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Business: 2005 and Beyond

Learning Goals
1

Distinguish between business and not-for-profit organizations and identify the factors of production.

2

Describe the private enterprise system and explain how competition and entrepreneurship contribute to the system.

3

Identify the six eras of business and explain how the relationship era influences contemporary business.

4

Describe how technology is changing the way businesses operate and compete.

5

Relate the importance of quality and customer satisfaction to efforts to create value for customers.

6

Explain how productivity affects competitiveness in the global market.

7

Describe the major trends that challenge managers’ skills for managing and developing human resources.

8

Identify the skills that managers need to lead businesses in the new century.

9

Discuss the importance of good business ethics and social responsibility in business decision making.

JetBlue Soars While Others Are Grounded

Newspapers, the evening news, and news Web sites have been filled with tales of struggling airlines. A slow economy persuaded vacationers to drive rather than fly, and to save money, companies opted for conference calls rather than sending their employees to conventions. Then the entire industry was dealt a crushing blow on September 11, 2001. During the months after the attacks on the World Trade Center and the Pentagon, people boarded planes only when it was absolutely necessary. A year later, two major airlines filed for bankruptcy, with the shadow of a third looming. More passenger defections and more red ink from operating losses resulted from the war with Iraq. Airline workers’ wages and salaries were frozen or cut; hours were reduced; flights were canceled.


Yet during this industry crisis, one airline has not only survived but actually flourished. Founded at the turn of the millennium, JetBlue seems to have absorbed the energy of the other airlines. In fact, as fast as United, American, and Northwest laid off workers, JetBlue continued to hire them—sometimes a thousand at a time. As the larger firms sidelined their planes, JetBlue added more. While the industry as a whole suffered losses of as much as $6 billion in a single year, JetBlue earned profits of nearly $60 million. The airline industry newcomer managed to fill more than 80 percent of its seats, compared with the industry average of 72 percent. How has this start-up managed to profit and grow during what may have been the darkest era of air travel?


Many credit JetBlue’s success to its founder, David Neeleman, who had been involved in two previous airline start-ups before rolling down the runway on his own. His business strategy is simple: deliver the best-quality service at the lowest cost. JetBlue is headquartered in New York, and it operates only one type of plane, the Airbus A320, which keeps maintenance costs below those of other airlines. Like its rival Southwest, which is based in Dallas, JetBlue flies from point to point, rather than operating from a hub the way the larger airlines do. This means that JetBlue can serve the smaller markets that the larger companies cannot. Because the Airbus is larger and flies longer routes than those of JetBlue’s competitors, each flight makes more money. JetBlue pilots and flight attendants earn only about 60 percent of the industry standard, but that’s more than they were getting when they were laid off at other airlines, and they say they are happy to be working. Ticket prices are cheaper, and travelers may purchase them either online or from reservation agents. Unlike other discounters, JetBlue offers assigned seats.


Service is a vital component of Neeleman’s vision for his company, and he understands that details count. JetBlue is the first airline to offer live television via satellite at no charge. Neeleman was so convinced of the value of this service that he bought the television system provider to protect JetBlue’s position against competitors. Neeleman makes it a point to fly his own airline once a week so he can get direct feedback from his customers. On any given day, passengers might meet him in the aisle handing out chips and snacks, asking what they like and don’t like about JetBlue. “He has deep convictions on how to run a business and give the customer quality,” observes one industry consultant.


Those deep convictions include operating ethically. When the federal government offered loan guarantees to the airline industry, JetBlue didn’t apply. JetBlue had nearly $300 million in the bank, and Neeleman didn’t feel right about taking the loan. He draws a lower salary than top executives at other airlines and matches employee contributions to a worker welfare fund, dollar for dollar.


Neeleman admits that the slowdown in the airline industry has been devastating. “There’s no end in sight to the meltdown in the airline industry,” he remarks. “To think we aren’t affected by those events is naive.” Observers note that when the industry begins to turn around, JetBlue employees will want better wages and benefits, and as the company continues to grow, it will be more complicated to manage. “It’s easy for JetBlue to be golden with 30 airplanes, but it doesn’t mean it can manage 100,” warns A. K. Darby, president of aviation career service Air Inc. But Neeleman remains optimistic that he’s found the formula for continued growth and success. He loves his job, his company, and his industry. He tells his wife, “I think I’m the best in the world at this.”1

Learning Goals
The early years of the 21st century have seen both tragedy and triumph. The combination of terrorism, recession, and war, along with a growing U.S. budget deficit that replaced the recent surplus, has shaken consumer confidence. So has a deadly flu-like epidemic called SARS that began in China and quickly spread to other nations, causing hundreds of deaths and thousands of seriously ill persons and further curtailing an already ailing travel industry. Americans who had been riding high on a decade-long wave of prosperity are suddenly closing their wallets, both to retailers and the stock market. Changes that occurred during this period include:

•
Unemployment, which had been at its lowest level in over a quarter century, rose sharply, reaching 6 percent in 2003. Workers in the airline and tourism industries were laid off in response to the 9/11 terrorist attacks, the war with Iraq, and the spread of the SARS virus, but the hardest-hit business during the recession was the telecom industry.

•
Gasoline prices dipped below $1 and then soared above $2 a gallon in dozens of U.S. cities before declining following the cessation of hostilities in Iraq.

•
To boost spending and investments in a sluggish economy, Congress passed two major tax cuts.

•
Rates for home mortgages dropped below 5 percent, while interest earned on savings accounts hovered around 1 percent.


Business growth opens doors of opportunity for those who are prepared to put ideas into action. John C. Diebel’s idea was to put modern computing power into telescopes for amateur astronomers. He started his own company, Meade Instruments, to build and sell telescopes, adapting features of expensive telescopes to more affordable models. Before long, Meade’s new telescope had captured more than half the market for telescopes sold to hobbyists.2 Meade, which was once a fledgling new company, has now become a strong competitor in its field. Not only do new companies put ideas into action, but well-known and trusted names do so as well. Bruce Roth, vice president of chemistry at pharmaceutical giant Pfizer, invented the chemical compound that is more widely known under its trade name—Lipitor. Lipitor, which lowers cholesterol, has become the best-selling prescription drug in history. Within a few years, it could top $10 billion a year in sales.3

In the new century, everyone faces new challenges posed by the technological revolution, which is changing the rules of business. The combined power of telecommunications and computer technology is creating inexpensive, global networks that transfer voice messages, text, graphics, and data within seconds. These sophisticated technologies create new products, and they demand new approaches to marketing existing products. Technology is also speeding the rate of change in the business world, where new discoveries rapidly outdate inventions created just months before. Even promotional messages can illustrate the impact of technology. If a message is effective, too much Web traffic can clog a business’s site, resulting in dissatisfied customers.


Innovative technologies are also globalizing today’s business world. Businesses can now easily manufacture, buy, and sell across national borders. You can order a Big Mac in Boston or Bulgaria, and Japanese and Korean companies manufacture most of the consumer electronics products sold in the U.S. This rapidly changing business landscape compels businesspeople to react quickly to shifts in consumer tastes and other market dynamics. Success requires creativity, split-second decision making, and innovative vision. Whether you decide to start your own business, as John Diebel did, work for a small family-run business, or sign on with a large international corporation, your achievements will depend on your ability to keep pace with the constant changes in today’s world. These changes include a new focus on business ethics, in the wake of the collapse of such giants as Enron, Arthur Andersen, HealthSouth, and WorldCom, and the problems at cable television giant Adelphia Communications, drug company ImClone Systems, and diversified manufacturer Tyco International.


Contemporary Business explores the strategies that allow companies to compete in today’s interactive marketplace and the skills that you will need to turn ideas into action for your own career success. This chapter sets the stage for the entire text by defining business and revealing its role in society. The chapter’s discussion illustrates how the private enterprise system encourages competition and innovation while preserving business ethics.

To achieve their growth objectives, both large and small companies need to put ideas into action. A major business of management consulting and technology services company, Accenture, focuses on helping other companies “turn innovation into results.”
© 2002 Accenture. All rights reserved.
What Is Business?

What image comes to your mind when you hear the word business? Some people think of their jobs, others think of the merchants they patronize as consumers, and still others think of the millions of firms that make up the world’s economy. This broad, all-inclusive term can be applied to many kinds of enterprises. Businesses provide the bulk of employment opportunities as well as the products that people enjoy.

Business consists of all profit-seeking activities and enterprises that provide goods and services necessary to an economic system. Some businesses produce tangible goods, such as automobiles, breakfast cereals, and computer chips; others provide services such as insurance, dental care, auto rentals, and entertainment ranging from Six Flags theme parks and Broadway plays to music concerts.

business all profit-seeking activities and enterprises that provide goods and services necessary to an economic system.

Business drives the economic pulse of a nation. It provides the means through which standards of living improve. At the heart of every business endeavor is an exchange between a buyer and seller. A buyer recognizes a need for a good or service and trades money with a seller to obtain that product. The seller participates in the process in hopes of gaining profits—a critical ingredient in accomplishing the goals necessary to maintain constant improvement in standards of living.

Profits represent rewards for businesspeople who take the risks involved in blending people, technology, and information to create and market want-satisfying goods and services. In contrast, accountants think of profits as the difference between a firm’s revenues and the expenses it incurs in generating these revenues. More generally, however, profits serve as incentives for people to start companies, expand them, and provide consistently high-quality competitive goods and services.

profits rewards for businesspeople who take the risks involved to offer goods and services to customers.
Consider, for example, the role of profits among companies offering goods and services on the Internet. Few large firms saw the Internet as a business opportunity in its early years, but as customers began getting comfortable with the experience, online profitability began to look like a real possibility. Thousands of Internet companies—dot-coms—appeared virtually overnight, only to disappear just as quickly due to lack of planning, mismanagement, too-rapid growth, and zero profits. Today, a few original Internet survivors such as eBay, along with newer Internet companies such as hotels.com, are continuing to post profits.4
Although the quest for profits is a central focus of business, businesspeople also recognize their social and ethical responsibilities. To succeed in the long run, companies must deal responsibly with employees, customers, suppliers, competitors, government, and the general public.

They Said It

No sale is really complete until the product is worn out and the customer is satisfied.

—Leon Leonwood Bean (1872–1967) Founder, L. L. Bean

Not-for-Profit Organizations

What do the Smithsonian Institute, the U.S. Postal Service, the American Heart Association, and C-SPAN have in common? They are all classified as not-for-profit organizations, businesslike establishments that have primary objectives other than returning profits to their owners. These organizations play important roles in society by placing public service above profits. Not-for-profit organizations operate in both the private and public sectors. Private-sector not-for-profits include museums, libraries, trade associations, charitable and religious organizations, and most colleges and universities. In addition, government agencies, political parties, and labor unions are classified as not-for-profit organizations.

A good example of a not-for-profit organization is New York’s Metropolitan Museum of Art. Like profit-seeking businesses, the Met must generate funds to cover its operating costs. Revenues come from a number of sources, including individual donations, memberships, government grants, gift-shop sales, and special fund-raising drives. Such events provide added value to museum members and attract thousands of occasional and first-time visitors, who may become members. Not-for-profit organizations use business concepts and functions ranging from human resource management to advertising, as illustrated by the promotional message for the Nature Conservancy’s Last Great Places campaign to save high-priority wilderness sites, shown in Figure 1.1.

FIGURE 1.1

The Nature Conservancy: Not-for-Profit Organization Fighting to Save 200 of the World’s Last Great Places

Courtesy of the Nature Conservancy 
Not-for-profit organizations are a substantial part of the U.S. economy. More than 1.5 million nongovernment not-for-profits currently operate in the U.S. They control more than $1 trillion in assets and employ more people than the entire federal government and all 50 state governments combined. In addition, millions of volunteers work for them in unpaid positions. Not-for-profits secure funding from both private sources, including donations, and government sources. They are commonly exempt from federal, state, and local taxes.

Although they focus on goals other than generating profits, managers of not-for-profit organizations face many of the same challenges dealt with by executives who head profit-seeking businesses. A major challenge is obtaining the funding they need to provide their services. Public television and radio stations, for instance, have become more creative in soliciting donations. In addition to the old standby of pledge drives urging viewers or listeners to send in $100 and receive a tote bag, DVD, or videocassette, public broadcasters focus on building longer-term relationships with their members. In Boston, about 6 percent of the people who contribute to WGBH send in at least $300 a year. Of course, all of these big donors were once first-time members. The relationship-building process begins with a thank-you note for the donation and a subscription to the station’s monthly viewing guide. Midlevel and large contributors get special attention from the station. These donors are invited to seminars, luncheons, program premieres, and other opportunities for face-to-face contact with the station’s staff.

These events are designed to obtain feedback and cement member loyalty to the station. WGBH even applies research techniques, gathering data about viewers. Invitations are targeted according to each group’s likely interests. The success of events is evaluated in terms of participants’ subsequent donations and other indicators of their involvement with the station.5
As in the world of profit-seeking businesses, the new century is bringing changes to the not-for-profit sector. An aging and increasingly diverse population may require not-for-profits to find new ways of delivering services. Government funding is also declining, a trend that is forcing not-for-profit executives to develop new cost-cutting methods. Faced with increased competition for limited funding, not-for-profits also have to boost their effectiveness at marketing and fund-raising, a lesson that public broadcasting has already been applying. Some not-for-profits sell merchandise or have even set up profit-generating arms to provide goods and services that people are willing and able to pay for. College bookstores sell everything from sweatshirts to coffee mugs with school logos imprinted on them, while the Sierra Club and the Appalachian Mountain Club both have full-fledged publishing programs. These changes and others require leaders with strong business skills and experience. Consequently, many of the concepts discussed in this book apply to not-for-profit organizations as much as to profit-oriented firms.

Factors of Production

Capitalism, like other economic systems, requires certain inputs for effective operation. Economists use the term factors of production to refer to the four basic inputs: natural resources, capital, human resources, and entrepreneurship. Table 1.1 identifies each of these inputs and the type of payment received by firms and individuals who supply them.

factors of production four basic inputs for effective operation: natural resources, capital, human resources, and entrepreneurship.

Table 1.1
Factors of Production and  Their Factor Payments


Corresponding  Factor of Production
Factor Payment

Natural resources
Rent

Capital
Interest

Human resources
Wages

Entrepreneurship
Profit
Natural resources include all productive inputs that are useful in their natural states, including agricultural land, building sites, forests, and mineral deposits. For example, the sawmill operated by Willamette Industries in the little town of Dallas, Oregon, takes 2,500-pound second-growth logs from Oregon’s hillsides and cuts them into boards. Other companies use natural resources after they have been processed by companies like Willamette. Natural resources are the basic inputs required in any economic system.

Capital, another key resource, includes technology, tools, information, and physical facilities. Technology is a broad term that refers to such machinery and equipment as production lines, telecommunications, and basic inventions. Information, frequently improved by technological innovations, is another critical success factor because both managers and operating employees require accurate, timely information for effective performance of their assigned tasks. Technology plays an important role in the success of many businesses. Sometimes technology results in a new product, such as the device introduced by OmniSonics that uses sound waves rather than drugs or tools to clear blocked arteries in heart patients. The new method is not only effective, but it also results in no damage to artery walls.6
Sometimes technology helps a company improve a product, such as the global positioning satellite systems (GPS) found in some automobiles and a key component in the recent war with Iraq. Precise data from the 27 orbiting satellites made possible the precise targeting of cruise missiles and smart bombs and made GPS—along with the Internet—two of the U.S. Department of Defense’s greatest dual-use technology successes.7
And sometimes technology helps a company operate more smoothly by tracking deliveries, providing more efficient communication with suppliers, analyzing sales figures, compiling marketing data, and training employees. Convergy’s 100 sales reps participate in online training sessions two or three times a week (depending on their needs), using a system that combines online presentations with a conference call. The customer service and electronic communications billing company posted sales far above many of its competitors during the recent recession, a feat that top managers attribute partly to the efficient training program. “What it’s enabled us to do is keep our sales force educated all year long about what the latest product features and benefits are,” says Mary Kay Nedrich, director of sales training and development.8
Money is necessary to acquire, maintain, and upgrade a firm’s capital. A company’s funds may come from investments by its owners, profits plowed back into the business, or loans extended by others. Money then goes to work building factories; purchasing raw materials and component parts; and hiring, training, and compensating workers. People and firms that supply capital receive factor payments in the form of interest.

Human resources represent another critical input in every economic system. Human resources include anyone who works, from the chief executive officer (CEO) of a huge corporation to a self-employed auto mechanic. This category encompasses both the physical labor and the intellectual inputs contributed by workers. With the widespread use of computer technology, most companies now rely on their employees as a source of ideas and knowledge as well as physical effort. Some companies may solicit employee ideas through an online “suggestion box” or in staff meetings, while others, such as Electronic Arts, which develops video games, use unconventional methods to tap their employees’ creativity. Workers are encouraged to wander through an 81-foot-wide outdoor maze to get their mental juices flowing; if that doesn’t do the trick, they can grab an espresso or play volleyball.9 The competitive edge gained through effective, well-trained human resources is significant because competitors cannot easily match another company’s talented, motivated employees in the way it can buy the same computer system or purchase the same grade of natural resources.

Figure 1.2 emphasizes the importance of human resources to organizational goals and the need for employees to maintain and update their skills. Pfizer, the pharmaceutical giant behind such blockbuster drugs as Lipitor, Viagra, and Zoloft, relies on the skills, knowledge, creativity, and passion of its employees to achieve success. “At Pfizer, the people we’re proud to call colleagues are some truly exceptional individuals dedicated to helping people live longer, healthier, and happier lives,” says the ad.

Technology is an important component of a company’s capital.

Courtesy of Sterling Commerce, Inc.

FIGURE 1.2

Importance of Human Resources

© Pfizer 2003. All Rights Reserved.
Entrepreneurship is the willingness to take risks to create and operate a business. An entrepreneur is someone who sees a potentially profitable opportunity and then devises a plan to achieve success in the marketplace and earn those profits. Consider Gene Cage’s business, Papa Geno’s Herb Farm, located in rural Roca, Nebraska. Its fragrant natural resources are not hard to identify: the soil and seedlings for dill, basil, lavender, and dozens of other herbs that Geno’s sells to customers through its Web site and those of other online retailers who specialize in the worldwide sale of herbs. Some of these online merchants have also become sources of funds and technological capital; one recently invested $1 million in Papa Geno’s. It also assisted the herb grower by providing access to its information system and helped Papa Geno’s in developing sales forecasts. That way, it would be able to count on Papa Geno’s as a reliable supplier. Herb entrepreneur Cage has embraced Internet technology and his alliances with online merchants because of their ability to bring him customers from around the globe and to fill orders at a lower cost than through traditional channels like catalogs. Cooks and gardeners who visit Papa Geno’s Web site find special offers such as free recipes, newsletters, and even free plants. However, combining an old-fashioned business like raising herbs with modern technology presents a problem in the area of human resources. It is not easy to find people with expertise in both horticulture and the Internet and then convince them to move to a rural area like Roca. So Cage offers generous benefits and acts as a mentor to his 17 full-time employees. They are helping Cage grow his company faster than any herb.10 The next section looks at how the factors of production are allocated and used within the private enterprise system, the economic system in which U.S. businesses currently operate.

1. Distinguish between a profit-oriented business and a not-for-profit organization.

2. Identify four types of capital.
Business Tool Kit

Choosing the Right Career

Choosing the right career can be challenging for college students. Some may already know what they want to be when they grow up; others don’t have a clue. It really helps to do some research and map out your career goals and aspirations so that you know what to work toward in your search for the right career field. The following is a list of tips on how to narrow down your potential career options and select the right career.

1.
Evaluate your personal interests, values, personality, and lifestyle. Are you a people person, or do you prefer solitary work? Do you prefer living in a city, a suburb, or the country? What are your hobbies? Believe it or not, your local library or bookstore has career guides for every type of person, with titles ranging from Outdoor Careers and Careers for Nonconformists to Careers for Bookworms and Other Literary Types.
2.
Utilize the resources around you. Every school has a career counselor or advisor office as well as a career center that can help you narrow down your interests and even assist you in finding your first job. These departments also offer many aptitude tests and resources to help you locate the perfect career.

3.
Use the current Occupational Outlook Handbook or take a look at the Web site of the U.S. Department of Labor’s Bureau of Labor Statistics (http://www.bls.gov) for job information and career outlooks. These government sources give you specific information about different career fields: the skills, training, and experience you will need to enter the field; wages, work hours, and benefits; supply and demand; size; projected growth; and many more facts.

4.
Take the time to talk to everyone around you about their careers, especially professionals already working in fields that pique your interest, professors who teach related courses, the students themselves—even friends and family who might have interesting careers. Get their feedback on what they see you doing; sometimes those around you have a better perspective on these issues than you do.

5.
Brainstorm and write down all of your abilities, skills, talents, and interests. This includes volunteer work you’ve done, community projects, church involvement, extracurricular activities, and the like. Most of all, remember to follow your passion! Whatever you are passionate about, you will enjoy doing it for many years to come.

Sources: “Choosing the Right Career,” Employment Resources for Humboldt County Web site located at http://www.thejobmarket.org/jobseekers/ choose_index.phtml; Cassandra Hayes, “Choosing the Right Path,” Black Enterprise Magazine, April 2001, p. 42.
The Private Enterprise System

No business operates in a vacuum. All operate within a larger economic system that determines how goods and services are produced, distributed, and consumed in a society. The type of economic system employed in a society also determines patterns of resource use. Some economic systems, such as communism, feature strict controls on business ownership, profits, and resources to accomplish government goals.

In the U.S., businesses function within the private enterprise system, an economic system that rewards businesses for their ability to perceive and serve the needs and demands of consumers. A private enterprise system minimizes government interference in economic activity. Businesses that are adept at satisfying customers gain access to necessary factors of production and earn profits.

They Said It

People compete until their last breath.

—Michael Eisner (b. 1942) Chairman and CEO, Walt Disney Co.
Another name for the private enterprise system is capitalism. Adam Smith, often identified as the father of capitalism, first described the concept in his book The Wealth of Nations, published in 1776. Smith believed that an economy is best regulated by the invisible hand of competition, the battle among businesses for consumer acceptance. Smith thought that competition among firms would lead to consumers receiving the best possible products and prices because less efficient producers would gradually be driven from the marketplace.

private enterprise system economic system that rewards businesses for their ability to identify and serve the needs and demands of customers.

competition battle among businesses for consumer acceptance.
This invisible hand concept is a basic premise of the private enterprise system. In the U.S., competition regulates much of economic life. To compete successfully, each firm must find a basis for competitive differentiation, the unique combination of organizational abilities and approaches that sets a company apart from competitors in the minds of consumers. New Jersey-based Commerce Bancorp, whose branches serve customers in Delaware, New Jersey, New York, and Pennsylvania, has differentiated itself from its competitors by doing away with so-called bankers’ hours and bulletproof tellers’ windows. The firm encourages its employees to think of themselves as retailers who are there to serve customers. “It’s all about the customer,” says Commerce branch manager Regina McGee. “If you don’t have customers, you don’t have a job.”11
Businesses operating in a private enterprise system face a critical task of keeping up with changing marketplace conditions. Firms that fail to adjust to shifts in consumer preferences or ignore the actions of competitors leave themselves open to failure. For a success story, consider SCP Pool Corp., the world’s largest swimming pool supply company. In just 25 years, it grew from a single location in suburban New Orleans to 200 service centers throughout North America and Europe staffed by 2,400 SCP employees. When the economy slowed during the early years of this century, many consumers cut back on spending, particularly on items that were perceived to be luxuries, like built-in swimming pools, turning instead to less costly forms of entertainment. But CEO Manuel Perez de la Mesa was undaunted by this change in preference. “This is a middle-class product,” he explains. “People didn’t realize that 76 percent of pool owners actually earn less than $75,000 a year.” So SCP launched an awareness campaign—called Backyard Escape—about the benefits of backyard pools, including marketing kits for pool contractors, a Web site, an online brochure, and a contractor directory. SCP marketers say that the campaign has actually helped the company expand its market.12
Throughout this book, our discussion focuses on the tools and methods that 21st-century businesses apply to compete and differentiate their goods and services. We also discuss many of the ways in which market changes will affect business and the private enterprise system in the years ahead.

Basic Rights in the Private Enterprise System

Certain rights critical to the operation of capitalism are available to citizens living in a private enterprise economy. As shown in Figure 1.3, these include the rights to private property and profits, freedom of choice, and competition.

FIGURE 1.3

Basic Rights within a Private Enterprise System
The right to private property is the most basic freedom under the private enterprise system. Every participant enjoys the right to own, use, buy, sell, and bequeath most forms of property, including land, buildings, machinery, equipment, patents on inventions, and various intangible properties.

The private enterprise system also guarantees business owners the right to all profits—after taxes—they earn through their activities. Although a business is not assured of earning a profit, its owner is legally and ethically entitled to any income it generates in excess of costs.

Freedom of choice means that a private enterprise system relies on the potential for citizens to choose their own employment, purchases, and investments. They can change jobs, negotiate wages, join labor unions, and choose among many different brands of goods and services. People living in the capitalist nations of North America, Europe, and other parts of the world are so accustomed to this freedom of choice that they sometimes forget its importance. A private enterprise economy maximizes individual human welfare and happiness by providing alternatives. Other economic systems sometimes limit freedom of choice to accomplish government goals, such as increasing industrial production.

The private enterprise system also permits fair competition by allowing the public to set rules for competitive activity. For this reason, the U.S. government has passed laws to prohibit “cutthroat” competition—excessively aggressive competitive practices designed to eliminate competition. It also has established ground rules that outlaw price discrimination, fraud in financial markets, and deceptive advertising and packaging.

The Entrepreneurship Alternative

One of the exciting career options offered by capitalism is entrepreneurship. In fact, the entrepreneurial spirit beats at the heart of private enterprise. An entrepreneur is a risk taker in the private enterprise system. Individuals who recognize marketplace opportunities are free to use their capital, time, and talents to pursue those opportunities for profit. The willingness of individuals to start new ventures drives economic growth and keeps pressure on existing companies to continue to satisfy customers. If no one were willing to take economic risks, the private enterprise system wouldn’t exist.

entrepreneur risk taker in the private enterprise system.
By almost any measure, entrepreneurial spirit fuels growth in the U.S. economy. Of the businesses operating in the U.S. economy during the course of a year, about one in seven first started operating during the past 12-month period. These newly formed businesses are also the source of many of the nation’s new jobs each year. Every year, they create more than one of every five new jobs in the economy. Most measures of entrepreneurship look at the smallest or youngest businesses on the assumption that they are the enterprises in which entrepreneurship is most significant. These companies are a significant source of employment or self-employment. Of the 20 million U.S. businesses currently in operation, 15 million are self-employed people without any employees. Nearly 12 million U.S. employees currently work for a business with fewer than 10 employees.13 Besides creating jobs and selling products, entrepreneurship provides the benefits of innovation. In contrast to more established firms, start-up companies tend to innovate most in fields of technology that are new and uncrowded with competitors, thereby making new products available to businesses and consumers.

Entrepreneurs often find novel ways to use natural resources, technology, and other factors of production. Nathaniel Weiss found a creative application for technology: a package of hardware and software that translates music played on a guitar into sheet music. His product, called G-vox, became a hit among guitarists because it saved them the long process of transcribing the solos and songs they wrote. With publicity in guitar magazines, Weiss was able to sell G-vox in small music stores and through mail order. He then expanded on this success by developing G-vox products that work with other instruments and that not only transcribe music but also play the sounds of other instruments, so musicians can hear how they sound together with other instruments being played. These products are particularly useful for teaching. Weiss succeeded because he not only had good product ideas but also worked with others to make his ideas a success. He negotiated a deal with Fender and then teamed up with publisher McGraw-Hill to develop more products for the educational market. Thanks to Weiss’s creativity and his ability to collaborate with others, G-vox Interactive Music has grown to 50 employees, and its size has been doubling every year. G-vox constantly updates its products, and consumers can currently order new versions of its Encore, Music Time Deluxe, and Master Tracks Pro products online at the company Web site.14
Entrepreneurship is also important to existing companies in a private enterprise system. Large firms often encourage entrepreneurial thinking, hoping to benefit from enhanced flexibility, improved innovation, and new market opportunities. Jim Throneburg runs his family’s North Carolina sock manufacturing firm, Thorlo. The company has been around for a long time, and Throneburg makes certain it continually innovates and changes. A few decades ago, he noticed that American consumers had begun buying different athletic shoes for different sports. “If the shoe changed for function, I figured I needed to design a sock that complemented the shoe,” he recalls. His figuring resulted in a thick-soled hiking sock and later a padded sock for the military. Since then, Thorlo has created more than 25 varieties of sport socks. Throneburg invests heavily in research—in search of new markets and new technologies. Thorlo has spent millions on developing new yarns and designs, and the firm responds to requests from its customers for new products. “Everything that’s not labor and material is R&D [research and development] as far as I’m concerned,” notes Throneburg.15

They Said It

A dream doesn’t become reality through magic; it takes sweat, determination, and hard work.

—Gen. Colin Powell (b. 1937) U.S. Secretary of State
As the next section explains, entrepreneurs have played a vital role in the history of American business. They have helped to create new industries, developed successful new business methods, and improved U.S. standing in global competition.

1. What is an alternative term for private enterprise system?

2. What is the most basic freedom under the private enterprise system?

3. What is an entrepreneur?
Six Eras in the History of Business

In the roughly four centuries since the first European settlements appeared on the North American continent, amazing changes have occurred in the size, focus, goals, and use of technology of U.S. businesses. As Table 1.2 indicates, U.S. business history is divided into six distinct time periods: (1) the Colonial period, (2) the Industrial Revolution, (3) the age of industrial entrepreneurs, (4) the production era, (5) the marketing era, and (6) today’s relationship era. The next sections describe how events in each of these time periods have influenced U.S. business practices.

Table 1.2
Six Eras in Business History

Era
Main Characteristics
Time Period

Colonial
Primarily agricultural
Prior to 1776

Industrial Revolution
Mass production by semiskilled workers, 
1760–1850 
aided by machines


Industrial entrepreneurs
Advances in technology and increased demand 
Late 1800s 
for manufactured goods, leading to enormous  
entrepreneurial opportunities


Production
Emphasis on producing more goods faster, 
Prior to 1920s 
leading to production innovations like assembly  
lines


Marketing
Consumer orientation, seeking to understand 
Since 1950s 
and satisfy needs and preferences of customer  
groups


Relationship
Benefits derived from deep, ongoing links with 
Began in 1990s 
individual customers, employees, suppliers, and  
other businesses
The Colonial Period

Before the U.S. Declaration of Independence from Great Britain in 1776, Colonial society emphasized rural and agricultural production. Colonial towns were small compared with European cities, and they functioned as marketplaces for farmers, craftspeople, bankers, and lawyers. The economic focus of the nation centered on rural areas, since prosperity depended on the output of farms and plantations. The success or failure of crops influenced every aspect of the economy.

Colonists depended on England for manufactured items as well as financial backing for their infant industries. Even after the Revolutionary War (1776–1783), the U.S. maintained close economic ties with England. British investors continued to provide much of the financing for developing the U.S. business system, and this financial influence continued well into the 19th century.

The Industrial Revolution

The Industrial Revolution began in England around 1750, moving business operations from an emphasis on independent, skilled workers who specialized in building products one by one to a factory system that mass-produced items by bringing together large numbers of semiskilled workers. The factories profited from the savings created by large-scale production, bolstered by increasing support from machines over time. As businesses grew, they could often purchase raw materials more cheaply in larger lots than before. Specialization of labor, limiting each worker to a few specific tasks in the production process, also improved production efficiency.

Influenced by these events in England, business in the U.S. began a time of rapid industrialization. Agriculture became mechanized, and factories sprang up in cities. During the mid-1800s, the pace of the revolution was increased as newly built railroad systems provided fast, economical transportation. In California, for example, the combination of railroad building and the gold rush fueled a tremendous demand for construction.

The Age of the Industrial Entrepreneur

Building on the opportunities created by the Industrial Revolution, entrepreneurship increased in the U.S. during the late 19th century. In 1900, Arthur R. Wilson and several partners paid $10,000 in gold coins for a 27-acre parcel of granite-rich land in California. This natural resource was the basis for Granite Rock Co., which provided the material for roads and buildings in California’s booming economy. The company, now called Graniterock, evolved in response to technological, competitive, and marketplace demands and continues to survive in the 21st century.

Inventors created a virtually endless array of commercially useful products and new production methods. Many of them are famous today:

•
Eli Whitney introduced the concept of interchangeable parts, an idea that would later facilitate mass production on a previously impossible scale.

•
Robert McCormick designed a horse-drawn reaper that reduced the labor involved in harvesting wheat. His son, Cyrus McCormick, saw the commercial potential of the reaper and launched a business to build and sell the machine. By 1902, the company was producing 35 percent of the nation’s farm machinery.

•
Cornelius Vanderbilt (railroads), J. P. Morgan (banking), and Andrew Carnegie (steel), among others, took advantage of the enormous opportunities waiting for anyone willing to take the risk of starting a new business.

•
Cleveland bookkeeper John D. Rockefeller saved and borrowed to finance his own dry goods trading business. The business thrived, and Rockefeller decided to go into oil refining. By age 31, he was well on his way to becoming one of the richest men in the world. The company he founded in 1868, the Standard Oil Co., was declared a monopoly by the U.S. government in 1911 and ordered to be broken up into more than 30 small units. Today, its descendants continue as multibillion-dollar global businesses and are key components of such multinational oil giants as ExxonMobil, BPAmoco, ChevronTexaco, and ConocoPhillips.16
The entrepreneurial spirit of this golden age in business did much to advance the U.S. business system and raise the overall standard of living of its citizens. That market transformation, in turn, created new demand for manufactured goods.

The Production Era

As demand for manufactured goods continued to increase during the early years of the 20th century, businesses focused even greater attention on the activities involved in producing those goods. Work became increasingly specialized, and huge, labor-intensive factories dominated U.S. business. Assembly lines, introduced by Henry Ford, became commonplace in major industries. Business owners turned over their responsibilities to a new class of managers trained in operating established companies. Their activities emphasized efforts to produce even more goods in quicker processes.

During the production era, business focused attention on internal processes rather than external influences. Marketing was almost an afterthought, designed solely to distribute items generated by production activities. Little attention was paid to consumer wants or needs. Instead, businesses tended to make decisions about what the market would get. If you wanted to buy a Ford Model T automobile, your color choice was black—for decades the only color produced by the factory.

The Marketing Era

The Great Depression of the early 1930s changed the shape of U.S. business yet again. As incomes nose-dived, businesses could no longer automatically count on selling everything they produced. Managers began to pay more attention to the markets for their goods and services, and sales and advertising took on new importance. During this period, selling was often synonymous with marketing.
Demand for all kinds of consumer goods exploded after World War II. After nearly five years of doing without new automobiles, appliances, and other items to contribute to the war effort, consumers were buying again. At the same time, however, competition also heated up. Soon businesses began to think of marketing as more than just selling; they envisioned a process of determining what consumers wanted and needed and then designing products to satisfy those needs. In short, they developed a consumer orientation.
Businesses began to analyze consumer desires before beginning actual production. Consumer choice skyrocketed. Today’s automobiles no longer come just in black; instead, car buyers can choose from a wide range of colors and accessories.

Businesses also discovered the need to distinguish their goods and services from those of competitors. Branding, the process of creating an identity in consumers’ minds for a good, service, or company, is an important tool used by marketing-oriented companies. A brand can be a name, term, sign, symbol, design, or some combination that identifies the products of one firm and differentiates them from competitors’ offerings.

brand name, term, sign, symbol, design, or some combination that identifies the products of one firm and differentiates them from competitors’ offerings.
One of the early masters of branding was Ray Kroc, who bought a small restaurant and built it into the famous McDonald’s restaurant chain. Kroc insisted that every one of his restaurants follow the same operating procedures and offer similar menu items, reinforcing the nationwide image of the growing restaurant franchise in consumer minds across the country. Today, the golden arches are among the best-known company symbols in the world.

The marketing era has had a tremendous effect on the way business is conducted today. Even the smallest business owners recognize the importance of understanding what customers want and the reasons they buy.

The Relationship Era

Contemporary business has entered a new age, driven by advances in information technology. Powerful computers, online connections, and other technologies are helping businesses to form deep, direct links with their customers, employees, and suppliers. During this new era, the relationship era, business has begun to focus on developing and leveraging relationships for mutually beneficial returns. Graniterock—introduced in the section on the industrial entrepreneur—invites customers to visit its Web site, not just to order products, but to calculate materials requirements, subscribe to its quarterly newsletter, and learn about its commitment to quality. By interacting with Graniterock on its Web site, customers forge stronger ties than they would by simply viewing the occasional advertisement and calling to place orders for granite or ready-mix concrete.17
Businesses gain several advantages by developing ongoing connections with customers. Since it is much less expensive to serve existing customers than to find new ones, businesses that develop long-term customer relationships can reduce their overall costs. Long-term relationships with customers enable businesses to improve their understanding of what customers want and prefer from the company. As a result, businesses enhance their chances of sustaining real advantages through competitive differentiation.

Relationships have helped Dell, Inc. maintain a competitive edge as personal computers become less of an innovation and more of a commodity. The company developed its reputation for excellence by offering customized personal computers (PCs), sold over the telephone and delivered within days. Consumers and businesspeople alike can call Dell, specify the size of hard drive, modem speed, monitor dimensions, and other features, and the company builds the computer to order. Today, customers can also place customized orders by clicking on options at the company’s Web site. Dell further cements that relationship by including on-site service as part of the computer purchase.

For large and small business customers, Dell takes the relationship building further. When customers buy more than $50,000 worth of products from Dell each year, the company assigns a manager to service the account, assisting the buyer in placing orders and solving any problems that might arise. The account managers get to know their customers and phone them with information about products that can help them improve their results. Dell uses high-tech as well as high-touch to stay close to its customers. Through its Web site, the company offers a service called Premier Page. Companies that set up a Premier Page can not only place orders there but can also track order status and details of past purchases and arrange to have Dell install software on their computers, even their own customized programs. Customers can use their Premier Page to connect to technical support instantly.18
Dell is just one of the thousands of both small and large businesses to discover that the relationship era is an age of connections. Connections—between businesses and customers, employers and employees, technology and manufacturing, and even separate companies—are fueling economic growth. The world economy is increasingly interconnected, as businesses expand beyond their national boundaries. In this new global economy, techniques for managing networks of people, businesses, information, and technology are of paramount importance to business success.

Each new era in U.S. business history has forced managers to reexamine the tools and techniques they formerly used to compete. Tomorrow’s managers will need creativity and vision to stay on top of rapidly changing technology and to manage complex relationships in the global business world of the fast-paced 21st century.

1. During which era could customers buy only black Model Ts?

2. During which era was the idea of branding developed?
Managing the Technology Revolution

The relationship era is driven by new technologies that are changing nearly every aspect of people’s lives. To succeed in the 21st century, business leaders must understand how technology is changing the shape of not just business, but the world as a whole.

This insight can begin with a definition of technology as a business application of knowledge based on scientific discoveries, inventions, and innovations. In business, technology can streamline production, creating new opportunities for organizational efficiency. Technological innovation has played a part throughout business history. During the Colonial era, scientific discoveries about agriculture increased farm production. During the Industrial Revolution, factories allowed mass production of goods. During the production era, assembly lines streamlined manufacturing. Today, a factory may rely on automated machinery to produce finished products. In an office, computers may simplify the process of managing the information involved in running a business.

Technological breakthroughs such as supercomputers, laser surgery, and cars powered by electricity and natural gas result in new goods and services for consumers, improved customer service, reduced prices, and more comfortable working conditions. Technology can make products obsolete, just as contact lenses and laser surgery reduced the eyeglass market, and DVDs are rapidly replacing videocassettes. Technology also opens up new business opportunities. First there was the creation of DVDs; now there is the creation of self-destructing DVDs. Companies like Flexplay and SpectraDisc have developed versions of “disposable” DVDs, in which a time-release chemical eventually renders the discs unusable. Both companies believe that their technology of nonreturnable, limited-life discs will solve the problem of late fees and stock disappearing from the shelves of rental stores.19
Changes in technology can also create whole new industries and new ways of doing business. Perhaps the most significant of these changes is the Internet.

The Internet

The Internet is a worldwide network of interconnected computers that, within limits, lets anyone with access to a PC or other computing device send and receive images and data anywhere. The roots of the Internet began when the U.S. Department of Defense created a secure military communications system in 1969. Over time, other government and business computer networks were also created and interlinked. In 1986, the National Science Foundation facilitated comprehensive connections among many of these computer networks by dedicating five supercomputers that allowed all of the various networks to communicate with each other.

Internet worldwide network of interconnected computers that, within limits, lets anyone with a PC or other computing device send and receive images and data anywhere.
In 1993, Internet usage began to spread to individual users with the development of the World Wide Web (or Web), an interlinked collection of graphically rich information sources within the larger Internet. The Web has opened new opportunities for organizations and individuals to communicate their messages to the world on Web sites. More than half of all U.S. households have at least one computer, most of which are connected to the Internet. In addition, many people access the Internet through Web-enabled phones and other handheld devices. Businesses and individuals communicate over the Internet via e-mail, instantly sending messages, documents, and pictures around the globe. E-mail is the most widely used Internet application.

What does the Internet mean to business? First, it represents a huge community of prospective customers. Hundreds of millions of people use the Internet. Although the U.S. still has the largest concentration of users, China, the United Kingdom, and Germany are close behind. Women make up about 45 percent of users worldwide, and the fastest-growing age group on the Internet is seniors.20 Many of those people currently connected to the Internet are spending money online. Retail sales online reached $72 billion during one recent year, representing a 41 percent increase; in contrast, traditional retail sales rose to $2.25 trillion, representing a 4.2 percent increase.21 The Internet is also a major source of jobs. A recent study found that the number of Internet-related jobs had reached the 2.5 million mark and continues to grow.

The opportunities brought by the Internet are particularly significant for low-income developing nations. Even in countries where phone lines and computers are rare, people are accessing the Internet with cellphones and at Internet cafes and public access centers sponsored by government and charitable organizations. At the I-Cafe in remote Ulan Bator, Mongolia, a newspaper reporter recently found students looking for scholarships to U.S. universities and a trader corresponding via e-mail with a partner in Russia. The trader, Tamir Hyadborjigin, uses the Internet to find and communicate with trading partners, including the Russian company, which supplies leather-processing equipment, and a California company from which he plans to import vitamins to sell in Mongolia. Besides negotiating purchases over the Web, Hyadborjigin plans to set up a Web site to sell leather products in other countries.22
The Internet facilitates direct, interactive relationships between businesses and their customers. Instead of relying on intermediaries such as retailers, agents, and brokers to reach customers, businesses can now connect directly with the people who buy and use their products. People now book over $5 billion in airline tickets at self-service Web sites like Travelocity and Expedia. Travel agents must now find ways to use the Internet to better serve their customers. Vacationers who are interested in a repeat trip to Disney World can register at Waltdisneyworld.com, type in the date of their last visit to the park—along with other information such as birthdays and children’s ages—and receive a personalized account of what has changed at the park since their last visit.23
The Internet’s interactive capability also allows businesses to customize their products and communications for individual customers around the world. Catalog marketer Lands’ End was the first business to use its Web site to let shoppers specify their physical characteristics that are then used to design three-dimensional models of themselves. They can try clothes from the Web site on the model and rotate the model 360 degrees to show how the clothes look on a person with those dimensions.24 Chapter 7 describes in greater detail how the Internet works and how companies are applying Internet technology to forge relationships with customers.

1. Describe three ways in which business benefits from technology.

2. What is the most widely used Internet application?
From Transaction Management to Relationship Management

As business enters the 21st century, a significant change is taking place in the ways companies interact with customers. Since the Industrial Revolution, most businesses have concentrated on building and promoting products and then hoping that enough customers would buy them to cover costs and earn acceptable profits, an approach called transaction management.
In contrast, in the relationship era, businesses are taking a different, longer-term approach to their interactions with customers. Firms now seek ways to actively nurture customer loyalty by carefully managing every interaction. They earn enormous paybacks for their efforts. A company that retains customers over the long haul reduces its advertising, sales, and account initiation costs. Since customer spending tends to accelerate over time, revenues also grow. Companies with long-term customers often can avoid the costly reliance on price discounts to attract new business, and they find that many new customers come from loyal customer referrals.

Increasingly, business focuses on relationship management, the collection of activities that build and maintain ongoing, mutually beneficial ties with customers and other parties. At its core, relationship management involves gathering knowledge of customer needs and preferences and applying that understanding to get as close to the customer as possible. American Skiing Co. (ASC) has suffered through a few snowless winters—and some missed opportunities. Now, the company is launching a massive effort to get in touch with current skiers as well as people who might become skiers. ASC owns seven resorts across the country, from Sunday River in Maine to Steamboat in Colorado to the Canyons in Utah. Each resort has its own identity and loyal following. ASC is determined to enhance those identities, secure a loyal following, and develop new customers. “We have the best snow, the best service, the best lifts, and the best programs,” claims John Urdi, vice president of sales and marketing for ASC’s Attitash Bear Peak in New Hampshire. “We just have to reiterate that and reintroduce it to the skiing public.” Under its new plan, ASC will make greater investments in database technology and collect and use gathered information to learn more about customers, conduct consumer research, and develop more programs to attract families and children. Each of these initiatives is designed to build relationships with skiers—and potential skiers—of all ages.25

relationship management collection of activities that build and maintain ongoing, mutually beneficial ties between a business and its customers and other parties.
Because so many companies have begun to rely on different types of technology during the past decade, customers often feel left out in the cold—phones are answered by computers and business processes are automated. Sometimes it’s impossible to reach a human being to ask a question or make a complaint. Some smart companies are now turning the trend around, moving back toward human interaction and gaining a competitive edge by doing so. Paul Estenson, CEO of E Group, a marketing services company based in Minneapolis, believes in developing real relationships with his customers. At his company, every call is answered by an employee and addressed immediately. “We’re in a last-minute, we-want-it-yesterday industry, where our customers have specific needs to be addressed immediately,” he explains. “If we miss a call or procrastinate on a voice message, our customers call our competition—we can’t afford that. We answer every call and service the customer right then and there.” A recent survey showed that 90 percent of E Group’s customers were pleased with the personal attention they received.26

EGroup develops relationships with consumers by promising to deliver personalized Web searches.

Courtesy of EGroup, Inc.
Strategic Alliances and Partnerships

Businesses are also finding that they must form partnerships with other organizations to take full advantage of available opportunities. A partnership is an affiliation of two or more companies with the shared goal of assisting each other in the achievement of common goals. One such form of partnership between organizations is a strategic alliance, a partnership formed to create a competitive advantage for the businesses involved.

Some of the most widely reported strategic alliances today involve partnerships between dot-com businesses—those formed to sell goods and services on the Internet—and traditional retailers that have experience selling to consumers through stores or catalogs. The traditional retailers contribute their expertise in buying the right amount of the right merchandise, as well as their knowledge of distribution—accepting orders and warehousing and transporting the goods. Often, they also provide a more familiar brand name. The dot-com businesses contribute their knowledge of the Internet, ability to provide the latest technology, and the fast pace of a start-up enterprise. Bloomingdale’s, Home Depot, Dell, Inc., IBM, and Motorola all have one thing in common: an arrangement with eBay in which they sell excess or outdated merchandise—everything from laptops to tractors to clothes—on the Internet auction site. With this agreement between retailers and the Web marketing giant, everyone wins: Consumers get good prices, the retailers get 45 cents on the dollar instead of the 20 cents they’d earn in a clearance or liquidation sale, and eBay gets a cut.27
Sometimes Internet companies make alliances with each other. AOL recently asked Google to become AOL’s exclusive search engine, in return for which AOL would distribute Google’s ads to its 35 million subscribers.28 Traditional companies make alliances as well. American Skiing Co., mentioned earlier, is increasing its marketing alliances with companies like Pepsi and ExxonMobil to attract more customers. For instance, consumers who fill up at Mobil stations three times during the winter can receive a $10 coupon for use toward a lift ticket at an ASC ski resort.29

1. What is the difference between transaction management and relationship management?

2. Why do companies form strategic alliances?
Creating Value through Quality and Customer Satisfaction

Today’s savvy consumers want the satisfaction of acquiring more than ordinary goods and services. Their demands extend beyond just low prices. Firms seeking to tighten bonds with customers must provide value to customers to earn their long-term loyalty.

Value is the customer’s perception of the balance between the positive traits of a good or service and its price. Customers who think that they have received value—that is, positive benefits for a fair price—are likely to remain satisfied and continue their relationships with a firm. But when customers perceive an inequitable balance between benefits and price, they become dissatisfied and start looking for opportunities outside their relationships with the business. Value is also an important way to differentiate goods and services from competing offerings. A firm that provides real value to customers often enjoys superior advantages and wider opportunities in the marketplace. Although many business strategists argue that being first to enter a market offers assurance of success, recent history shows examples of first movers losing out to companies that offered greater value. More people buy their personal computers from companies like Dell, which customize their offerings, than from industry pioneers like IBM.30

value customer’s perception of the balance between the positive traits of a good or service and its price.
Customers’ value perceptions are often tied to quality, the degree of excellence or superiority of a firm’s goods and services. Technically, quality refers to physical product traits, such as durability and performance reliability. Figure 1.4 emphasizes the high-quality design and performance of the Toyota Camry, quoting reviews from reputable sources such as The New York Times and The Detroit News. However, quality also includes customer satisfaction, the ability of a good or service to meet or exceed buyer needs and expectations. In the realm of online shopping, quality includes not just the characteristics of the products sold but the ability of online sellers to protect credit card purchasers from theft or misuse of their card number and to deliver the products advertised within the promised time.

customer satisfaction ability of a good or service to meet or exceed a buyer’s needs and expectations.

FIGURE 1.4

The Importance of Quality
Technology wields a double-edged sword for customer satisfaction. On the one hand, using technology can give a business the ability to improve interactions with customers. On the other hand, technologies like online communications, computerized engineering, and satellite communications have led customers to expect more from firms with which they do business. Customers are no longer content to wait for replies to their questions or complaints. They expect instant responses and personalized attention to their needs. They now insist on products that can perform expanded functions with improved reliability. Firms that do not keep up with customer expectations lose customers to rivals that do. Stephen and Bo Kline, owners of Typhoon, a small chain of Thai restaurants in the Pacific Northwest, have learned how to harness technology to improve their customers’ dining experience. Wait staff at Typhoon carry handheld computers containing software developed by Vectron Systems, enabling them to take dinner orders at each table and transmit them directly to the kitchen. Using the new system can cut as much as 15 minutes off the waiting time per table, meaning that customers receive their dinners more quickly, which increases their satisfaction.31 It is clear that businesses in all industries face a common challenge of finding new ways to add value to customer interactions through increased customer satisfaction and quality.

They Said It

Quality in a product...is not what the supplier puts in. It is what the customer gets out and is willing to pay for....Customers pay only for what is of use to them and what gives them value.

—Peter Drucker (b. 1909) American business philosopher and author
1. Define the term value.

2. Describe the different aspects of quality.
Competing in a Global Market

Businesses can no longer limit their sights to events and opportunities within their own national borders. The world’s economies are developing increasing interdependence. To remain competitive, companies must continually search for both the most efficient manufacturing sites and the most lucrative markets for their products.

International trade is currently expanding at an annual rate of more than 3 percent.32 The U.S. is the leading player in this global market: U.S. exports of merchandise account for 12 percent of the world’s exports, and U.S. exports of commercial services represent more than 18 percent of the world’s services exports.33 Major trading partners—led by Canada, Mexico, Japan, and China—are shown in Figure 1.5. Emerging economies in Latin America, Eastern Europe, and Asia are presenting tremendous opportunities for trade. Rising standards of living in these areas have created increasing customer demand for the latest goods and services.

FIGURE 1.5  Top-10 Trading Partners with the U.S.

Source: U.S. Census Bureau, “Top Ten Countries with which the U.S. Trades,” accessed at the Census Bureau Web site, http://www.census.gov/foreign-trade/top/dst/current/balance.html, January 15, 2004.
The prospects of succeeding in the global marketplace appeal to U.S. businesses, which can find huge markets outside North America. Of the world’s 6 billion residents, just 5 percent reside in the United States. U.S. giants such as The Coca-Cola Co. and Microsoft have proved that they can duplicate their domestic success abroad. As shown in Figure 1.6, 8 of the world’s top-10 brands have U.S. origins. The only non-U.S. brands to make the top 10 are Nokia (Finland) and Mercedes (Germany).

FIGURE 1.6  The World’s 10 Most Valuable Brands

Source: Data from Interbrand Corp. and J.P. Morgan Chase & Co., in “The Best Global Brands,” BusinessWeek, August 5, 2002, http://www.businessweek.com.
Going global has been a significant opportunity for Wal-Mart, as described in the Best Business Practices box. Wal-Mart is already the largest employer in 21 states in the U.S., with sales that represent more than 2 percent of the nation’s gross national product. But the company is also expanding across the world at a rapid rate, with 4,000 stores in 9 countries, where consumers can purchase local foods and brands at great prices. The process of growth is complicated for the superpower, but its philosophy is simple. According to CEO Lee Scott: “Simply put, our long-term strategy is to be where we’re not.”34
Many U.S. businesses are also finding that imported goods made by foreign manufacturers can create new opportunities to satisfy the needs of domestic consumers. One of these businesses is Papa Geno’s Herb Farm, described earlier in this chapter. Papa Geno’s buys specialty herbs from the best suppliers, a strategy that sometimes requires overseas travel. The company buys lavender from a farmer in Provence in southern France. Every year, two employees from Papa Geno’s fly to France “with cash stuffed in their underwear” to sit down at the farmer’s kitchen table, share a bottle of wine, and reach a deal with her. For other companies, foreign suppliers are attractive because of their prices. An important reason the electronics industry is booming in Mexican cities like Guadalajara and Monterrey is that the costs of making circuit boards and assembling computers and electronic gadgets are much lower there. This trend provides a source of low-cost goods for U.S. consumers, as well as business opportunities for companies.

Naturally, the Internet has broadened horizons for companies of all sizes. Small businesses now have access to the world market, as do the firms that serve those businesses. As illustrated in Figure 1.7 on page 23, Federal Express offers online services to assist businesses in estimating duties and taxes, as well as access to customs forms and documents.

FIGURE 1.7

Operating in the Global Market
The U.S. is an attractive market for foreign competitors because of its size and high standard of living. Foreign companies like Matsushita and Sun Life of Canada operate production, distribution, service, and retail facilities here. Foreign ownership of U.S. companies has increased as well. MCA is a well-known firm with foreign parents. Foreign investment in the U.S. means additional competitive pressures for domestic firms.

Best Business Practices

Wal-Mart Goes Global

The late Sam Walton would be proud of the company he founded. But he probably wouldn’t be surprised. Walton’s Wal-Mart beginnings can be traced to a little five-and-dime store that opened more than 40 years ago in northwest Arkansas—where its headquarters are still located. Today Wal-Mart is the world’s largest retailer, averaging 100 million customers a week, employing more than 1.3 million workers, with stores in nine countries, and $240 billion in sales. Single-day sales recently topped $1.42 billion, a number that is greater than the gross domestic product of 36 countries. And Wal-Mart has more employees in uniform than the U.S. Army.


If the various Wal-Mart departments were thought of as separate stores, they would rank No. 1 in sales of such products as groceries, toys, guns, diamonds, CDs, apparel, jewelry, sporting goods, and video games. Several additional product categories far outpace any competitor in the U.S. market. They include dog food (36 percent of the U.S. market), disposable diapers (32 percent), photographic film (30 percent), toothpaste (26 percent), and pain remedies (21%). But Wal-Mart collects and analyzes mountains of data and uses them to make sure that store inventories are always on hand and that they match shopper preferences. For example, customers in the Shenzhen store just north of Hong Kong can dip into huge tanks of live crabs, fish, frogs, and shrimp to suit their dining tastes. Wal-Mart workers will even gut and clean the creatures if consumers don’t want to do it themselves. At the same store in Hong Kong, employees walk the aisles shouting out special low prices, much as they would in an open marketplace. Across the world in Manchester, England, consumers scoop up deals on the popular George-brand clothing, which Wal-Mart gets from a British subsidiary, ASDA. In Germany, the famous Wal-Mart door-greeters have been dismissed because German consumers have declared that they prefer privacy while shopping.


Achieving this kind of global presence means that Wal-Mart must find ways to purchase and deliver the right products to the consumers who want them—at the right price. So, Wal-Mart has set up a system for “global procurement,” in which it purchases goods in bulk from countries around the world for all of its consumers. By doing this, Wal-Mart can save money by purchasing large quantities of goods at one time from a few sources. For instance, the company buys most of its cotton towels and related goods from India, where the Indian factories are part of Wal-Mart’s Retail Link information system. Product suppliers who are also part of the system—like Hanes—can access inventory information and replenish goods whenever necessary. Similar systems guarantee huge profits on goods procured from countries such as China, where Wal-Mart purchases $6 billion of goods a year.


Although Wal-Mart is now the largest U.S. company, management is not content to rest on its laurels. Recent offerings include vacation services, used cars, money orders, and flower deliveries. And the most recent push is on expanding into more and more international markets with the intent of making Wal-Mart the largest product supplier in the world. Even Sam Walton would be impressed.

Questions for Critical Thinking

1.
How does Wal-Mart’s system for global procurement contribute to the company’s productivity?

2.
Why is it important for Wal-Mart to continue to expand globally, even though it is the largest corporate employer in the U.S.?

Sources: Company Web site, http://www.walmart.com, accessed January 28, 2004; Jerry Useem, “One Nation under Wal-Mart,” Fortune, March 3, 2003, pp. 66–78; Jim Hopkins, “Wal-Mart’s Influence Grows,” USA Today, January 29, 2003, p. B1; Bill Saporito, “Can Wal-Mart Get Any Bigger?” Time, January 13, 2003, pp. 38–43.
Productivity: Key to Global Competitiveness

Global competitiveness requires nations, industries, and individual firms to work efficiently at producing goods and services. As discussed earlier, firms need a number of inputs, or factors of production, to produce goods and services.

Productivity describes the relationship between the number of units produced and the number of human and other production inputs necessary to produce them. So, productivity is a ratio of output to input. When a constant amount of inputs generates increased outputs, an increase in productivity occurs.

productivity relationship between the number of units produced and the number of human and other production inputs necessary to produce them.
Total productivity considers all inputs necessary to produce a specific amount of outputs. Stated in equation form, it can be written as follows:


Total productivity =   Output (goods or services produced)





   Input (human/natural resources, capital)

Many productivity ratios focus on only one of the inputs in the equation: labor productivity or output per labor-hour. An increase in labor productivity means that the same amount of work produces more goods and services than before.

Productivity is a widely recognized measure of a company’s efficiency. In turn, the total productivity of a nation’s businesses has become a measure of its economic strength and standard of living. Economists refer to this measure as a country’s gross domestic product (GDP)—the sum of all goods and services produced within its boundaries. The GDP is based on the per-capita output of a country—in other words, total national output divided by the number of citizens. As Figure 1.8 shows, the U.S. GDP remains the highest in the world, almost double that of second-ranked China.

FIGURE 1.8

Nations with the Highest Gross Domestic Products

Source: CIA: The World Factbook, “Field Listing—GDP,” April 12, 2003, accessed at the Central Intelligence Agency Web site, http://www.cia .gov/cia/publications/factbook/fields/2001.html.
Some economists argue that this measure doesn’t necessarily prove that the U.S. is the most productive or competitive nation in the world. They point out that Americans actually work longer hours and take fewer vacations than do workers in other countries. And continued economic growth in countries such as China, Japan, and India has raised questions about the global competitiveness of the U.S. Some experts suggest that U.S. managers focus too much on short-term goals and devote insufficient attention to developing long-range plans for worldwide competition. Plant closings, business failures, and employee layoffs are seen as signs of the need to invest more in long-term research, development, and innovation to remain competitive in the global market.

Still, the U.S. had a productivity growth over the last decade, before falling off somewhat during the economic slowdown. Much of the credit for growth goes to technology. During the past two decades, thousands of American companies invested heavily in information technology, and economists believe those investments are paying off in the first decade of the 21st century. Several companies that have led the productivity wave through technology are Wal-Mart, Amazon.com, and Lands’ End.35 Other countries that have made similar investments in technology also have been enjoying productivity gains, including Australia and four European nations: Denmark, Finland, Ireland, and Norway. In these countries, information technology has enabled companies to innovate faster and maintain customer relationships and partnerships around the globe. By contrast, most of the traditionally high-productivity European countries such as Germany have been struggling with productivity. Some experts believe this is partly because many European companies have lagged in applying technology to improve service sector productivity.36

1. Why is the U.S. an attractive market for foreign competitors?

2. What is productivity?
Developing and Sustaining a  World-Class Workforce

A skilled and knowledgeable workforce is an essential resource for keeping pace with the accelerating rate of change in today’s business world. Employers need reliable workers to foster strong ties with customers and partners. They must build workforces capable of the productivity needed to compete in global markets. Business leaders are also beginning to realize that the brainpower of employees plays a vital role in a firm’s ability to stay on top of new technologies and innovations.

A world-class workforce can be the foundation of a firm’s competitive differentiation, providing important advantages over competing businesses. Building a world-class workforce is a difficult task, though, and it is made all the more complex by the changing characteristics of workers as well as the effects of recent business history.

Preparing for Changes in the Workforce

In the coming decades, companies will face several trends that challenge their skills for managing and developing human resources: aging of the population, shrinking labor pool, growing diversity of the workforce, the changing nature of work, and new employer–employee relationships.

Aging of the Population  Members of the baby boom generation, people born between 1946 and 1965, are nearing the peaks of their careers, and the oldest of them have begun to retire. So, employers must deal with issues arising from reliance on older workers, such as retirement, disability programs, retraining, and insurance benefits. By 2030, the number of Americans who are age 65 or older will reach 71 million—nearly double what it is today. These seniors will represent nearly 20 percent of the U.S. population.37 As these individuals leave the workforce, they will attract the attention of businesspeople eager to earn profits by serving their needs. A similar trend is occurring on a global scale. The worldwide population of seniors is expected to double by 2030 as well, from 420 million to 973 million.38 These figures represent challenges for businesses and the societies they serve. Fifty years ago, the world had 12 people of working age to support each person who was 65 or older; today, there are 9 people to support each senior. By the year 2050, there will only be 4 workers for every senior.39
Because of these changes, companies are increasingly seeking—and finding—talent at the extreme ends of the working age spectrum. Teenagers are entering the workforce sooner, and some seniors are staying longer—or seeking new careers after retiring from their primary careers. Companies that once encouraged early retirement are now developing incentives to keep workers on longer.

Shrinking Labor Pool  During the final decades of the 20th century, cost cutters at many large companies eliminated jobs as a way to reduce expenses and boost profits. Now managers face the opposite problem: a shrinking labor pool. Some economists predict that the U.S. workforce could fall short by as many as 10 million by the year 2010. More sophisticated technology has intensified the challenge by requiring workers to have more advanced skills. Although the pool of college-educated workers has doubled in the last 20 years, from 20 million to 40 million, the demand is still greater than the supply of these individuals.40
The challenge of a shrinking labor pool is especially great in developed nations, where the birthrate has shrunk to less than the rate of deaths. Particularly in Europe, the population of some countries is expected to decline over the first half of this century. The same forecasts predict continued growth in the U.S. population because immigration more than makes up for the low birthrate. In the future, as in the past, immigrants will provide a significant share of the nation’s labor and entrepreneurship to the U.S. One estimate predicts that 85 percent of the population growth of 18- to 24-year-olds will be from minorities and immigrant families during the next decade.41
Increasingly Diverse Workforce  Reflecting these immigration trends, the U.S. workforce is growing more diverse. In the last 10 years, California and Florida received the most immigrants, although Colorado, North Carolina, and Kentucky received the greatest percentage of growth in foreign- born residents. Many of these individuals are looking for jobs, and companies are willing to train them. Managers must also learn to work effectively with diverse ethnic groups, cultures, and lifestyles to develop and retain a superior workforce for their company.

To benefit from diversity, executives of many companies develop explicit strategies to encourage and manage multiculturalism. Office Depot, illustrated in Figure 1.9, has a well-developed diversity program for employees. As another example of commitment to diversity, MasterCard recognizes the importance of having a diverse workforce to meet its customers’ needs. All MasterCard employees receive diversity training and participate in career development programs designed to help them fulfill their potential.42 “By being diverse, we can better operate and compete for business globally,” says the ad. “We can also build stronger relationships with our employees, customers, and strategic partners around the world.”

FIGURE 1.9

Office Depot: Developing a  Diverse Workforce

They Said It

You know it’s going to be  hell when the best rapper  out there is a white guy  and the best golfer is a  black guy.

—Charles Barkley (b. 1963) American basketball star
The Changing Nature of Work  Not only is the U.S. workforce changing, but so is the very nature of work. Manufacturing no longer accounts for most of U.S. annual output. Instead, 60 percent of this nation’s GDP comes from services such as banking and communications. This change will lead U.S. employers to rely heavily on service workers with sharp knowledge skills, as well as manufacturing and technological skills. Different work lifestyles, such as telecommuting, are also becoming common in business life. Many employers allow job flexibility so employees can meet family and personal needs along with job-related needs. Employers are also hiring growing numbers of temporary and part-time employees.

Another business tool for staffing flexibility is outsourcing, contracting with another business to perform tasks or functions previously handled by internal staff members. In addition to reducing the continuing costs of hiring and training new employees, outsourcing can make a firm more competitive. Businesses concentrate on the functions that provide competitive differentiation and delegate others that do not add to customer value, such as the details of developing information systems, providing employee benefits, or collecting late payments.

A staffing revolution in which more and more services are being outsourced has occurred recently in the U.S. military. Private companies are now involved in running military mess halls, programming the weapons, specialized training, and even recruiting soldiers. KP duty has become a fading memory.43

Today’s soldier is a business-boosted warrior. Soldiers like this one in Kuwait get more and more backup from private companies who perform services previously the responsibility of men and women in uniform.

Scott Nelson/Getty Images
The New Employer–Employee Partnership  Employees are no longer likely to remain with a single company throughout their entire careers. To handle the challenges of a changing workforce and to gain competitive advantage by fully utilizing employee talents, many employers are trying to form new types of relationships with employees. They know that after the highly publicized layoffs of the past two decades, employees do not expect loyalty in the form of long-term employment. Consequently, employees feel less obligation to remain loyal and spend their entire career at the same company. So employers are trying to build a new kind of relationship—among equals. They emphasize creating an employer-employee partnership that recognizes and encourages workers’ important contributions to providing value and satisfying customers.

To forge the partnerships that support this new kind of commitment, employers emphasize listening to and respecting their employees. They share financial data and reward employees with company stock so that they participate in the firm’s success. In addition, the new employer–employee partnership often includes the employer helping employees to develop their knowledge and skills so that they are more valuable to their current employer—and in the job market down the line.

Reaping the Benefits of Diversity

As discussed previously, today’s workers come from many different ethnic, lifestyle, and age groups. Enlightened business leaders recognize the gain they receive from encouraging all of their employees to contribute their unique perspectives, skills, and experiences.

Diversity, blending individuals of different ethnic backgrounds, cultures, religions, ages, genders, and physical and mental abilities, can enrich a firm’s chances of success. Several studies have shown that diverse employee teams and workforces tend to perform tasks more effectively and develop better solutions to business problems than homogeneous employee groups. This difference is due in part to the varied perspectives and experiences that foster innovation and creativity in multicultural teams.

Since nearly every business serves a diverse group of customers, diversity in its workforce can improve management’s understanding of customer needs and relationships with customer groups, as discussed earlier in the MasterCard International example. MasterCard is used by customers in 210 countries and territories around the world, so developing a workforce that can understand different cultures, speak different languages, and come up with solutions tailored to meet the needs of a diverse customer base makes good business sense.44
Also, practical managers know that attention to diversity issues can help them avoid costly and damaging legal battles. Employee lawsuits alleging discrimination are now among the most common legal issues employers face. Losing a discrimination lawsuit can be very costly, yet in a recent survey, a majority of executives from racial and cultural minorities said they had seen discrimination in work assignments.

1. What is the new employer–employee relationship?

2. How can having a diverse workforce benefit a company?
Wanted: A New Type of Manager

Today’s companies look for managers who are intelligent, highly motivated people with the ability to create and sustain a vision of how an organization can succeed. The 21st-century manager must also apply critical-thinking skills and creativity to business challenges and steer change.

Hits & Misses

Whole Foods Goes for the Whole Market

Organic foods aren’t just for New Age environmentalists and vegetarians anymore. In the last 10 years, the organic foods industry has sprouted into an $11-billion- a-year business. It has become the fastest growing segment of the U.S. grocery market, which now tops $1 trillion, with annual increases expected to top 20 percent for at least the next several years. That’s excellent news for John Mackey, founder and CEO of Whole Foods Market, which is based in Austin, Texas. The company currently has 135 stores around the U.S. and Canada and plans to open another 265 by the year 2010. Whole Foods is the largest natural foods supermarket chain in the world, with $2.6 billion in revenue, and “is growing more rapidly than anyone else out there,” notes an industry analyst with Deutsche Banc Securities. At any of the stores, shoppers can find organically grown produce, free-range chicken, and a host of other products.


What makes Whole Foods successful in an industry that is considered to be one of the most competitive? One major factor is its founder. John Mackey has had a vision for his company since its inception. He wanted to provide fresh, nutritious grocery products to consumers that actually tasted good. “For years, people would say, ‘I’d like to eat healthier, but it tastes terrible,’” he recalls. “We’ve proven that natural cuisine can be intensely pleasurable.” Mackey’s competitive nature has driven him to succeed. He doesn’t worry about criticism, whether it is from animal rights groups that disagree with his choice of meat suppliers or labor unions who want to organize his employees. “We’re a mission-driven company,” Mackey explains, “so people are going to put Whole Foods under more scrutiny than they would a conventional grocery store.” Even recent legislation requiring stricter labeling standards on organic foods doesn’t bother him. He’ll just try to continue creating better value for his customers.

Questions for Critical Thinking

1.
What factors might drive change within Whole Foods? Do you think that John Mackey is good at steering change? Why or why not?

2.
In what ways might Whole Foods benefit from critical thinking and creativity among its workers?

Sources: Company Web site, http://www.wholefoods.com, accessed January 28, 2004; Galina Espinoza and Alicia Dennis, “The Natural,” People, November 4, 2002, pp. 137–138; Stephanie D. Smith, “A Natural Phenomenon,” Money, November 2002, pp. 56B–56C.
Importance of Vision

An important managerial quality needed in the 21st century is vision, the ability to perceive marketplace needs and what an organization must do to satisfy them. For example, not many people imagine paper when they think of the information economy. Most people think of cellphones and laptop computers. But not entrepreneur Norm Brodsky. Brodsky has found that the more information people create and gather with their computers, the more backup copies they print. He already runs a successful records storage business, and on a tip from a supplier, he and two partners investigated a new line of work: secure document shredding. He quickly determined that destroying confidential records was a young and growing industry, with customers willing to pay a premium to maintain the security of their documents even as they are shredded. Some businesses drive a portable shredder directly to customers, and others collect documents in locked containers and shred all the customers’ documents in bulk. By considering an unlikely source of business growth, Brodsky and his partners launched a fast-growing and highly profitable company.45 The “Hits and Misses” box describes another entrepreneur with vision, John Mackey, founder and CEO of Whole Foods Market.

The need for vision isn’t limited to entrepreneurs. Dick Notebaert is credited for bringing telecommunications firm Qwest back from the brink of bankruptcy, which is an achievement in itself; but to turn the company around, its CEO needs vision. The former head of Ameritech began his own quest to save Qwest by renegotiating loans and selling off assets such as Qwest’s Yellow Pages. Next, he traveled around the country to Qwest’s different offices, making sure to connect with employees who, understandably, were worried about their company and their jobs. Then he set out to repair the company’s image and position it as a strong alternative to competitors. Notebaert believes that Qwest’s long-distance business, historically a money-loser, will become profitable in the long run. He is looking for alliances with satellite-TV and cellular companies to help fill gaps in Qwest’s current capabilities. And he believes fervently—while industry watchers are skeptical, especially in the face of a scandal that involved the sales commissions of several managers—that Qwest can make it alone, without a merger.46

Business Tool Kit

Dressing for an Interview

Congratulations ... you’ve got a job interview! If this is your first professional job interview, there are a few basic things you should know before stepping out of your house. You should always dress your best for an interview, and it makes sense to err on the side of conservative. For a professional job interview, take the time and effort to buy a good quality “interview” suit. Here are a few tips on how to dress appropriately for an interview.

1.
Solid colors and conservative suits go a long way toward making you look professional. Although this may not be your style and you may feel creatively stifled in such conservative garb, it’s always best to express your individuality in different, subtler ways. A tasteful scarf or an interesting tie can give the interviewer a small peek into the window of your soul.

2.
You should have no visible piercings, tattoos, or green hair if you’re interviewing for a job in a corporate environment. Most mainstream companies are still looking for young, bright talent ... who can fit into a corporate environment. Those tattoos and piercings are best left hidden or disguised when interviewing for a professional position.

3.
Don’t wear T-shirts, cutoffs, shorts, sandals, or sweat suits. Remember, the key word is professional even if the interviewer tells you that it’s a “business casual” environment. Casual does not mean you can show up to work in your pajamas and slippers, and it certainly doesn’t mean you can interview in them!

4.
Be well groomed and have a neat, professional hairstyle. Subtlety applies to perfume and aftershave as well; you don’t want the defining moment of your interview to be the sneezing fit the interviewer has.

5.
Believe it or not, some interviewers base much of their opinion of you on the condition of your shoes. Be sure they are of good quality, clean, polished, low heeled, and well cared for. And as far as hosiery goes, it’s best to stick with neutral hosiery for women (no runs in your stockings) and black dress socks for men.

Sources: “Checklist—Dressing for an Interview,” September 11, 2002, West Texas A&M University, Career and Counseling Services Web site, located at http://wtcareer.wtamu.edu/cs/student/wear.htm; Alison Doyle, “Dressing for Success: How to Dress for an Interview,” December 2001, about.com’s Guide for Job Searching, located at http://jobsearch.about.com/library/ weekly/aa120201a.htm. 

They Said It

Never lose hope in your dreams. For without dreams, life  is a broken-winged bird  that cannot fly.

—Langston Hughes (1902–1967) American poet
Importance of Critical Thinking  and Creativity

Critical thinking and creativity are essential characteristics of the 21st century workforce. Today’s businesspeople need to look at a wide variety of situations, draw connections between disparate information, and develop future-oriented solutions.

Critical thinking is the ability to analyze and assess information to pinpoint problems or opportunities. The critical-thinking process includes activities like determining the authenticity, accuracy, and worth of information, knowledge, and arguments. It involves looking beneath the surface for deeper meaning and connections that can help to identify critical issues and solutions.

Creativity is the capacity to develop novel solutions to perceived organizational problems. Although most people think of it in relation to artists, musicians, and inventors, that indicates a very limited definition. In business, creativity refers to the ability to see better and different ways of doing business. A computer engineer who solves a glitch in a software program is executing a creative act; so is a mail-room clerk who finds a way to speed delivery of the company’s overnight packages. Companies must constantly find innovative ways to communicate with and attract new customers, while keeping the interest of established customers. About 10 years ago, Coach was a stodgy division of Sara Lee Corp. that was best known for its sturdy briefcases and handbags—tailored, but hardly stylish. Designs just weren’t keeping up with current trends, so leather goods shoppers drifted off to competitors such as Ralph Lauren and Donna Karan. Sales plummeted. “We were about to hit a wall,” recalls CEO Lew Frankfort. Recognizing that the company needed a shot of creativity, Frankfort hired former Tommy Hilfiger designer Reed Krakoff as Coach’s new creative director. Krakoff turned to his favorite artists for inspiration in design: Alexander Calder, Le Corbusier, and others. He even reached back to some of the hipper Coach designs of the 1960s and 1970s. “I had to take these ideas and make them fun—young in spirit,” Krakoff explains. With Krakoff’s guidance, Coach began producing trendier designs in new materials—lighter weight leathers, fabric, and even nylon. In addition, company marketers conducted consumer surveys to find out what consumers wanted. Shoppers noticed and began buying the new bags, wallets, belts, and other goods. Today, Coach introduces a new collection every month—to the delight of its now-loyal customers.47
Some practice and mental exercise can cultivate the ability to think creatively. Here are some exercises and guidelines that foster creativity:

•
In a group, brainstorm by listing ideas as they come to mind. Build on other people’s ideas, but don’t criticize them. Wait until later to evaluate and organize the ideas.

•
Think about how to make familiar concepts unfamiliar. A glue that doesn’t stick very well? That’s the basis for 3M’s popular Post-it notes.

•
Plan ways to rearrange your thinking with simple questions like “What features can we leave out?” or by imagining what it feels like to be the customer.

•
Cultivate curiosity, openness, risk, and energy as you meet people and encounter new situations. View these encounters as opportunities to learn.

•
Treat failures as additional opportunities to learn.

•
Get regular physical exercise. When you work out, your brain releases endorphins, and these chemicals stimulate creative thinking.

•
Pay attention to your dreams and daydreams. You might find that you already know the answer to a problem.

Creativity and critical thinking must go beyond generating new ideas, however. They must lead to action. In addition to creating an environment where employees can nurture ideas, managers must give them opportunities to take risks and try new solutions.

Ability to Steer Change

Today’s managers must guide their employees and organizations through the changes brought about by technology, marketplace demands, and global competition. Managers must be skilled at recognizing employee strengths and motivating people to move toward common goals as members of a team. Throughout this book, real-world examples demonstrate how companies have initiated sweeping change initiatives. Most, if not all, have been led by managers comfortable with the tough decisions that today’s fluctuating conditions require. Lew Frankfort of Coach and Dick Notebaert of Qwest are good examples of individuals who are able to recognize the need for change and make the decisions necessary to achieve that change.

Factors that require organizational change can come from both external and internal sources; successful managers must be aware of both. External forces might include feedback from customers, developments in the international marketplace, economic trends, and new technologies. Internal factors might arise from new company goals, emerging employee needs, labor-union demands, or production problems.

1. Why is vision an important managerial quality?

2. What is the difference between creativity and critical thinking?
Managing Ethics and Social Responsibility

In recent years, stories about misconduct by businesses and their employees have become all too common. The collapse of Enron and WorldCom took with them thousands of jobs as well as the life savings of their employees and caused a ripple effect throughout the stock market—investors no longer trusted top executives, who were charged with mismanaging company funds. Top executives at Tyco were discovered to have evaded taxes and looted the company. Even the squeaky clean image of Martha Stewart was tarnished by charges that she engaged in insider stock trading. And Time named three women who had blown the whistle on their own organizations: Sherron Watkins of Enron, Cynthia Cooper of WorldCom, and Colleen Rowley of the FBI as its 2003 Persons of the Year.48
These and other corporate scandals have caused the American public to lose confidence in top executives in general. According to one survey, only 17 percent of Americans currently rate business executives highly, representing an 8 percent decline from the previous year. The survey revealed that nurses remain the top-rated professionals for ethics and honesty, while advertisers (9 percent), telemarketers (6 percent), and car salespeople (5 percent) rank at the bottom of the scale.49 These examples are a wake-up call to businesspeople, demonstrating the importance of ethics and social responsibility in all business activities.

They Said It

At this moment, America’s greatest economic need is higher ethical standards—standards enforced by strict laws and upheld by responsible business leaders. There is no capitalism without conscience, there is no wealth without character.

—George W. Bush (b. 1946) 43rd president of the United States
Business ethics refers to the standards of conduct and moral values involving right and wrong actions arising in the work environment. Poor ethical standards can lead to public image problems, costly lawsuits, high levels of employee theft, and a host of other expensive problems. In contrast, ethical decision making fosters trust, a vital element of strong relationships with customers, employees, and other organizations. It is particularly important for top executives to demonstrate ethical behavior, since employees often follow their example. In addition, Internet technology has given rise to a whole new realm of ethics related to workers’ rights to privacy.

Strong company and individual ethics are often the cornerstone of visionary companies. Drug manufacturer Johnson & Johnson has maintained a strong code of ethics for more than 50 years. These ethical standards form a framework for decision making throughout the company. When bottles of the firm’s best-seller Tylenol were found to have been laced with poison in the 1980s, executives did not hesitate to recall the product or deal openly with the media because their actions were guided by deeply ingrained principles.

Working hand-in-hand with business ethics is social responsibility, a management philosophy that highlights the social and economic effects of managerial decisions. Businesses demonstrate their social responsibility in a variety of ways. Sports outfitter Patagonia is widely known for its commitment to social responsibility. The company’s objectives include treating employees well and supporting environmentalism. For example, part of Patagonia’s written mission is to support grass-roots environmental activism by donating 10 percent of the company’s annual profits to hundreds of grass-roots environmental groups. One of its ongoing programs is support of the Arctic National Wildlife Refuge. On the company’s Web site, customers can write directly to their congresspeople in support of this cause. In addition, Patagonia is donating time and money to the cause. Its reputation for social responsibility has helped Patagonia establish a positive image in the minds of consumers.50
Chapter 2 explores business ethics, social responsibility, and the influence of business on society as a whole in detail. Because this is such an important issue, each chapter also presents a feature highlighting a current ethical controversy in business. See the Solving an Ethical Controversy box for a discussion of alternative energy sources.

Companies like Shell enhance their image and relationship with society by participating in social responsibility programs. In this case, Shell has formed an alliance with The Ocean Conservancy to clean up debris along coastlines around the world.

Courtesy of Shell International Ltd.
Solving an Ethical Controversy

Go Nukes or No Nukes?

Nuclear power plants have long been the subject of controversy. During slow economic periods and times of conflict in the Middle East, the benefits of nuclear power seem even more attractive. Electricity generated by nuclear power is cheap and clean by comparison to coal or even natural gas. The use of computers has driven a huge increase in demand for electricity. Newer, safer, and more efficient designs for delivering nuclear power are being developed. But there’s always the memory of nuclear accidents such as those at Three Mile Island in Pennsylvania and Chernobyl in Russia. With the current threat of terrorism on people’s minds, the dangers and drawbacks of nuclear power seem even greater. Could someone actually attack a plant—or waste storage site—and release vast amounts of deadly radioactivity?

Should the United States pursue nuclear power as an efficient and low-cost source of power for consumers?

PRO

1. As demand for electricity increases, the energy industry must find a way to deliver more power at a lower price.

2. Nuclear power does not contribute to global warming as do other fuels such as oil, coal, and gas.

CON

1. Nuclear reactors are hot targets for terrorists who want to cause damage to a wide area.

2. The hidden cost and danger of where and how to dispose of the spent fuel from nuclear plants still exists.

SUMMARY

The operating costs for nuclear power plants are typically lower than those of fossil-fuel (oil, coal, and gas) plants. New designs for nuclear reactors, such as the pebble-bed modular reactor, are safer and more efficient than existing reactors because not as much material becomes radioactive, their operating temperatures would be much lower than those of traditional reactors, and they can be built in smaller increments. However, public distrust of nuclear power remains—and that public is made up of the consumers who are paying for electricity.

Sources: “U.S. Delays Shipments to Emergency Reserve,” Reuters Limited, January 28, 2003, http://reuters.com; Stuart F. Brown, “How Do You Feel about Nuclear Power Now?” Fortune, March 4, 2002, pp. 130–134.

What Makes a Company Admired?

Every year, publications and organizations publish lists of companies that are “most admired.” What characteristics make a company admirable? Most people would mention solid profits, stable growth, a safe and challenging work environment, high-quality goods and services, and business ethics and social responsibility. As you read this text, you’ll be able to make up your own mind about why companies should—or should not—be admired. Fortune publishes a list of the most-admired U.S. companies each year, which is the result of a survey of 10,000 executives and business observers. The companies on the list have survived through difficult economic times, offer goods and services that consumers need or want, and employ top executives with good business ethics. General Electric ranked number 1 recently; interestingly, GE ranked No. 1 on the worldwide list as well. The company has also frequently ranked in the top spots on the Financial Times list of U.S. and global companies. The 120-year-old company, now headed by CEO Jeff Immelt, has weathered its share of tough times. But he stresses the importance of his company’s “culture of integrity.” Immelt recently began broadcasting executive meetings over GE’s Web site so that shareholders and customers could learn more about the company. “We want to be touched and felt and viewed and discovered,” he explains. “I think that plays to our strengths.”51

1. Define business ethics and social responsibility.

2. Why is it important for a company to behave responsibly?
What’s Ahead

As business speeds along in the 21st century, new technologies, population shifts, and shrinking global barriers are altering the world at a frantic pace. Businesspeople are catalysts for many of these changes, creating new opportunities for individuals who are prepared to take action. Studying contemporary business will help you to prepare for the future.

Throughout this book, you’ll be exposed to the real-life stories of many businesspeople. You’ll learn about the range of business careers available and the daily decisions, tasks, and challenges that they face. By the end of the course, you’ll understand how marketing, accounting, and human resource management work together to provide competitive advantages for firms. This knowledge can help you become a more capable employee and enhance your career potential.

Now that this chapter has introduced some basic terms and issues in the business world of the 21st century, Chapter 2 takes a detailed look at the ethical and social responsibility issues facing contemporary business. Chapter 3 deals with economic challenges. Chapter 4 focuses on the challenges and opportunities faced by firms competing in global markets.

Did You Know?

1.
Approximately one-third of the world’s inhabitants eat with knives and forks, another third with chopsticks, and the final third with their hands.

2.
To meet the shopping needs of its customers who work different time periods, Wal-Mart keeps 1,400 of its stores open 24 hours a day.

3.
The thumb and forefinger circle okay sign used in the U.S. signifies money in Japan, zero in France, and is a vulgar gesture in Latin America.

4.
In the United Kingdom, the hood of a car is called a bonnet and the trunk a boot. Windshields are called windscreens, flashlights are torches, and undershirts are known as vests. Even words have different spellings: color is spelled colour, tire becomes tyre, and theater is theatre.

Summary of Learning Goals
1

Distinguish between business and not-for-profit organizations and identify the factors of production.

Business consists of all profit-seeking activities that provide goods and services necessary to an economic system. Not-for-profit organizations are businesslike establishments, but their primary objectives—instead of profits—involve social, political, governmental, educational, or similar functions. The four basic factors of production are natural resources, capital, human resources, and entrepreneurship.

2

Describe the private enterprise system and explain how competition and entrepreneurship contribute to the system. 

The private enterprise system is an economic system that rewards firms based on how well they match and counter competitors’ goods and services. Competition in the private enterprise system ensures success for firms that satisfy consumer demands. Entrepreneurs are the risk takers in the private enterprise system. If no one takes risks, no successful businesses emerge, and the private enterprise system will not function.

3

Identify the six eras of business and explain how the relationship era influences contemporary business.

The six historical eras are the Colonial period, the Industrial Revolution, the age of the industrial entrepreneur, the production era, the marketing era, and the relationship era. In the relationship era, businesspeople focus on developing and sustaining long-term relationships with customers and other businesses.

4

Describe how technology is changing the way businesses operate and compete.

Technology is the business application of knowledge based on scientific discoveries, inventions, and innovations. New technologies allow businesses to provide new goods and services for consumers, improve customer service, lower prices, and enhance working conditions. However, technology is also changing the shape of some industries, sometimes creating entirely new industries. Technology also opens new questions about business ethics and social responsibility.

5

Relate the importance of quality and customer satisfaction to efforts to create value for customers.

Today’s savvy consumers are looking for goods and services with positive traits offered at fair prices, the essence of value. A customer’s perception of value is tied to quality, the degree of excellence or superiority of a firm’s goods and services. Quality also includes customer satisfaction, the ability of a good or service to meet or exceed buyer needs and expectations. If customers feel they have received value—that is, quality for a fair price—they are likely to remain satisfied and continue their relationships with a firm.

6

Explain how productivity affects competitiveness in the global market.

Global competitiveness requires nations and companies to work efficiently at producing goods and services. Productivity describes the relationship between the number of units produced and the human and other production inputs needed to produce them. Productivity is a widely used measure of a company’s efficiency. In turn, the total productivity of a nation’s businesses has become a measure of its economic strength, standard of living, and ability to compete.

7

Describe the major trends in the workforce that challenge managers’ skills for managing and developing human resources.

The major trends in today’s workforce are aging of the population, shrinking labor pool, increasingly diverse workforce, changing nature of work, and the new employer-employee partnership.

8

Identify the skills that managers need to lead businesses in the new century.

Managers in the new century need vision, the ability to perceive marketplace needs and how their firm can satisfy them. Critical-thinking skills and creativity allow managers to pinpoint problems and opportunities and plan novel solutions. Finally, managers are dealing with rapid change, and they need skills to help steer their organizations through shifts in external and internal conditions.

9

Discuss the importance of good business ethics and social responsibility in business decision making.

Business ethics are the standards of conduct and moral values involving right and wrong actions in the workplace. Businesses that set high ethical standards avoid public image problems, costly lawsuits, customer mistrust, and other expensive problems. They can also offer guidelines for executives and employees to apply in making decisions. Social responsibility is a management philosophy that highlights the social and economic effects of business decisions and actions. Socially responsible firms seek to give back to their communities, customers, and employees.

Business Terms You Need to Know
business 5

profits 6

factors of production 7

private enterprise system 10

competition 10

entrepreneur 12

brand 15

Internet 16

relationship management 18

value 19

customer satisfaction 19

productivity 22

Other Important Business Terms
not-for-profit organizations 6

natural resources 7

capital 7

human resources 8

entrepreneurship 9

capitalism 10

competitive differentiation 11

private property 11

consumer orientation 15

branding 15

technology 16

World Wide Web 17

transaction management 17

partnership 18

strategic alliance 19

quality 19

gross domestic product (GDP) 23

outsourcing 25

diversity 26

vision 27

critical thinking 28

creativity 28

business ethics 30

social responsibility 30

Review Questions
 1.

In what ways are not-for-profit organizations a substantial part of the U.S. economy? What challenges will not-for-profits face in the next decade or two?

 2.

Identify and describe the four basic inputs that make up factors of production. Give an example of each factor of production that a utility company might use.

 3.

What is a private enterprise system? What are the four rights that are critical to the operation of capitalism? Why would capitalism have difficulty functioning in a society that does not assure these rights for its citizens?

 4.

How has technology affected business throughout its six historical eras, including the relationship era?

 5.

What is relationship management? How might a strategic alliance between a motorcycle dealer and a local radio station benefit both firms?

 6.

How do companies create customer value through quality and customer satisfaction?

 7.

Why is productivity so important to a company’s competitiveness? To a nation’s competitiveness?

 8.

Identify the major changes in the workforce that will affect the way managers build a world-class workforce in the 21st century. Why is brainpower so important?

 9.

Identify four qualities that the “new” managers of the 21st century must have. Why are these qualities important in a competitive business environment?

10.

Give a brief example of at least one company you know that practices good business ethics and social responsibility.

Projects and Applications
1.
The entrepreneurial spirit fuels growth in the U.S. economy. Choose a company that interests you—one you have worked for or dealt with as a customer—and read about the company in the library or visit its Web site. Learn what you can about the company’s early history: Who founded it and why? Is the founder still with the organization? Do you think the founder’s original vision is still embraced by the company? If not, how has the vision changed?

2.
Brands distinguish one company’s goods or services from its competitors. Each company you purchase from hopes that you will become loyal to its brand. Some well-known brands are McDonald’s, Coca-Cola, Hilton, and Old Navy. Choose a type of good or service you use regularly and identify the major brands associated with it. Are you loyal to a particular brand? Why or why not?

3. 
The Internet has already begun to change many industries. Think of an industry you are familiar with that has changed—or will change—because of the Internet. Describe the changes. Do you think that the Internet has improved the industry’s relationship with its customers? Why or why not?

4. 
More and more businesses are forming strategic alliances to become more competitive. Think of an alliance between two firms you are familiar with (or between a business and a not-for-profit organization) that could be beneficial to both and explain the benefits.

5.

Social responsibility is an important part of managerial thinking at many companies. To find out more, research one of the following companies (or select one of your own) and describe its social responsibility programs:


a.
Timberland


b.
Recreational Equipment Inc. (REI)


c.
Procter & Gamble


d.
American Express


e.
Merck

Experiential Exercise
Background: This chapter describes how the nature of the workforce is changing: the population is aging, the labor pool is shrinking, the workforce is becoming more diverse, the nature of work is changing, and employers are forging new partnerships with their employees.

Directions: To better understand how companies respond to changes in the workforce, select a company to research.

1. 
Form teams of two to three students. Each team will then select a company and research how that company is responding to changes in the workforce. Teams may choose one of the following companies (or select their own):


a.
Wal-Mart
e.
Charles Schwab


b.
Boeing
f.
Starbucks


c.
Marriott International
g.
Adobe Systems


d.
Nordstrom

2.
Once teams have completed their research, they may be asked to present their findings to the class.

Nothing But Net
1.
Understanding Internet terminology. The Internet seems to have a language all its own. To help novice surfers better understand the Internet, several Web sites have glossaries of Internet terms. Visit the site listed here and define the following terms:



bookmark
frames



cache
HTML



CGI
spiders



cookie


http://www.lib.berkeley.edu/TeachingLib/ Guides/Internet/Glossary.html
2.
Search engines. The Internet contains literally hundreds of thousands of different Web sites and billions of pages. Sometimes finding what you want can be a lengthy and frustrating process. One tool to help you find what you’re looking for is a search engine. Type in a word or a phrase and the search engines will find sites that match. One of the most popular search engines is Google (http://www.google.com). Visit this site and choose a key term from the chapter, along with a company name—such as Gap, New York Times, General Mills, Annie’s Homegrown, or Visa. Prepare a brief report on your experience.

3.
Accessing the Contemporary Business Web site. Accompanying Contemporary Business is a Web site (http://boone.swlearning.com) that contains helpful tools and information. Visit the Web site and list three topics discussed there that interest you. Explain why you would like to learn more about these topics.


Note: Internet Web addresses change frequently. If you don’t find the exact sites listed, you may need to access the organization’s or company’s home page and search from there.

Case 1.1
SouthWest NY: Rebuilding after 9/11

On September 12, 2001, Richard Cohn and Ibrahim Merchant stood in front of what used to be their bustling, popular restaurant. The sunny outdoor terrace was strewn with debris and coated with dust and ash. The dining room inside looked like a war zone. Tables and chairs were toppled everywhere, broken glass littered the floor, and a blanket of ash had turned to gray mud because the pipes in the kitchen had burst. “It was so creepy,” recalls Cohn. “It had gone from a paradise to the aftermath of a nuclear war.” In fact, the partners’ restaurant, called SouthWest NY, was part of the biggest crime scene in U.S. history. It was located in the World Financial Center, a complex just across the street from what had once been the Twin Towers of the World Trade Center. Thirty-seven thousand people had worked at the World Financial Center, and many of them had been loyal patrons of SouthWest NY. For the first few days after the tragedy, all Cohn and Merchant could feel was despair.


But soon Cohn, who was born in New York and is Jewish, and Merchant, who is a Muslim from Pakistan, decided that their business must somehow reopen. They had invested $3 million in the enterprise, but the decision involved more than that. “We didn’t want the terrorists to destroy what was left of downtown,” explains Merchant. Reopening was much more difficult than mopping up the kitchen and dining room and replacing the furniture. The partners first had to lay off most of their staff because they couldn’t possibly meet a payroll. But within a couple of months, they were able to rehire to fill the 45 jobs at the restaurant, and three months later SouthWest opened its doors again. But there were no customers. Tourists avoided the area around the Trade Center, which was still under cleanup. Many companies had left the area forever. Those who had lived in apartments nearby were still struggling to reclaim their residences—and weren’t particularly interested in dining out. “Many people thought we were crazy [to reopen at all],” says Merchant.


Gradually, however, customers began to drift in. First came employees from Merrill Lynch, one of the first major businesses to return to the World Financial Center. As spring unfolded and more people returned to work at the Center, the trickle of customers became a steady stream. On a sunny day, the terrace of SouthWest NY is filled with diners again, with some patrons waiting as much as 45 minutes for a table.


The World Financial Center has not returned to capacity, just as much of the area surrounding the site of the World Trade Center has not. Downtown Manhattan is different. But business owners like Merchant and Cohn believe it is important to revitalize the area in every way possible. Two partners, from very different backgrounds, have managed to rebuild their business from the ashes—literally.

Sources: “A Year Later,” Brandweek, September 9, 2002, pp. 1–10; Lucette Lagnado, “Staying Put Downtown,” The Wall Street Journal, September 6, 2002, p. B1; “Manhattan Small Business Owners Hurt by 9/11,” USA Today, August 27, 2002, http://www.usatoday.com.

Video Case 1.2

Cannondale Bicycle Co.

This video case appears on page 602. A recently filmed video, designed to expand and highlight the written case, is available for class use by instructors.

