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What’s New in This Edition

M Recent events in domestic and global economies are presenting unprecedented challenges, excite-
ment, and disappointments for business. This eighth edition of Business Essentials captures the
widespread significance of these developments and presents their implications for business today.
For example, the new chapter opener in Chapter 15 looks at today’s top economic issue—the shaken
U.S. financial system, including bank closures, bad loans, cash shortages, bailouts by governments,
TARP, and frozen credit markets.

B Although business conditions are continually changing, we emphasize the basics of business.
Updates throughout the eighth edition reinforce the foundations of business, including its vocabulary,
practices, and concepts. In Chapter 7, the section on “Operations Processes” is rewritten to reduce
and simplify jargon and clarify terminology. Instead of abstract terms, it is now defined in a few
straightforward words and in context of brief real examples, such as a bill payments process.

B An abundance of the latest real-world business developments provides clear illustrations of
business concepts and current dilemmas, and we show in every chapter how basic practices
apply not only in business upswings but also during not-so-good times. Chapter 1, page 4, for
instance, includes an example of how 2009 business closings at Circuit City and Linens ’n Things
provided new business opportunities for businesses specializing in inventory liquidations.

B A new feature—“Managing in Turbulent Times” —that appears in every chapter shows how the
economic downturn relates to one or two of that chapter’s key business practices, decisions, or
concepts. It uses current, real experiences to illustrate why that practice, decision, or concept is
so important for business success. With tighter credit and a scarcity of cash, for example, the box
in Chapter 13 shows how many businesses (and consumers) have turned to Internet bartering as a
means to navigating through the current economy.

M Businesses everywhere, both small and large, are dealing increasingly with external influences that
give rise to new opportunities, place new demands on them, and impose ethical dilemmas. The
eighth edition presents examples of these influences arising from changing technologies, political
forces and government regulation, environmental movements, consumerism, economic
conditions, and competition. Chapter 3, page 43, illustrates this point by noting the impact of the
2009 recession on the availability of credit to small businesses.

B All chapters have been updated using the latest available data, reference sources, and current events.
In Chapter 16, the coverage on stock exchanges is updated to include the merger of NYSE and
Euronext, bringing together marketplaces across Europe and the U.S. It also discusses the new
partnership of NYSE Euronext and Qatar Exchange, which brings a stronger presence of the Middle
East into international markets.

What’s in It for You?

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

Regardless of what it may be called at your school, this is a survey course designed to introduce
you to the many exciting and challenging facets of business, both in the United States and elsewhere.
The course fits the needs of a wide variety of students. You may be taking this course as the first step



toward earning a degree in business, you may be thinking about business and want to know more
about it, or you may know you want to study business but are unsure of the area you want to pursue.
Maybe you plan to major in another field but want some basic business background and are taking
this course as an elective. Or you may be here because, frankly, this course is required or is a prereqg-
uisite to another course.

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

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

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

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

ii
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The U.S. Business
Environment

After reading this chapter, you should be able to:

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

Describe the external environments of business
and discuss how these environments affect the
success or failure of any organization.

Describe the different types of global economic
systems according to the means by which they
control the factors of production.

Show how markets, demand, and supply affect
resource distribution in the United States.

Identify the elements of private enterprise and
explain the various degrees of competition in
the U.S. economic system.

Explain the importance of the
economic environment to business and
identify the factors used to evaluate the
performance of an economic system.
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What Goes Up . .. Can Go Even Higher!

The sign in front of a Texas Mobil gasoline station summed it up nicely: The “prices” for the three

grades of gasoline sold at the station were listed as “an arm,” “a leg,” and “your first born.” While
the sign no doubt led to a few smiles from motorists, its sentiments were far from a laughing matter.
The stark reality is that gas prices have fluctuated dramatically in recent years, reaching an all-time
high of over $4.00 per gallon in carly 2008 before dropping back to less than $2.00 per gallon in
early 2009. The dramatic price fluctuations that began in mid-2004 have left consumers, government
officials, and business leaders struggling to cope with uncertainty about future prices.

What makes this gas crisis unusual is that it began with an unusual mix of supply,demand, and global
forces. In the past, gas prices generally increased only when the supply was reduced. But the circum-
stances underlying the increases that started in 2004 and continued through 2009 were much more
complex. First, global supplies of gasoline have been increasing at a rate that has more than offset the
steady decline in U.S. domestic production of gasoline since 1972. As a result, the United States has
been relying more on foreign producers and is, therefore, subject to whatever prices those producers
want to charge. Second, demand for gasoline in the United States has continued to rise as a result of a
growing population, the continued popularity of large gas-guzzling vehicles, and a strong demand for
other petroleum-based products.

Another major piece of the puzzle has been a surging global economy that until recently caused a
higher demand for oil and gasoline. China, in particular, has become a major consumer of petroleum,
passing Japan in 2005 to trail only the United States in
total consumption. The global recession that started in
2008, however, reduced demand in most industrialized
countries.

The price fluctuations have led to a wide array of
consequences. Automobile manufacturers stepped up
their commitment to making more fuel-efficient cars
even as automobile sales plummeted. Refiners posted
record profits (indeed, some critics charged that the
energy companies were guilty of price gouging). And
even local police officers were kept busy combating a
surge in gasoline theft, yet another indication that gas
was becoming an increasingly valuable commodity!!

Chapter 1: The U.S. Business Environment



The Concept
of Business
and the
Concept

of Profit

What do you think of when
you hear the word business?
Does it conjure up images
of successful corporations,
such as General Electric?
Or are you reminded of
smaller firms, such as your
local supermarket, or family-

ENVIRONMEN
environment in

conducts its opel
derives its reven

international for
affect a business

TECHNOLOGIC __ owned operations, such as
ENVIRONMENT all t . ) . )

ways by which firms create  YouUr neighborhood pizzeria?
value for their constituents All these organizations are

businesses—organizations
that provide goods or services that are then sold to
earn profits. Indeed, the prospect of earning profits—
the difference between a business’s revenues and its
expenses—is what encourages people to open and
expand businesses. After all, profits are the rewards
owners get for risking their money and time. The right to
pursue profits distinguishes a business from those
organizations—such as most universities, hospitals,
and government agencies—that run in much the same
way but that generally don’t seek profits.2

Consumer Choice and Demand In a capitalistic sys-
tem, such as that in the United States, businesses exist to
earn profits for owners; an owner is free to set up a new
business, grow that business, sell it, or even shut it down.
But consumers also have freedom of choice. In choosing
how to pursue profits, businesses must take into account
what consumers want and/or need. No matter how effi-
cient, a business won’t survive without a demand for its
goods or services. Neither a snowblower shop in Florida
nor a beach-umbrella store in Alaska is likely to do well.

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

S Part I The Contemporary Business World

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

The External Environments
of Business

All businesses, regardless of their size, location, or mis-
sion, operate within a larger external environment. This
external environment consists of everything outside an
organization’s boundaries that might affect it. (Bus-
inesses also have an internal environment, more com-
monly called corporate culture, which is discussed in
Chapter 5.) Managers must have a complete and accu-
rate understanding of the external environment and
strive to operate and compete within it or their organiza-
tions will not survive. Table 1.1 describes the external
environment for the clothing retailer Urban Outfitters.

Domestic Business Environment

The domestic business environment refers to the
environment in which a firm conducts its operations
and derives its revenues. In general, businesses seek to
be close to their customers, to establish strong relation-
ships with their suppliers, and to distinguish them-
selves from their competitors.

Global Business Environment

The global business environment refers to the inter-
national forces that affect a business. Factors affecting
the global environment at a general level include inter-
national trade agreements, international economic con-
ditions, political unrest, and so forth. At a more immedi-
ate level, any given business is likely to be affected by
international market opportunities, suppliers, cultures,
competitors, and currency values.

Technological Environment

The technological environment generally includes all
the ways by which firms create value for their con-
stituents. Technology includes human knowledge, work



methods, physical equipment, electronics and telecom-
munications, and various processing systems that are
used to perform business activities.

Political-Legal Environment

The political-legal environment, which reflects the
relationship between business and government, is
important for several reasons. The legal system defines
and regulates many aspects of what an organization can
and can’t do, including advertising practices, safety and
health considerations, and acceptable standards of
business conduct. Pro- or anti-business sentiment in
government and political stability are also important
considerations, especially for international firms. For
instance, shortly after President Obama took office in
2009, a number of new regulations were imposed on
businesses. And the president himself forced the resig-
nation of General Motors’ CEO in exchange for infusing
new capital into the struggling automaker.

Sociocultural Environment

The sociocultural environment includes the customs,
mores, values, and demographic characteristics of the
society in which an organization functions. Sociocultural
processes also determine the goods and services, as
well as the standards of business conduct, that a soci-
ety is likely to value and accept.

Economic Environment

The economic environment refers to relevant conditions
that exist in the economic system in which a company
operates. For example, if an economy is doing well
enough that most people have jobs, a growing company
may find it necessary to pay higher wages and offer more

benefits in order to attract
workers from other compa-
nies. But if many people in an
economy are looking for jobs,
as was the case in 2009, a firm
may be able to pay less and
offer fewer benefits.

Economic
Systems

The economic system of a
firm’s home country—the
nation in which it does most
of its business—is a key fac-
tor is determining how a firm
Operates. An economic
system is a nation’s system
for allocating its resources
among its citizens, both indi-
viduals and organizations.

Factors of

Production

A basic difference between economic systems is the way
in which a system manages its factors of production—
the resources that a country’s businesses use to produce
goods and services. Economists focus on five factors
of production. Note that the concept of factors of pro-
duction can also be applied to the resources that an
individual organization manages to produce goods and
services.

Table 1.1 The External Environments of Business: Urban Outfitters

Chapter 1: The U.S. Business Environment 5



LABOR (HUMAN
RESOURCES) physical and
mental capabilities of people
as they contribute to
economic production

CAPITAL funds needed to
create and operate a
business enterprise

ENTREPRENEUR individual
who accepts the risks and
opportunities involved in
creating and operating a

Labor Sometimes called
human resources, labor
includes the physical and in-
tellectual contributions peo-
ple make to a business while
engaged in economic pro-
duction. Starbucks, for ex-
ample, employs more than
194,000 people,® including
baristas who prepare coffees
for customers, store man-

new business venture

PHYSICAL RESOURCES
tangible items that
organizations use in

the conduct of their

agers, regional managers,
coffee tasters, quality-control
experts, coffee buyers, mar-
keting experts, financial spe-

businesses cialists, and other specialized
INFORMATION workers and managers.
RESOURCES data and

other information that
businesses use

Capital Obtaining and using
labor and other resources
requires capital—the finan-
cial resources needed to start a business, operate it, and
keep it growing. For example, Howard Schultz used per-
sonal savings and a loan to finance his acquisition of the
fledgling Starbucks coffee outfit back in 1987. As
Starbucks grew, he came to rely more on its profits and
eventually sold stock to other investors to raise even
more money. Starbucks continues to rely on a blend of
current earnings and both short- and long-term debt to
finance its operations and fuel its growth. Moreover, even
when the firm decided to close several hundred coffee
shops in 2008 and early 2009, it employed capital to pay
off leases and provide severance pay to employees who
lost their jobs.

Entrepreneurs An entrepreneur is a person who
accepts the risks and opportunities entailed in creating
and operating a new business. Howard Schultz was
willing to accept the risks associated with retail growth
and, after buying Starbucks, he capitalized on the
market opportunities for rapid growth. Had his original
venture failed, Schultz would have lost most of his sav-
ings. Most economic systems encourage entrepre-
neurs, both to start new businesses and to make the
decisions that allow them to create new jobs and make
more profits for their owners.

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

Information Resources The production of tangible
goods once dominated most economic systems.
Today, information resources—data and other infor-
mation used by businesses—play a major role.
Information resources that businesses rely on include
market forecasts, the specialized knowledge of people,
and economic data. In turn, much of what they do
results either in the creation of new information or the
repackaging of existing information for new users. For
example, Starbucks uses various economic statistics to

decide where to open new outlets
and to identify current outlets that
are not profitable and thus can be
closed. It also uses sophisticated
forecasting models to predict the
future prices of coffee beans.
And consumer taste tests help
the firm decide when to intro-
duce new products.

Types of Economic

Systems

The various types of economic
systems differ in how they man-
age these factors of production
and make decisions about
production and allocation. In
some systems, all ownership is
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