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Preface

The number “10” has taken on a new meaning in recent times. It is now seen as
a measure of perfection on a scale of 10— a point that few people or objects can hope
to reach. In a sense, the same can be said for the 10th edition of a textbook. Few books
survive to reach this point, much less still enjoy wide acceptance.

So, we are pleased to bring you this 10th edition of a long-standing book that
often has been called the standard against which other introduction to business texts
are compared. Although this book has been widely imitated over the years, its popu-
larity continues to hold. We feel this is because the text carefully balances enduring
topics with the coverage of new topics that will remain current throughout the entire
edition. For example, some current business topics in this edition include R&D limited
partnerships, intuitive decision making, the middle-management bulge, job burnout
and mid-life career crises, equity and comparable worth in wage and salary adminis-
tration, give-backs and labor-management concessionary bargaining, robotics, re-
search focus groups, personal computers, computer security, government regulation
and deregulation, and electronic funds transfer systems, to name a few.

As for the organization of the material in this textbook, the seven parts have been
carefully developed so that they reflect the close relationships between allied business
activities. The three major functional areas of business— production, marketing, and
finance — are significant parts of this text. Part I presents an overview of American
business by examining our business system and its changing environment. Part II looks
at the management and organization of human resources. Part I1I discusses the critical
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areas of production and productivity. Part IV introduces the concepts of marketing to
students. Part V reviews the principles of accounting and finance. Part VI covers
the important topics of managerial information and controls with a discussion of the
roles of computers, laws, ethics, and regulations in business. Part VII focuses on your
career opportunities as either an employee in a large corporation or a proprietor of
your own business.

The number of chapters in this edition has been reduced to 26 from the 27 in the
last edition, and the content of many chapters has been extensively revised. Because
of their significance in business today, chapters on American productivity, money and
banking, and small business and franchising (formerly an appendix) have been added.
The former chapter on multinational business has been broadened in scope, moved to
the Marketing part, and renamed “International Business.” The chapter on business
law now includes business ethics. As in the 9th edition, this edition concludes with
a comprehensive case that permits a student to apply many of the principles which are
discussed in the text.

Each chapter is introduced with a statement of learning objectives. These can be
used by students as a guide for study and as a check on their understanding of the
material covered. Also, at the opening of each chapter is a thought-provoking excerpt
that describes an actual business situation related to the chapter content. At the end
of each chapter, there are five questions that tie the material in the excerpt to the
chapter’s topics. Each chapter concludes with a summary that identifies the most
important points that have been covered. Thus, the format follows the sequence of
telling you what you are to learn, providing the learning experience, and telling you
what you have learned.

For many students, the language of business is difficult to remember and confusing
to understand. In order to resolve these difficulties, at the end of each chapter is a list
of important business terms that are used and defined within that chapter. These terms
are readily identified by being printed in boldface type. Another feature is a compre-
hensive glossary that eliminates the need for a chapter-by-chapter search for the
definition of a business term and provides a handy reference for students.

Also, in this edition you will note the abundant use of lively graphics and relevant
illustrations that depict more clearly the role of business in our society.

Although the changes seem substantial, this revision has been made with one
thought in mind— to improve our introductory business text. With the use of this
text, an introduction to business course should be able to accomplish the following
objectives:

1. For nonbusiness majors it is a very worthwhile general education course.

2. For business majors it gives an overview of all business activities, thus providing a
valuable perspective for subsequent specialized business courses.

3. It is an excellent vocabulary builder for students.

4. Students gain an appreciation and understanding of our capitalistic business enter-
prise system.

(9,1

It generates an awareness of the social responsiveness of business.
It gives students an insight into and practice in decision making.
7. For many, it provides an opportunity to evaluate and possibly choose a lifetime career.

*
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Preface

The Student Supplement that accompanies the text has been revised and strength-
ened. It continues to serve three important purposes. First, for each chapter there is
a series of review questions whose answers are in the back of the Supplement. Second,
two short incidents for each chapter provoke discussion and often involve decision
making. Third, in each chapter is a timely article that complements the text material.
These three features make the Supplement a programmed learning aid, a case book,
and a readings collection. Other supplementary publications are the Instructor’s
Manual, the printed objective tests, the key to the printed objective tests, and the
transparencies prepared by Mr. Joel J. Lerner of Sullivan County Community College.

We would like to thank the many instructors who used the 9th edition and shared
with us their thoughtful comments and suggestions for changes. We would also like to
express our appreciation to a large number of businesses and business publications,
who have graciously given us permission to use their various types of materials for
illustrative purposes.

R.D.S.
J.R.L.
R.E.G.
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Profits and Free Market in Communist Bulgaria?

Bulgaria, smallest of the East-bloc nations, has
stolen a head start on its East European allies and
adopted a far-reaching economic reform in which
the market is to replace the classic form of commu-
nist plan almost entirely.

Amid East-bloc concern over impoverished
Poland, Bulgaria's step was announced quietly a
few days ago. It could prove the most notable devel-
opment in the area in many years.

The report delivered by Grisha Filipov, who is
chairman of the Council of Ministers and acknowl-
edged to be second only to President Todor Zhikov
in the Communist Party leadership, was published
at the weekend.

The general tenor of the Filipov report was that
the market is to replace the plan. “Market forces
will decide relations between enterprise and enter-
prise and between enterprise and the center,”
he said.

The whole present process is being reversed, with
responsibility from below — from enterprises, their
work forces, agro-industrial complexes, and local
government. Only overall guidance will be exercised
at the top chairman level. As chairman Filipov out-
lined them, the main features are:

® A speeding up of the switch-over from ex-
tensive to intensive production and produc-
tivity, with establishment of direct market

links. This means abandoning the empha-
sis on mere production figures (the old bug-
bear of communist planning) and replacing
it with efficiency and quality criteria.

® Market forces alone are to determine pro-
duction and meet the needs of society.

® The role of central government and plan-
ning will be confined to ensuring economic
‘“balance’” and guiding the ‘‘general propor-
tions’ of the economy. Specific decisions
and action are left to individual enterprises.

® Every economic unit will have to operate
on the basis of cost-effectiveness in its
use of labor and materials and be strictly
self-supporting.

® Incentives for management and workers
alike will depend on competitiveness,
the quality of the final product, and its
profitable marketing “‘inside and outside
the country.”

The new economic mechanism makes no direct
reference to workers' councils as such. But it
stresses the role of the “work team’’ in enterprise
production and other planning.

Under the Bulgarian reform the state is the
‘‘owner of social property.”” The workers are
its ‘keep.”

SOURCE: Adapted from Eric Bourne, “Profits? Free Market? Can This Be Communist Bulgaria?’ The Christian Science
Monitor (January 20, 1982), pp. 1, 14. Used by permission of Eric Bourne.




The American
Business
Enterprise System

Objectives:

Identify the three main elements that form our business enterprise system.

Explain why business is a key social institution in the United States.

Distinguish between industrial and commercial businesses.

Identify and explain three basic freedoms in our capitalistic economic system.
Explain the importance of capital and risk to capitalism.

Explain three ways in which profit is crucial to our capitalist economic system.
Explain the gainful relationship represented in the circular flow of economic activity.
Distinguish between the classical (supply-side) and Keynesian (demand-management)
economic theories of capitalism.

Distinguish between the use of monetary policy and fiscal policy as economic
policy tools.

Distinguish among capitalist, socialist, and communist economic systems.

Over two hundred years ago Thomas Jefferson noted that agriculture, manu-
facturing, commerce, and navigation were the four “pillars of our prosperity.” To this
we can add that individual enterprise, or initiative, is the foundation on which these
pillars stand. In fact, it was largely enterprising individuals and organizations seeking
private gain who spurred the founding of our colonies before the break with England.

So, our capitalistic business enterprise system has been a key force in the growth
of our nation since its founding. Business is the activating element— the engine of
growth and productivity —in this system. Business is defined as all the commercial
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and industrial activities that provide goods and services to maintain and improve our
quality of life. The purpose of this book is to explain how business combines human,
material, technological, and financial resources for profit. This profit is achieved by
anticipating and satisfying the needs and wants of people in our society and throughout
the world.

ELEMENTS OF OUR BUSINESS
ENTERPRISE SYSTEM

In our complex society today, someone must accept the challenge and risk to bring
human resources, materials, and capital together before a single gallon of milk can be
marketed or a single automobile produced. That job rests with the businessperson. The
owner of a lumber mill has to process various types of lumber as efficiently as possible
in the amounts and varieties needed. A trucker has to move goods quickly from places
where they are not needed to where they are needed. The person who runs a retail store
must make a variety of goods available at a price the consumer is willing to pay. These
are only a few examples of the almost limitless business activities in our daily lives.

However, our business enterprise system is comprised of more than business firms
and activities. It results from the combination of three major elements: business as a
key social institution, constitutional democracy, and the American capitalistic econ-
omy. Figure 1-1 shows the relationship of these three elements. Each of these elements
will be discussed in this chapter so that we can begin to understand the factors that help
shape our enterprise system into a dynamic social and economic force.

Business: A Key Social Institution

Business is a major institution in our society because its values and consequences
are accepted as an important and basic part of our lives. Business is also a social insti-
tution as it is comprised of human groups working toward goals that agree with the
overall goals of society.

Structure of Business

Figure 1-2 shows that the institution of business is formed by industries and
business firms. An industry is a distinct group of productive firms concerned with a
particular business such as automobile manufacturing or providing entertainment. A
business firm is a commercial or industrial enterprise owned and organized to buy, sell,
manufacture, or provide products or services to society for a profit. This is a broad
definition and includes all sizes and types of business firms.

Sizes and Types of Business Firms

American business is carried on by firms of various sizes. The definitions of small
business are changed from time to time by the Small Business Administration (SBA)
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