Business
Essentials




business
essentials



This page intentionally left blank



essentials

TWELFTH EDITION
GLOBAL EDITION

Ronald J. Ebert
Ricky W. Griffin

Pearson

Harlow, England ¢ London ¢ New York e Boston ¢ San Francisco ® Toronto ® Sydney e Dubai ® Singapore ® Hong Kong
Tokyo e Seoul e Taipei ® New Delhi ® Cape Town ¢ Sao Paulo ¢ Mexico City ® Madrid ® Amsterdam ¢ Munich e Paris ® Milan




Vice President, Production and Digital Studio, Arts and Business:
Etain O’Dea

Director of Production, Business: Jeff Holcomb

Managing Producer, Business: Melissa Feimer

Content Producer: Michelle Zeng

Operations Specialist: Carol Melville

Design Lead: Kathryn Foot

Manager, Learning Tools: Brian Surette

Content Developer, Learning Tools: Sarah Peterson

Vice President, Business, Economics, and UK Courseware:
Donna Battista

Director of Portfolio Management: Stephanie Wall

Portfolio Manager: Nicole Sam

Editorial Assistant: Courtney Paganelli

Content Producer, Global Edition: Isha Sachdeva

Associate Acquisitions Editor, Global Edition: Ishita Sinha

Project Editor, Global Edition: Paromita Banerjee

Senior Project Editor, Global Edition: Daniel Luiz ) ) Managing Producer, Digital Studio and GLP, Media Production
Manager, Media Production, Global Edition: Gargi Banerjee and Development: Ashley Santora
Manufacturing Controller, Production, Global Edition: Managing Producer, Digital Studio: Diane Lombardo
Angela Hawksbee Digital Studio Producer: Monique Lawrence
Vice President, Product Marketing: Roxanne MCCarley Digita]_ Studio Producer: Alana Coles
Product Marketer: Kaylee Claymore Project Management: Thistle Hill Publishing Services
Product Marketing Assistant Marianela Silvestri Composition: Cenveo® Publisher Services
Manager of Field Marketing, Business Publishing: Adam Interior Design: Cenveo® Publisher Services
Goldstein Cover Design: Lumina Datamatics, Inc.
Field Marketing Manager: Nicole Price Cover Art: Hilch/Shutterstock

Microsoft and/or its respective suppliers make no representations about the suitability of the information contained in the documents and related
graphics published as part of the services for any purpose. All such documents and related graphics are provided “as is” without warranty of any
kind. Microsoft and/or its respective suppliers hereby disclaim all warranties and conditions with regard to this information, including all
warranties and conditions of merchantability, whether express, implied or statutory, fitness for a particular purpose, title and non-infringement. In
no event shall Microsoft and/or its respective suppliers be liable for any special, indirect or consequential damages or any damages whatsoever
resulting from loss of use, data or profits, whether in an action of contract, negligence or other tortious action, arising out of or in connection with
the use or performance of information available from the services.

The documents and related graphics contained herein could include technical inaccuracies or typographical errors. Changes are periodically added
to the information herein. Microsoft and/or its respective suppliers may make improvements and/or changes in the product(s) and/or the
program(s) described herein at any time. Partial screen shots may be viewed in full within the software version specified.

Microsoft® and Windows® are registered trademarks of the Microsoft Corporation in the U.S.A. and other countries. This book is not sponsored or
endorsed by or affiliated with the Microsoft Corporation.

Pearson Education Limited
KAO Two

KAO Park

Harlow

CM17 9NA

United Kingdom

and Associated Companies throughout the world
Visit us on the World Wide Web at: www .pearsonglobaleditions.com

© Pearson Education Limited 2020

The rights of Ronald J. Ebert and Ricky W. Griffin to be identified as the authors of this work have been asserted by them in accordance with the
Copyright, Designs and Patents Act 1988.

Authorized adaptation from the United States edition, entitled Business Essentials, 12th edition, ISBN 978-0-13-472839-1, by Ronald ]. Ebert and Ricky W.
Griffin, published by Pearson Education © 2019.

All rights reserved. No part of this publication may be reproduced, stored in a retrieval system, or transmitted in any form or by any means,
electronic, mechanical, photocopying, recording or otherwise, without either the prior written permission of the publisher or a license permitting
restricted copying in the United Kingdom issued by the Copyright Licensing Agency Ltd, Saffron House, 6-10 Kirby Street, London ECIN 8TS.

All trademarks used herein are the property of their respective owners. The use of any trademark in this text does not vest in the author or publisher
any trademark ownership rights in such trademarks, nor does the use of such trademarks imply any affiliation with or endorsement of this book by
such owners. For information regarding permissions, request forms, and the appropriate contacts within the Pearson Education Global Rights and
Permissions department, please visit www.pearsoned.com/permissions.

This eBook is a standalone product and may or may not include all assets that were part of the print version. It also does not provide access to other
Pearson digital products like MyLab and Mastering. The publisher reserves the right to remove any material in this eBook at any time.

British Library Cataloguing-in-Publication Data
A catalogue record for this book is available from the British Library

ISBN 10: 1-292-26899-9

ISBN 13: 978-1-292-26899-6
eBook ISBN 13: 978-1-292-26901-6

Typeset in Palatino LT Pro by Cenveo® Publisher Services


http://www.pearsonglobaleditions.com

For Griffin Grace, Sutton Sloane, and Andrew Preston—1 do this for them.
—R. W. G.



This page intentionally left blank



brief contents

Part 1 The Contemporary Business World

I The Global Business Environment 28

2 Understanding Business Ethics and Social Responsibility 62
3 Entrepreneurship, New Ventures, and Business Ownership 98
4 Understanding the Global Context of Business 132

Part 2 Managing the Business

5 Managing the Business 166
6 Organizing the Business 198
7 Operations Management and Quality 228

Part 3 People in Organizations

8 Employee Behavior and Motivation 268
9 Leadership and Decision Making 302
I 0 Human Resource Management and Labor Relations 332

Part 4 Principles of Marketing: Building Relationships with
Customers for Competitive Advantage

I I Marketing Processes and Consumer Behavior 368
I 2 Developing and Pricing Products 404
I 3 Distributing and Promoting Products 436

Part 5 Managing Information for Better Business Decisions

I 4 Information Technology (IT) for Business 468
I 5 The Role of Accountants and Accounting Information 502

Part 6 The Financial System and Issues in Financial Management

I 6 Understanding Money and the Role of Banking 536
I 7 Managing Business Finances 570

Appendices

Appendix I: Risk Management 611

Appendix II: The Legal Context of Business 615
Appendix Ill: Managing Your Personal Finances 621
Appendix IV: Unions and Labor Management 633

Glossary 649
Index 667



This page intentionally left blank



About the Authors 17
Preface 19
Acknowledgments 25

Part 1 The Contemporary Business
World

4 The Global Business

Environment 2s
Chapter Opening Case: Doing Business in the
Global Marketplace 31
Business, Profit, and the External Environment 33
Business and Profit 33
The External Environments of Business 34
finding a better way: The B Team 35
Economic Systems 37
Factors of Production 37
Types of Economic Systems 39

entrepreneurship and new ventures: The Lucrative
Business of App Development 40

The Economics of Market Systems 42
Demand and Supply in a Market Economy 42
Private Enterprise and Competition in a Market Economy 44
Economic Indicators 46
Economic Growth, Aggregate Output, and Standard of
Living 47
Economic Stability 51

managing in turbulent times: Financial Turmoil—Is
the Worst Behind Us? 52

Managing the U.S. Economy 53
Developing Skills in Your Career 54

summary of learning objectives e key terms e questions
& exercises e building a business: continuing

team exercise ¢ team exercise ® exercising your

ethics ¢ cases e endnotes

2 Understanding Business Ethics
and Social Responsibility 62

Chapter Opening Case: Simply Divine 65
Ethics in the Workplace 66

Individual Ethics 66

The Law and the Real World 66

Individual Values and Morals 67

Business and Managerial Ethics 67

Assessing Ethical Behavior 68

Company Practices and Business Ethics 69
Social Responsibility 72

The Stakeholder Model of Responsibility 73

entrepreneurship and new ventures: Social Capital
Is Making the World a Better Place 73

Contemporary Social Consciousness 74
Areas of Social Responsibility 75
Responsibility Toward the Environment 75
finding a better way: Mission Zero 76
Responsibility Toward Customers 78
Responsibility Toward Employees 80
Responsibility Toward Investors 81
Implementing Social Responsibility Programs 82
Approaches to Social Responsibility 82
Social Responsibility and the Small Business 83
The Government and Social Responsibility 84
How Governments Influence Business 85
How Business Influences Government 86
Managing Social Responsibility 86
Formal Organizational Dimensions 87
Informal Organizational Dimensions 87
Evaluating Social Responsibility 88

managing in turbulent times: Shredding the
Electronic Paper Trail 89

summary of learning objectives e key terms e questions
& exercises ¢ building a business: continuing

team exercise e team exercise e exercising your

ethics o cases e endnotes

3 Entrepreneurship, New Ventures,

and Business Ownership 98
Chapter Opening Case: It All Started With a Late
Fee 101
What Is a Small Business? 102
The Importance of Small Business in the U.S. Economy 103
Popular Areas of Small Business Enterprise 104
finding a better way: The Rise of Services 106
Entrepreneurship 107
Entrepreneurship Goals 107
Entrepreneurial Characteristics 107
Starting and Operating a New Business 108
Understanding Distinctive Competencies 108
Crafting a Business Plan 109



10 CONTENTS

Starting the Small Business 110
Financing the Small Business 111

Trends, Successes, and Failures in New
Ventures 113

Trends in Small Business Start-Ups 113

managing in turbulent times: The Wide World of
Risk 115

Reasons for Failure 115

Reasons for Success 116
Noncorporate Business Ownership 116

Sole Proprietorships 117

Partnerships 117

Cooperatives 119
Corporations 119

The Corporate Entity 120

Types of Corporations 120

entrepreneurship and new ventures: More Than
Just a Burger and Fries 122

Managing a Corporation 122
Special Issues in Corporate Ownership 123

summary of learning objectives e key terms e questions
& exercises e building a business: continuing

team exercise ® team exercise ® exercising your

ethics ¢ cases e endnotes

4 Understanding the Global Context
of Business 132

Chapter Opening Case: The Door Opens 135
The Contemporary Global Economy 136
The Major World Marketplaces 137

finding a better way: Too Much of a Good Thing?
China’s Success Creates More Jobs in Mexico 139

Trade Agreements and Alliances 139
International Trade 141
Balance of Trade 142
Balance of Payments 144
Exchange Rates 145
Forms of Competitive Advantage 145
managing in turbulent times: The Ups and Downs of
Globalization 146
International Business Management 147
Going International 147

entrepreneurship and new ventures: A Better
Coconut Water 149

Levels of International Involvement 149
International Organization Structures 150
Understanding the Cultural Environment 152
Values, Symbols, Beliefs, and Language 152
Employee Behavior Across Cultures 153

Barriers to International Trade 155
Economic Differences 155
Legal and Political Differences 155

summary of learning objectives e key terms e questions
& exercises e building a business: continuing

team exercise e team exercise e exercising your

ethics e cases e crafting a business plan e endnotes

Part 2 Managing the Business

5 Managing the Business 166

Chapter Opening Case: Alphabet Soup 169
The Management Process 170
Basic Management Functions 170
The Science and the Art of Management 172
Becoming a Manager 173
Types of Managers 175
Levels of Management 175
Areas of Management 176
entrepreneurship and new ventures: Building
Your Core 177
Management Roles and Skills 178
Managerial Roles 178
Basic Management Skills 180

Strategic Management: Setting Goals and
Formulating Strategy 182

Setting Business Goals 182
Types of Strategy 184

finding a better way: Standing Firm on Social
Consciousness 185

Formulating Strategy 186
A Hierarchy of Plans 187

Contingency Planning and Crisis Management 188
Contingency Planning 188

managing in turbulent times: When Disaster
Strikes 189

Crisis Management 189

Management and the Corporate Culture 190
Building and Communicating Culture 190
Changing Culture 191

summary of learning objectives e key terms e questions
& exercises ¢ building a business: continuing

team exercise e team exercise ® exercising your

ethics ¢ cases e endnotes

6 Organizing the Business 198

Chapter Opening Case: Organizing for Success at
South African Airways 201



What Is Organizational Structure? 202
Organization Charts 202
Determinants of Organizational Structure 203
entrepreneurship and new ventures: Organizing for
Growth 204
The Building Blocks of Organizational Structure 205
Job Specialization 205
Departmentalization 206
finding a better way: Blending the Old with the New 207
Establishing the Decision-Making Hierarchy 209

Distributing Authority: Centralization and
Decentralization 209

managing in turbulent times: Keeping the
Organizational Tools Sharp 210

The Delegation Process 211
Three Forms of Authority 212
Basic Forms of Organizational Structure 213
Functional Structure 213
Divisional Structure 214
Matrix Structure 215
International Structure 215
New Forms of Organizational Structure 217
Informal Organization 218
Informal Groups 218
Organizational Grapevine 219
Intrapreneuring 220

summary of learning objectives e key terms e questions
& exercises e building a business: continuing

team exercise e team exercise e exercising your

ethics ¢ cases e endnotes

[ Operations Management and
Quality 228
Chapter Opening Case: Ryanair’'s Customer
Satisfaction: Whom Do You Believe? 231
What Does Operations Mean Today? 232
Growth in the Services and Goods Sectors 233
Creating Value Through Operations 234

Differences between Service and Goods Manufacturing
Operations 236

Operations Processes 237

Business Strategy as the Driver of
Operations 238

The Many Faces of Production Operations 238
Operations Planning 240

Capacity Planning 240

Location Planning 241

entrepreneurship and new ventures: Nothing Like a
Home-Cooked Meal 241

Layout Planning 242

CONTENTS 11

Quality Planning 243
Methods Planning 244
Operations Scheduling 245
The Master Operations Schedule 245
Detailed Schedules 246
Staff Schedules and Computer-Based Scheduling 247
Project Scheduling 247
Operations Control 248
Materials Management 249
Quality Control 250
Quality Improvement and Total Quality
Management 251
The Quality-Productivity Connection 251

managing in turbulent times: Leaner Operations
Restore Balance in the Airline Industry 252

Managing for Quality 252

Tools for Total Quality Management 253
Adding Value Through Supply Chains 255

The Supply Chain Strategy 255

Outsourcing and Global Supply Chains 256

finding a better way: Too Good to Waste 257

summary of learning objectives ¢ key terms e questions
& exercises ¢ building a business: continuing

team exercise e team exercise e exercising your

ethics e cases e crafting a business plan e endnotes

Part 3 People in Organizations

8 Employee Behavior and
Motivation 2es

Chapter Opening Case: A Living Wage 271
Forms of Employee Behavior 272
Performance Behaviors 272
Organizational Citizenship 273
Counterproductive Behaviors 274
managing in turbulent times: Not Just on the
Playground 274
Individual Differences Among Employees 275
Personality at Work 275
Attitudes at Work 278
Matching People and Jobs 280
Psychological Contracts 280
The Person-Job Fit 282
Basic Motivation Concepts and Theories 282
Classical Theory 282
Early Behavioral Theory 283
entrepreneurship and new ventures: The
Opportunity to Begin Again 286
Contemporary Motivation Theory 287



12 CONTENTS

Strategies and Techniques for Enhancing
Motivation 289

Reinforcement/Behavior Modification 289
Using Goals to Motivate Behavior 289

finding a better way: The Challenge of Motivating
Millennials 290

Participative Management and Empowerment 291
Work Teams and Team Structures 291

Job Enrichment and Job Redesign 291

Modified Work Schedules and Alternative Workplaces 292

summary of learning objectives e key terms e questions &
exercises ® building a business: continuing team exercise e
team exercise e exercising your ethics ® cases ¢ endnotes

O Leadership and Decision
Making 302

Chapter Opening Case: Authentic Leadership 305
The Nature of Leadership 306
Leadership and Management 307
Leadership and Power 307
Early Approaches to Leadership 308
Trait Approaches to Leadership 309
Behavioral Approaches to Leadership 309
The Situational Approach to Leadership 310
Leadership Through the Eyes of Followers 311
Transformational Leadership 312
Charismatic Leadership 312
entrepreneurship and new ventures: “Success
Unshared Is Failure” 313
Special Issues in Leadership 314
Leadership Substitutes 314
Leadership Neutralizers 315
The Changing Nature of Leadership 315
Leaders as Coaches 315
Gender and Leadership 316
finding a better way: Women Leading the Way 316
Cross-Cultural Leadership 317
Emerging Issues in Leadership 317
Strategic Leadership 317
Ethical Leadership 317
Virtual Leadership 318
managing in turbulent times: The Changing Faces of
Leadership 318
Leadership, Management, and Decision Making 319
The Nature of Decision Making 319
Rational Decision Making 321
Behavioral Aspects of Decision Making 323

summary of learning objectives e key terms e questions
& exercises e building a business: continuing

team exercise ® team exercise e exercising your

ethics o cases e endnotes

41 0 Human Resource Management
and Labor Relations 332

Chapter Opening Case: Accor Makes You Feel
Welcome 335

The Foundations of Human Resource
Management 336
The Strategic Importance of HRM 336
HR Planning 337
The Legal Context of HRM 339
Equal Employment Opportunity 339
Compensation and Benefits 340
Labor Relations 341
Health and Safety 341
Other Legal Issues 341
Staffing the Organization 342
Recruiting Employees 343
Selecting Employees 343
Compensation and Benefits 344
Wages and Salaries 344
Incentive Programs 345
Benefits Programs 345
finding a better way: Hong Kong Labor
Relations 346
Developing the Workforce 348
Training and Development 348
Performance Appraisal 349
entrepreneurship and new ventures: Time to Go 351
New Challenges in the Changing Workplace 352
Managing Workforce Diversity 352
Managing Knowledge Workers 352
Contingent and Temporary Workers 353
managing in turbulent times: Gamification in
Recruitment 354
Dealing with Organized Labor 355
Unionism Today 355
Collective Bargaining 356

summary of learning objectives e key terms e questions
& exercises ¢ building a business: continuing

team exercise e team exercise ® exercising your

ethics e cases e crafting a business plan ¢ endnotes

Part 4 Principles of Marketing: Building
Relationships with Customers
for Competitive Advantage

1 1 Marketing Processes and
Consumer Behavior 368

Chapter Opening Case: Using Facebook to Grow a
Start-up 371



What Is Marketing? 372
Delivering Value 372
Goods, Services, and Ideas 373

Relationship Marketing and Customer Relationship
Management 374

The Marketing Environment 375
Developing the Marketing Plan 377

managing in turbulent times: Fitness First: Managing
Customer Backlash 378

Marketing Strategy: Planning the Marketing Mix 379
Marketing Strategy: Target Marketing and Market
Segmentation 383
Identifying Market Segments 383
Geographic Segmentation 383
Demographic Segmentation 384
Geo-Demographic Segmentation 384
Psychographic Segmentation 384
Behavioral Segmentation 385
Marketing Research 385
The Research Process 385
Research Methods 387
finding a better way: The Truth about Your Online
Customer Service 388
Understanding Consumer Behavior 389
Influences on Consumer Behavior 389
The Consumer Buying Process 389
Organizational Marketing and Buying Behavior 391
Business Marketing 391
B2B Buying Behavior 391
Social Media and Marketing 392
The International Marketing Mix 393
entrepreneurship and new ventures: Farming Your
Niche 395
Small Business and the Marketing Mix 395
Small-Business Products 395
Small-Business Pricing 396
Small-Business Distribution 396
Small-Business Promotion 396

summary of learning objectives e key terms e questions
& exercises ¢ building a business: continuing

team exercise e team exercise e exercising your

ethics e cases e endnotes

4 2 Developing and Pricing
Products 404
Chapter Opening Case: Singing a Different
Tune 407
What Is a Product? 408
The Value Package 408
finding a better way: Snow Wars 409

CONTENTS 13

Classifying Goods and Services 410
The Product Mix 411
Developing New Products 412
entrepreneurship and new ventures 413
The New Product Development Process 413
Product Mortality Rates 414
The Seven-Step Development Process 414
Variations in the Process for Services 415
Product Life Cycle 416
Stages inthe PLC 416
Extending Product Life: An Alternative to New Products 417
Identifying Products 418
Determining Prices 421
Pricing to Meet Business Objectives 421
Price-Setting Tools 422
Pricing Strategies and Tactics 424
Pricing Strategies 424
managing in turbulent times: Fair or Foul? 426
Pricing Tactics 426
International Pricing 427

summary of learning objectives e key terms e questions
& exercises e building a business: continuing

team exercise e team exercise e exercising your

ethics ¢ cases e endnotes

4 8 Distributing and Promoting
Products 436

Chapter Opening Case: The Changing Landscape of
E-commerce 439
The Distribution Mix 440
Intermediaries and Distribution Channels 440
Distribution Strategies 442
Channel Conflict and Channel Leadership 442
Wholesaling 443
Merchant Wholesalers 443
Agents and Brokers 443
The E-Intermediary 444

entrepreneurship and new ventures: Dispensing
Hope 444

Retailing 445
Types of Brick-and-Mortar Retail Outlets 445
finding a better way: The Evolving Way We Pay 446
Nonstore Retailing 447
Online Retailing 447
Physical Distribution 449
Warehousing Operations 449
Transportation Operations 449

Distribution Through Supply Chains as a Marketing
Strategy 450



14 CONTENTS

The Importance of Promotion 451
Promotional Objectives 451
Promotional Strategies 452
The Promotional Mix 452
Advertising 452

Personal Selling 455
Personal Selling Situations 455
Personal Selling Tasks 455

managing in turbulent times: The Logic Behind
Logistics 456

The Personal Selling Process 457
Sales Promotions 457

Direct (or Interactive) Marketing 459
Publicity and Public Relations 459

summary of learning objectives e key terms e questions
& exercises ¢ building a business: continuing

team exercise e team exercise e exercising your

ethics e cases e crafting a business plan ¢ endnotes

Part 5 Managing Information for
Better Business Decisions

4 4 Information Technology (IT) for
Business 468

Chapter Opening Case: Think Before You Click 471

Information Technology Impacts: A Driver of
Changes for Business 472

Creating Portable Offices: Providing Remote Access to
Instant Information 473

Enabling Better Service by Coordinating Remote
Deliveries 473

Creating Leaner, More Efficient Organizations 474

Enabling Increased Collaboration 474

Enabling Global Exchange 475

Improving Management Processes 475

Providing Flexibility for Customization 475

Providing New Business Opportunities 477

Improving the World and Our Lives 477
IT Building Blocks: Business Resources 478

The Internet and Other Communication Resources 478

Networks: System Architecture 480

Hardware and Software 482

entrepreneurship and new ventures: Speaking Loud

and Clear: The Future of Voice Technology 483
Information Systems: Harnessing the Competitive
Power of IT 484

Leveraging Information Resources: Data Warehousing and
Data Mining 485

managing in turbulent times: Better Care, Lower
Costs 486

Types of Information Systems 486

IT Risks and Threats 488

Hackers 489

Identity Theft 489

Intellectual Property Theft 490

Computer Viruses, Worms, and Trojan Horses 490
Spyware 490

Spam 490

IT Protection Measures 491

Preventing Unauthorized Access: Firewalls 491

Preventing Identity Theft 491

Preventing Infectious Intrusions: Anti-Virus
Software 492

Protecting Electronic Communications: Encryption
Software 492

Avoiding Spam and Spyware 492

Ethical Concerns in IT 492

finding a better way: Educational Opportunities and
Income through Crowdsourcing 493

summary of learning objectives e key terms e questions

& exercises e building a business: continuing

team exercise e team exercise e exercising your

ethics ¢ cases e endnotes

1 5 The Role of Accountants and

Accounting Information 502

Chapter Opening Case: Frenkel’s Forensics 505
What Is Accounting, and Who Uses Accounting

Information? 506

Financial versus Managerial Accounting 507

Certified Public Accountants 507

Private Accountants and Management Accountants 510

Forensic Accountants 510

managing in turbulent times: When |s Honesty the
Best Policy? 511

Federal Restrictions on CPA Services and Financial
Reporting: Sarbox 512

Internationalizing Accounting 513

International Accounting Standards Board 513
Why One Set of Global Practices? 513

The Accounting Equation 515

Assets and Liabilities 515

Owners’ Equity 515

entrepreneurship and new ventures: Working With
the Accounting Equation 516

Financial Statements 517

Balance Sheets 517

Income Statements 518

Statements of Cash Flows 520

The Budget: An Internal Financial Statement 521



Reporting Standards and Practices 522
Revenue Recognition and Activity Timing 522
Full Disclosure 522

Analyzing Financial Statements 523
Solvency Ratios: Borrower’s Ability to Repay Debt 523
Profitability Ratios: Earnings Power for Owners 524
Activity Ratios: How Efficiently Is the Firm Using Its

Resources? 524

Bringing Ethics into the Accounting Equation 524
AICPA’s Code of Professional Conduct 525
Violations of Accounting Ethics and GAAP 525

finding a better way: Analytics and the Future of
Auditing 526

summary of learning objectives ¢ key terms e questions

& exercises e building a business: continuing

team exercise ® team exercise e exercising your

ethics e cases e crafting a business plan e endnotes

Part 6 The Financial System and
Issues in Financial Management

1 6 Understanding Money and the

Role of Banking 536
Chapter Opening Case: Where Did All the Money
Go? 539

What Is Money? 540

The Characteristics of Money 540

The Functions of Money 541

M-1: The Spendable Money Supply 542

M-2: M-1 Plus the Convertible Money Supply 543

Credit Cards and Debit Cards: Plastic Money? 543
The U.S. Financial System 543

Financial Institutions 545

The Growth of Financial Services 546

managing in turbulent times: Getting Serious with
Credit Standards 548

How Financial Institutions Create Money and Are
Regulated 549
How Money Is Created 549
How Banks Are Regulated 549
The Federal Reserve System 550

finding a better way: Cultivating a Social Side for
Community Banking 551

The Structure of the Fed 551
The Functions of the Fed 552
The Tools of the Fed 553
The Changing Money and Banking System 554

Government Intervention for Stabilizing the U.S. Financial
System 554

CONTENTS 15

Anticrime and Antiterrorism Regulations 555
The Impact of Electronic Technologies 556
entrepreneurship and new ventures: Risky
Business 557

International Banking and Finance 558
Currency Values and Exchange Rates 558
The International Payments Process 560
International Bank Structure 560

summary of learning objectives e key terms e questions
& exercises ¢ building a business: continuing

team exercise e team exercise e exercising your

ethics e cases e endnotes

47 Managing Business Finances 570

Chapter Opening Case: Fire On the Ground 573
Maximizing Capital Growth 574
The Time Value of Money and Compound Growth 574
Common Stock Investments 576
Investing to Fulfill Financial Objectives 577
Reasons for Investing 577
Most Mutual Funds Don’t Match the Market 578
Exchange-Traded Funds 578
entrepreneurship and new ventures: Find a Need,
Filla Need 579
The Business of Trading Securities 579
Primary and Secondary Securities Markets 580
Stock Exchanges 580

Nonexchange Trading: Electronic Communication
Networks 582

Individual Investor Trading 582
Tracking the Market Using Stock Indexes 583

finding a better way: Finding a Way to Fund Life
After Work 584

The Risk-Return Relationship 586

Investment Dividends (or Interest), Appreciation,
and Total Return 587

Fantasy Stock Markets 588

Managing Risk with Diversification and Asset Allocation 588
Financing the Business Firm 589

Secured Loans for Equipment 590

Working Capital and Unsecured Loans from Banks 590

Angel Investors and Venture Capital 591

Sale of Corporate Bonds 591
Becoming a Public Corporation 593

Going Public Means Selling Part Ownership of the
Company 594

managing in turbulent times: Winners and Losers 594
Stock Valuation 595

Market Capitalization 596

Choosing Equity versus Debt Capital 596



16 CONTENTS

Regulating Securities Markets 598
The Securities and Exchange Commission 598
Regulations Against Insider Trading 598

summary of learning objectives ¢ key terms e questions
& exercises e building a business: continuing

team exercise e team exercise e exercising your

ethics e cases e crafting a business plan e endnotes

Appendices
Appendix I: Risk Management 611

Coping with Risk 611
Insurance as Risk Management 612

Appendix lI: The Legal Context of
Business 615

The U.S. Legal and Judicial Systems 615
Types of Law 615
The U.S. Judicial System 616
Business Law 617
Contract Law 617
Tort Law 617
Property Law 618
Agency Law 619
Commercial Law 619
Bankruptcy Law 619
The International Framework of Business Law 620

Appendix lll: Managing Your
Personal Finances 621

Building Your Financial Plan 621
Assessing Your Current Financial Condition 622
Developing Your Financial Goals 623
Making Better Use of the Time Value of Money 624
Planning for the “Golden Years” 624
Time Value as a Financial-Planning Tool 625
Conserving Money by Controlling It 626

Credit Cards: Keys to Satisfaction or Financial
Handcuffs? 626

Save Your Money: Lower Interest Rates and Faster
Payments 626

Financial Commitments of Home Ownership 627
How Much House Can You Afford? 627
Cashing Out from Tax Avoidance (Legally) 630
The IRA Tax Break 630
Protecting Your Net Worth 630
Why Buy Life Insurance? 631
What Does Life Insurance Do? 631
How Much Should | Buy? 631
Why Consider Term Insurance? 631
How Much Does It Cost? 632

Appendix IV: Unions and Labor
Management 633

Why Do Workers Unionize? 633
The Evolution of Unionism in the United States 633
Early Unions 634
The Emergence of the Major Unions 634
Unionism Today 636
Trends in Union Membership 636
Trends in Union-Management Relations 637
Trends in Bargaining Perspectives 637
The Future of Unions 637
Contemporary Union Structure 638
Locals 638
Laws Governing Labor-Management Relations 639
The Major Labor Laws 639
How Unions Are Organized and Certified 642
Collective Bargaining 643
Reaching Agreement on Contract Terms 643
Contract Issues 644
When Bargaining Fails 645
Administering a Labor Agreement 646

Glossary 649
Index 667



about the authors

Ronald J. Ebert is Emeritus Professor at the University of Missouri-Columbia,
where he lectures in the Management Department and serves as advisor to stu-
dents and student organizations. Professor Ebert draws on more than thirty years
of teaching experience at such schools as Sinclair College, University of Washington,
University of Missouri, Lucian Blaga University of Sibiu (Romania), and Consortium
International University (Italy). His consulting alliances have included such firms as
Mobay Corporation, Kraft Foods, Oscar Mayer, Atlas Powder, and John Deere. He
has designed and conducted management development programs for such diverse
clients as the American Public Power Association, the U.S. Savings and Loan League,
and the Central Missouri Manufacturing Training Consortium.

His experience as a practitioner has fostered an advocacy for integrating con-
cepts with best business practices in business education. The five business books
he has coauthored have been translated into Spanish, Chinese (Simplified), Chinese
(Traditional), Malaysian, Bahasa Indonesian, and Romanian languages. Professor
Ebert has served as the Editor of the Journal of Operations Management. He is a Past
President and Fellow of the Decision Sciences Institute. He has served as con-
sultant and external evaluator for Quantitative Reasoning for Business Studies, an
introduction-to-business project sponsored by the National Science Foundation.

Ricky Griffin joined the faculty at Texas A&M University in 1981. During his career
at Texas A&M, he has taught undergraduate and graduate courses in management,
organizational behavior, human resource management, and international business.
Professor Griffin’s research interests include workplace aggression and violence,
organizational security, workplace culture, and leadership. His work has been pub-
lished in such journals as Academy of Management Review, Academy of Management
Journal, Administrative Science Quarterly, and Journal of Management. He served as
Associate Editor and then as Editor of Journal of Management.

In addition, Professor Griffin has also authored or coauthored several leading
textbooks and coedited three scholarly books. His books have been used at more
than 500 colleges and universities on five continents and have been translated into
Spanish, Russian, Polish, and Chinese. He has served the Academy of Management as
Chair of the Organizational Behavior Division and as Program Chair of the Research
Methods Division. He also has served as President of the Southwest Division of the
Academy of Management and on the Board of Directors of the Southern Management
Association. Professor Griffin is a Fellow of both the Academy of Management and
the Southern Management Association. He has also won several awards for research
and has been supported by more than $400,000 in federal research funding. Professor
Griffin has served as Director of the Center for Human Resource Management and
Head of the Department of Management at Texas A&M University. He has also
served as Executive Associate Dean and Interim Dean at the Mays Business School.
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New to This Edition

Chapter Opening Cases

All cases have been updated or replaced. Covering
a wide variety of topics and organizations, includ-
ing Netflix and Accor Sofitel, these real-world
cases introduce relatable topics that draw students
into the content.

Current Events

The author has added new coverage of the likely
impact of Donald Trump’s election as president of
the United States, the looming withdrawal of Great
Britain from the European Union, the increasing
diversity of the labor force, the continuing impact
of social media, and the slow but steady growth of
the U.S. economy. He has also added coverage on
the emerging new relationship between the United
States and Cuba. All data and statistics have also

The Door
Opens

In July 2015, the United States offi-
cially restored diplomatic relations with
Cuba after 54 years of hostility. Presi-
dent Barack Obama, who was born the
year Eisenhower severed ties with the

Communist country, urged Congress to reopen the
borders, reasoning that, “Instead of supporting
democracy and opportunity for the Cuban people,
our efforts to isolate Cuba despite good intentions
increasingly had the opposite effect—cementing the
status quo and isolating the United States from our

been updated to the most current information available.

End-of-Chapter Activities

Five kinds of chapter-ending involvement activities—to reinforce and practice the use

of chapter concepts—are back by popular demand!

" questions & exercises

tries based on per-capita income?
4-2. What distinguishes an international business from a
multinational business?

tional organization?

QUESTIONS FOR REVIEW & 4-7. Research and identify a quota imposed by your country
i ?
4-1. What are the World Bank’s four classifications of coun- ;):)1 :hgsported product. Do you support that quota? If

4-8. Overproduction in a particular country can lead to a

global glut in supply. The consequences of this to domestic
' . . . producers can be disastrous. What steps can governments
& 4-3. What is the role of an independent agent in an interna- take to prevent dumping in their domestic markets?

4-4. Why might a business enter a strategic alliance? APPLICATION EXERCISES

4-9. The World Bank uses per-capita income to make distinc-
tions among countries. Use Web or database research to

Solving Teaching and Learning Challenges

Many students who take Introduction to Business courses have difficulty seeing the
relevance of course topics to their lives and future careers. This reduces the will-
ingness of many students to prepare for class and to be engaged during class. We
use the following resources to engage students with the content and to highlight
how Introduction to Business is relevant and important for their employability and

careers.

Applied Learning Opportunities Throughout Business

Cases & Features
Managing in Turbulent Times

e Students learn from disappointments and challenges real companies face.
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e New features look at recent IPOs, leadership in a virtual world, and workplace
bullying.

Finding a Better Way

e This boxed feature reveals examples of organizations that are “finding a better
way” to meet business challenges and describes how they are doing it.
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Entrepreneurship and New Ventures

e This updated boxed feature shows students entrepreneurs who have really made
a difference, some in large firms, others in smaller start-up companies.

Reach Every Student with MyLab Intro to
Business

MyLab is the teaching and learning platform that empowers you to reach every stu-
dent. By combining trusted author content with digital tools and a flexible platform,
MyLab personalizes the learning experience and improves results for each student.
Learn more at www.pearson.com/mylab /intro-to-business.

e Deliver trusted content: You deserve teaching materials that meet your own high
standards for your course. That’s why we partner with highly respected authors
to develop interactive content and course-specific resources that you can trust—
and that keep your students engaged.

e Empower each learner: Each student learns at a different pace. Personalized
learning pinpoints the precise areas where each student needs practice, giving all
students the support they need—when and where they need it—to be successful.
o The Study Plan gives students personalized recommendations, practice
opportunities, and learning aids to help them stay on track.

o Dynamic Study Modules help students study chapter topics on their own by
continuously assessing their knowledge application and performance in real
time.


http://www.pearson.com/mylab/intro-to-business
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e Teach your course your way: Your course is unique. So, whether you’d like to
build your own assignments, teach multiple sections, or set prerequisites, MyLab
gives you the flexibility to easily create your course to fit your needs..

e Improve student results: When you teach with MyLab, student performance
improves. That’s why instructors have chosen MyLab for over 15 years, touching
the lives of over 50 million students.

Wearing the Hats

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

e The Employee Hat. One hat is as an employee working for a business. Many
people wear this hat during the early stages of their career. To wear the hat suc-
cessfully, you will need to understand your place in the organization—your job,
how to work with your co-workers and boss, and so on. You'll begin to see how
to best wear this hat as you learn more about organizing business enterprises in
Chapter 6 and how organizations manage people in Chapter 10, as well as in sev-
eral other places in this book.

e The Employer or Boss Hat. It is also very likely that one day other people will
be working for you. You'll still need to know your own job responsibilities, of
course. But you'll now also need to understand how to manage other people—
how to understand, lead, and motivate them and the social and legal parameters
that affect how you deal with them. Chapters 3, 5, 8, and 9 provide a lot of infor-
mation about how you can best wear this hat, although the role of manager runs
throughout the entire book.

e The Consumer Hat. Even if you don’t work for a business, you will still wear
the hat of a consumer. Whenever you fill your car at Shell, buy an airline ticket
from Delta and charge it on Visa, order a new backpack from Amazon, bid for
something on eBay, buy clothes at H&M, or download a song from iTunes, you're
consuming products created by business. To wear this hat effectively, you need
to understand how to assess the value of what you're buying, your rights as a
consumer, and so on. We discuss how you can best wear this hat in Chapters 4, 7,
11, 12, and 13.



e The Investor Hat. The final business hat is that of an investor. You may buy a
business or work for a company that lets you buy its stock. You may also invest
in other companies by buying their stock or shares of a mutual fund. For you
to invest wisely, you must understand some basics, such as financial markets,
business earnings, and the basic costs of investment. Chapters 4, 15, 16, 17, and
Appendix III will help you learn how to best wear this hat.

Many people wear more than one of these hats at the same time. Regardless of
how many hats you wear or when you may be putting them on, it should be clear
that you have in the past, do now, and will in the future interface with many busi-
nesses in different ways. Knowing how to best wear all these hats is what this book
is all about.

Developing Skills for Your Career

For students to succeed in a rapidly changing job market, they should be aware of their
career options and how to go about developing a variety of skills. In this book and
MyLab, we focus on developing these skills in the following ways:

Communication: Communication is covered in several places throughout the book.
For example, Chapter 5 discusses how leaders communicate the corporate culture,
while Chapter 6 discusses how managers communicate the delegation process and
how managers can use communication to offset errors in the grapevine.

Critical Thinking: Chapter 9 devotes specific attention to the decision-making pro-
cess. Chapter 11 discusses the research process and research methods. Collaboration
teams and team-based methods of organizing are discussed in Chapters 6 and 8. At
the end of each chapter, there is also a continuing team exercise.

Business Ethics and Social Responsibility: Chapter 2 is entirely devoted to ethics
and social responsibility.

Information Technology Application and Computing Skills: Chapter 14 is devoted
to information technology application and computing skills for business.

PREFACE
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Instructor Teaching Resources

This program comes with the following teaching resources.

Supplements available to instructors
at www.pearsonglobaleditions.com

Features of the Supplement

Instructor’s Manual
authored by Carol Davis Wright from
California State University, Monterey Bay

e Chapter-by-chapter summaries

e Examples and activities not in the main book

e Teaching outlines

e Teaching tips

e Solutions to all questions and problems in the book

Test Bank
authored by Susan Schanne from
Eastern Michigan University

4,000 multiple-choice, true/false, short-answer, and
graphing questions with these annotations:

¢ Difficulty level (1 for straight recall, 2 for some analysis,
3 for complex analysis)

Type (Multiple-choice, true/false, short-answer, essay)
Topic (The term or concept the question supports)
Learning outcome

AACSB learning standard (Ethical Understanding and
Reasoning, Analytical Thinking Skills, Information
Technology; Diverse and Multicultural Work, Reflective
Thinking, Application of Knowledge)

e Page number in the text

Computerized TestGen

TestGen allows instructors to:

e Customize, save, and generate classroom tests

e Edit, add, or delete questions from the test item files
* Analyze test results

¢ Organize a database of tests and student results

PowerPoints
authored by Jeffrey Anderson from Ohio
University

Slides include all the graphs, tables, and equations in the

textbook.

PowerPoints meet accessibility standards for students

with disabilities. Features include, but are not limited to:

e Keyboard and screen reader access

o Alternative text for images

¢ High color contrast between background and fore-
ground colors



http://www.pearsonglobaleditions.com
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PART1 THE CONTEMPORARY BUSINESS WORLD

njd
| e
D
=
e
(=]
L =
=
LLl
n
(s
D
e
/5]
-
(aa)]
©
L2
=
(&>
D
N e
—

pedrosek/Shutterstock



The best way to make money is to sell products that

consumers want or need. While this

sounds simple,

only a few strike gold.
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1-1

1-2

1-S

After reading this chapter,
you should be able to:

Define the nature of global business, describe the
external environments of business, and discuss how these

environments affect the success or failure of organizations.

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

production.

ShoOW how markets, demand, and supply affect resource
distribution in the global market, identify the elements
of private enterprise, and explain the various degrees of

competition in the global economic system.
Explain the importance of the economic environment
to business and identify the factors used to evaluate the

performance of an economic system.

Learn about the skills you will gain through this text.





