO 1-7

LO 1-8

Describe the relationship between profit and
risk, and show how businesses and nonprofit
organizations can raise the standard of living for
all.

Explain how entrepreneurship and the other
factors of production contribute to the creation of
wealth.

Analyze the effects of the economic environment
and taxes on businesses.

Describe the effects of technology on
businesses.

Demonstrate how businesses can meet and beat
competition.

Analyze the social changes affecting businesses.
Identify what businesses must do to meet global
challenges, including war and terrorism.

Review how past trends are being repeated in
the present and what those trends mean for
tomorrow’s college graduates.



GETTING TO KNOW
Ann-Marie Campbell
of Home Depot

tarting a new job isn’t easy. With many things to learn

and people to meet, even experienced workers can get

overwhelmed on their first day at work on a new job.

So imagine how Ann-Marie Campbell must have felt
more than 30 years ago, when as a new immigrant with a thick
Jamaican accent, she walked into Home Depot for her first shift.
But thanks to her hard work and committed attitude, Campbell
rose up the ranks at Home Depot. Now as executive vice presi-
dent of stores, she oversees the operation of more than 2,000
locations.

Campbell was born in the Jamaican capital of Kingston to a
successful couple with four children. But this happy childhood
took a tragic turn when her father died in a car accident. Camp-
bell and her siblings spent the rest of their youth being raised
mainly by their grandmother, an intensely driven woman with no
fear of hard work. “My grandmother was divorced and she had
10 children herself;” said Campbell. “She started selling lace on
the side of the road and then grew that into a multimillion-dollar
business—a retail store selling mostly furniture and appliances.”

This store became Campbell’s second home when she had
time off from the strict boarding school she attended. Help-
ing her grandmother with day-to-day duties taught her many
important lessons about how to do business. Her grandmother’s
advice and the discipline she learned at school helped Camp-
bell enormously when she made the move to Miami as a teen-
ager and got a job as a part-time sales associate at Home Depot
to help pay her college tuition. While Campbell’s experience and
dedication helped her excel at the job quickly, she still faced a
number of challenges in this new environment. “| was really the
only woman on the sales floor back then, and when custom-
ers would come in with an issue, they’d demand to speak to,
you know, a guy,” said Campbell. Rather than lose her temper,
though, she developed a clever response to this demand. “I'd
pick the guy who knew the least to come help. The man would
always have to kick the question back to me.”

A similarly bold move brought Campbell to the attention of
Home Depot’s upper management. One day, a company execu-
tive visited the store and asked a big group of employees a
question. None of her co-workers responded, but Campbell
confidently answered the executive’s inquiry. “Later, when he
was walking out of the store, he asked the manager
who | was,” said Campbell. “That’s how | got on the
radar.” This boost gave her the confidence and
the connections to pursue promotions within the
company. Her first advanced post was as head
of the paint department, followed eventually
by her appointment as manager of the entire
store.

Campbell earned a Master of Business
Administration in 2005 that allowed her

to climb even higher up the corporate ladder. By 2016 she
became executive vice president of U.S. stores, a position that
places her in charge of Home Depot’s more than 400,000
employees. Every day Campbell works to provide these employ-
ees with the same opportunities for advancement that she
received, which is a duty she does not take lightly. “It's only
when you develop others that you permanently succeed,” said
Campbell. “When | do have opportunities to speak to students,
or even to my kids, that’s the type of value that | instill in them.
It’s not just about you. The world is a community. Everyone has
their part, so let’s go out and make sure everyone is able to do
it successfully.”

The business environment is constantly changing, and along
with those changes come opportunities. The purpose of this
chapter, and this textbook, is to introduce you to the dynamic
world of business and to some of the people who thrive in it.
Businesspeople like Ann-Marie Campbell contribute much to the
communities they serve, and they also make a good living doing
so. That’s what business is all about.

Sources: Doug Gillett, “Ann-Marie Campbell's American Dream,” Georgia State
University Magazine, accessed September 2017; Ellen McGirt, “‘How Home Depot's
Ann-Marie Campbell Rose from Cashier to the C-Suite,” Fortune, September 13,
2016; Henry Unger, “If You Have a Seat at the Table, Speak Up,” Atlanta Journal
Constitution, March 26, 2015; Paul Ziobro, “Home Depot Replaces Head of U.S.
Stores Business,” The Wall Street Journal, January 19, 2016; Boardroom Insiders,
“Ann-Marie Campbell,” accessed September 2017.
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name that
company

business

Any activity that seeks to
provide goods and services
to others while operating at
a profit.

goods

Tangible products such as
computers, food, clothing,
cars, and appliances.

services
Intangible products (i.e.,
products that can’t be held in

your hand) such as education,

health care, insurance,
recreation, and travel and
tourism.

entrepreneur

A person who risks time and
money to start and manage a
business.

revenue

The total amount of money
a business takes in during
a given period by selling
goods and services.

profit

The amount of money a
business earns above and
beyond what it spends for
salaries and other expenses.

loss
When a business’s expenses
are more than its revenues.

EVEN THOUGH THIS COMPANY had not been hacked itself, in 2017 it
reported that some customer accounts were breached when the customers
secured their accounts with the same passwords they used on other sites that
were hacked. Name that company. (You will find the answer in this chapter.)

Describe the relationship between profit and risk, and show how
businesses and nonprofit organizations can raise the standard of
living for all.

Business and Wealth Building

Success in business is based on constantly adapting to changes in the market. A business is
any activity that seeks to provide goods and services to others while operating at a profit.
To earn that profit, you provide desired goods, jobs, and services to people or other busi-
nesses. Goods are tangible products such as computers, food, clothing, cars, and appliances.
Services are intangible products (i.e., products that can’t be held in your hand) such as edu-
cation, health care, insurance, recreation, and travel and tourism. Once you have developed
the right goods and services, based on consumer wants and needs, you need to reach those
consumers using whatever media they prefer, including TV, social media, online advertising,
and more.

Although you don’t need to have wealth as a primary goal, one result of successfully
filling a market need is that you can make money for yourself, sometimes a great deal, by
giving customers what they want. Sam Walton of Walmart began by opening one store in
Arkansas and, over time, became one of the richest people in the United States. Now his
heirs are some of the richest people in the United States.!

There are over 13.5 million millionaires in the United States.> Maybe you will be one
of them someday if you start your own business. An entrepreneur is a person who risks time
and money to start and manage a business.

Revenues, Profits, and Losses

Revenue is the total amount of money a business takes in during a given period by selling
goods and services. Profit is the amount of money a business earns above and beyond what
it spends for salaries and other expenses needed to run the operation. A less occurs when
a business’s expenses are more than its revenues. If a business loses money over time, it
will likely have to close, putting its employees out of work. Over 175,000 businesses in the
United States close each year.’

As noted, the business environment is constantly changing. What seems like a great
opportunity one day may become a huge failure when the economy changes. Starting a
business may thus come with huge risks. But huge risks often result in huge profits. We’ll
explore that concept next.

Matching Risk with Profit

Risk is the chance an entrepreneur takes of losing time and money on a business that may
not prove profitable. Profit, remember, is the amount of money a business earns above and
beyond what it pays out for salaries and other expenses. For example, if you were to start
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a business selling hot dogs from a cart in the summer, you would
have to pay for the cart rental. You would also have to pay for the
hot dogs and other materials, and for someone to run the cart
while you were away. After you paid your employee and yourself,
paid for the food and materials you used, paid the rent on the cart,
and paid your taxes, any money left over would be profit.

Keep in mind that profit is over and above the money you pay
yourself in salary. You could use any profit to rent or buy a second
cart and hire other employees. After a few summers, you might
have a dozen carts employing dozens of workers.

Not all enterprises make the same amount of profit. Usually
those who take the most risk may make the most profit. There is
high risk, for example, in making a new kind of automobile. It’s also risky to open a business
in an inner city, because insurance and rent are usually higher than in suburban areas, but
reduced competition makes substantial profit possible. Big risk can mean big profits.

©Tom Hauck/AP Images

Standard of Living and Quality of Life

Entrepreneurs such as Sam Walton (Walmart), Bill Gates (Microsoft), Jeff Bezos
(Amazon), and Sara Blakely (Spanx) not only became wealthy themselves; they also
provided employment for many other people. Walmart is currently the nation’s largest
private employer.

Businesses and their employees pay taxes that the federal government and local com-
munities use to build hospitals, schools, libraries, playgrounds, roads, and other public
facilities. Taxes also help keep the environment clean, support people in need, and provide
police and fire protection. Thus, the wealth business generate, and the taxes they pay, help
everyone in their communities. A nation’s businesses are part of an economic system that
contributes to the standard of living and quality of life for everyone in the country (and,
potentially, the world). How has the slow economic recovery affected the standard of living
and quality of life in your part of the world?

The term standard of living refers to the amount of goods and services people can buy
with the money they have. For example, the United States has one of the highest standards
of living in the world, even though workers in some other countries, such as Germany and
Japan, may on average make more money per hour. How can that be? Prices for goods and
services in Germany and Japan are higher than in the United States, so a person in those
countries can buy less than what a person in the United States can buy with the same amount
of money. For example, a bottle of beer may cost $7 in Japan and $4 in the United States.

Often, goods cost more in one country than in another because of higher taxes and
stricter government regulations. Finding the right level of taxes and regulation is important
in making a country or city prosperous. We’ll explore those issues in more depth in Chapter
2. At this point, it is enough to understand that the United States enjoys a high standard of
living largely because of the wealth created by its businesses.

The term quality of life refers to the general well-being of a society in terms of its
political freedom, natural environment, education, health care, safety, amount of leisure,
and rewards that add to the satisfaction and joy that other goods and services provide.
Maintaining a high quality of life requires the combined efforts of businesses, nonprofit
organizations, and government agencies. Remember, there is more to quality of life than
simply making money.

Responding to the Various Business Stakeholders

Stakeholders are all the people who stand to gain or lose by the policies and activities of
a business and whose concerns the business needs to address. They include customers,
employees, stockholders, suppliers, dealers (retailers), bankers, people in the surrounding
community, the media, environmentalists, competitors, unions, critics, and elected govern-
ment leaders (see Figure 1.1).4

In 1979, Geral Fauss took
5,000 oversized foam
fingers to the Sugar

Bowl in New Orleans not
knowing if he would sell

a single one. The former
high school shop teacher
created the now-famous
fingers a few years earlier
and they became a big

hit with his students.
Fortunately, the Sugar
Bowl crowd liked them,
too. He sold every last
finger and launched a
company that is still going
strong. What risks and
rewards did Fauss face
when starting his business?

risk

(1) The chance an
entrepreneur takes of

losing time and money on

a business that may not
prove profitable. (2) The
chance of loss, the degree
of probability of loss, and the
amount of possible loss.

standard of living

The amount of goods and
services people can buy with
the money they have.

mcomect

iSee It! Need

help understanding
standard of living vs.
quality of life? Visit
your Connect e-book
for a brief animated
explanation.
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FIGURE 1.1 A BUSINESS
AND ITS STAKEHOLDERS
Often the needs of a firm’s
various stakeholders will
conflict. For example, paying
employees more may cut
into stockholders’ profits.
Balancing such demands

is a major role of business
managers.

Source: John Mackey and Raj Siso-
dia, Conscious Capitalism (Boston,
MA: Harvard Business Review
Press, 2013).

quality of life

The general well-being

of a society in terms of its
political freedom, natural
environment, education,
health care, safety, amount
of leisure, and rewards that
add to the satisfaction and
joy that other goods and
services provide.

stakeholders

All the people who stand to
gain or lose by the policies
and activities of a business
and whose concerns the
business needs to address.

outsourcing

Contracting with other
companies (often in other
countries) to do some or all
of the functions of a firm, like
its production or accounting
tasks.

nonprofit organization
An organization whose goals
do not include making a
personal profit for its owners
or organizers.

STAKEHOLDERS

Stockholders
Bankers

Surrounding

TYPICAL U.S. community

BUSINESS

Environmentalists

Government

leaders
Dealers

(retailers)

Employees

A primary challenge for organizations of the 21Ist century will be to recognize and
respond to the needs of their stakeholders. For example, the need for the business to make
profits may be balanced against the needs of employees to earn sufficient income or the
need to protect the environment. Ignore the media, and they might attack your business with
articles that hurt sales. Oppose the local community, and it may stop you from expanding.

Staying competitive may call for outsourcing. Qutsourcing means contracting with other
companies (often in other countries) to do some or all of the functions of a firm, like its produc-
tion or accounting tasks. Outsourcing has had serious consequences in some states where jobs
have been lost to overseas competitors. We discuss outsourcing in more detail in Chapter 3.

The other side of the outsourcing coin is insourcing. Many foreign companies are set-
ting up design and production facilities here in the United States. For example, Korea-based
Hyundai operates design and engineering headquarters in Detroit, Michigan, and produces
cars in Montgomery, Alabama.’ Japanese automaker Honda has been producing cars in the
United States for years, and opened its 12th U.S. manufacturing plant in 2016.° Charter
brought back its Spanish-speaking call centers to the United States.” Insourcing creates
many new U.S. jobs and helps offset those jobs being outsourced.

It may be legal and profitable to outsource, but is it best for all the stakeholders? Busi-
ness leaders must make outsourcing decisions based on all factors. Pleasing stakeholders is
not easy and often calls for trade-offs.

Using Business Principles in Nonprofit Organizations

Despite their efforts to satisfy their stakeholders, businesses cannot do everything needed to
make a community all it can be. Nonprofit organizations—such as public schools, civic asso-
ciations, charities like the United Way and the Salvation Army, and groups devoted to social
causes—also make a major contribution to the welfare of society. A nonprofit organization is an
organization whose goals do not include making a personal profit for its owners or organizers.
Nonprofit organizations often do strive for financial gains, but they use them to meet their
social or educational goals rather than for personal profit.
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The goals of nonprofit
organizations are social
and educational, not
profit oriented. The

Red Cross, for example,
provides assistance to
around 30 million people

annually, from refugees
to victims of natural
disasters. Why do good
management principles
apply equally to profit-
seeking businesses and
nonprofit organizations?

©Jorge Guerrero/ AFP/Getty Images

Your interests may lead you to work for a nonprofit organization. That doesn’t mean,
however, that you shouldn’t study business in college. You’ll still need to learn business skills
such as information management, leadership, marketing, and financial management. The
knowledge and skills you acquire in this and other business courses are useful for careers in
any organization, including nonprofits. We’ll explore entrepreneurship right after the Test
Prep.
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What is the difference between revenue and profit? Use SmartBook to help retain
what you have learned.
Access your instructor’s
What is risk, and how is it related to profit? Connect course and look

for the SBJ/LS logo.

What is the difference between standard of living and quality of life?

What do the terms stakeholders, outsourcing, and insourcing mean?

m Explain how entrepreneurship and the other factors of
production contribute to the creation of wealth.

The Importance of Entrepreneurs
to the Creation of Wealth

There are two ways to succeed in business. One is to rise through the ranks of a large com-
pany. The advantage of working for others is that somebody else assumes the company’s
entrepreneurial risk and provides you with benefits like paid vacation time and health insur-
ance. It’s a good option, and many people choose it.
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The other, riskier, but often more exciting, path is to become an entre-
preneur. The national anthem, “The Star Spangled Banner,” says that the
United States is the “land of the free and the home of the brave.” Part of
being free is being able to own your own business and reap the profits from
it. But freedom to succeed also means freedom to fail, and many small busi-
nesses fail each year. It takes a brave person to start one. As an entrepre-
neur, you don’t receive any benefits such as paid vacation time, day care, a

company car, or health insurance. You have to provide them for yourself!

L ) Onad e But what you gain—freedom to make your own decisions, opportunity, and

possible wealth—is often worth the effort. Before you take on the challenge,

2 5 (I: you should study successful entrepreneurs to learn the process. You can talk

to them personally and read about them in Chapter 6, as well as in other

books, magazines (e.g., Entrepreneur, Fast Company, and Inc.), and at web-
©Rosemarie Gearhart/Getty Images RF sites (e.g., Small Business Administration at www.sba.gov).

To create wealth for

its citizens, a country
requires more than Have you ever wondered why some countries are relatively wealthy and others poor? Econo-
natural resources. It mists have been studying the issue of wealth creation for many years. They began by identi-

needs the efforts of fying five factors of production that seemed to contribute to wealth (see Figure 1.2):

entrepreneurs and the
skill and knowledge 1. Land (or natural resources). Land and other natural resources are used to make

to produce goods and homes, cars, and other products.

The Five Factors of Production

services. How can 2. Labor (workers). People have always been an important resource in producing goods

government support and services, but many people are now being replaced by technology.
entrepreneurship and the 3

spread of knowledge? Capital. This includes machines, tools, buildings, or whatever else is used in the

production of goods. It might not include money; money is used to buy factors of
production but is not always considered a factor by itself.

4. Entrepreneurship. All the resources in the world have little value unless entrepreneurs

factors of production 1s . . .
P are willing to take the risk of starting businesses to use those resources.

The resources used to create

wealth: land, labor, capital, 5. Knowledge. Information technology has revolutionized business, making it possible
entrepreneurship, and to quickly determine wants and needs and to respond with desired goods and
knowledge. services.

FIGURE 1.2 THE FIVE FACTORS OF PRODUCTION

Source: Drucker Institute, druckerinstitute.com, April 2017.
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Traditionally, business and economics textbooks emphasized only four factors of pro-
duction: land, labor, capital, and entrepreneurship. But the late management expert and
business consultant Peter Drucker said the most important factor of production in our econ-
omy is and always will be knowledge.8

What do we find when we compare the factors of production in rich and poor coun-
tries? Some poor countries have plenty of land and natural resources. Russia, for example,
has vast areas of land with many resources such as timber and oil, but it is not considered a
rich country (yet). Therefore, land isn’t the critical element for wealth creation.

Most poor countries, such as Mexico, have many laborers, so it’s not labor that’s the
primary source of wealth today. Laborers need to find work to make a contribution; that
is, they need entrepreneurs to create jobs for them. Furthermore, capital-machinery and
tools—is now fairly easy for firms to find in world markets, so capital isn’t the missing ingre-
dient either. Capital is not productive without entrepreneurs to put it to use.

What makes rich countries rich today is a combination of entrepreneurship and the
effective use of knowledge. Entrepreneurs use what they’ve learned (knowledge) to grow
their businesses and increase wealth. Economic and political freedom also matter.

The business environment either encourages or discourages entrepreneurship. That
helps explain why some states and cities in the United States grow rich while others remain
relatively poor. In the following section, we’ll explore what makes up the business environ-
ment and how to build an environment that encourages growth and job creation.

_pEyeRer By

© What are some of the advantages of working for others? Use SmartBook to help retain
what you have learned.
o Access your instructor’s
you gain: Connect course and look
» What are the five factors of production? Which ones seem to be the for the SB/LS logo.

most important for creating wealth?

= What benefits do you lose by being an entrepreneur, and what do

The Business Environment

The business environment consists of the surrounding factors that either help or hinder the business environment
development of businesses. Figure 1.3 shows the five elements in the business environment:  The surrounding factors that
either help or hinder the

The economic and legal environment. development of businesses.

The technological environment.
The competitive environment.
The social environment.

DA LD =

The global business environment.

Businesses that create wealth and jobs grow and prosper in a healthy environment.
Thus, creating the right business environment is the foundation for social benefits of all
kinds, including good schools, clean air and water, good health care, and low rates of crime.
Businesses normally can’t control their environment, but they need to monitor it carefully
and do what they can to adapt as it changes.

m Analyze the effects of the economic environment and taxes on
businesses.

The Economic and Legal Environment

People are willing to start new businesses if they believe the risk of losing their money isn’t
too great. The economic system and the way government works with or against businesses
can have a strong impact on that level of risk. For example, a government can minimize





