
Chapter One

Business Now: Change Is the Only Constant

Review Questions

1. What factors contribute to the rapid pace of change in business? Is the pace likely to accelerate or decrease over the next decade? Why?  

A number of factors contribute to the rapid pace of change in business, including cutthroat global competition, rapidly changing technology with plunging prices, better and cheaper global communication, and depleted resources. As these trends intensify, the pace of change will likely pick up even more speed in the decade to come.

BUSPROG: Analytic

Bloom’s: Knowledge

Topic: Business Now:  Moving at Breakneck Speed
Difficulty Level: Easy

Learning Objective: 1-1

2. What role does entrepreneurship play in the economy? Who stands to gain from the success of individual entrepreneurs? How do other parties benefit?

Entrepreneurship fuels innovation and increases competition, which leads to more choices for consumers, higher quality products, and better prices. The success of individual entrepreneurs impacts those individuals, of course, but also affects other players in the community. A successful new business provides jobs, offers business to suppliers, pays taxes, and adds vitality to the community. As the entrepreneur accumulates wealth, he or she will spend, save, or invest that money, further boosting the economy.  

BUSPROG: Analytic

Bloom’s: Knowledge

Topic: Business Basics: Some Key Definitions
Difficulty Level: Easy

Learning Objective: 1-1

3. When did American business begin to concentrate on customer needs? Why?

A critical mass of American businesses began to concentrate on customer needs during the marketing era, which emerged after World War II. The key reason was more intense competition, which gave customers more choices. In this environment, meeting customer needs became an imperative for business success. The customer-first approach continues to influence business decisions today as global competition heats up to unprecedented levels.  

BUSPROG: Analytic
Bloom’s: Knowledge

Topic: The History of Business:  Putting it all in Context

Difficulty Level: Easy

Learning Objective: 1-2

4. How do nonprofit organizations compare to businesses? What role do nonprofits play in the economy? How do they interact with businesses?

Nonprofit organizations differ from businesses in that their primary goals do not include financial gain. However, nonprofits are clearly business-like establishments that contribute to the economy in a number of significant ways—most employ people, many produce goods and services and take in revenue, and many act as economic magnets for additional investment. Many nonprofits interact with businesses by developing partnerships that benefit both parties. Kraft Foods, for instance, contributes to America’s Second Harvest, a nonprofit organization that aims to eliminate hunger in America. Kraft benefits by raising their public profile in alignment with their corporate vision: “Helping People Around the World Eat and Live Better.” America’s Second Harvest benefits, of course, from the financial support.  

BUSPROG: Analytic
Bloom’s: Analysis
Topic: Nonprofits and the Economy: The Business of Doing Good
Difficulty Level: Easy
Learning Objective: 1-3
5. What are the factors of production? How can economies grow when one or more of the factors is weak?

Factors of Production:
· Natural resources:  All inputs that offer value in their natural state, such as land, fresh water, and wind

· Capital:  The synthetic resources that a business needs to produce goods or services such as machines, information, and technology

· Human resources:  The physical, intellectual, and creative contributions of everyone who works within an economy

· Entrepreneurship:  People taking the risk of launching and operating their own businesses, largely in response to the profit incentive  
Economies can compensate for weak factors of production by buying or investing in other economies (e.g., purchasing technology from another country), or by developing their own weak factors (e.g., investing in the education of their workforce).

BUSPROG: Analytic

Bloom’s: Knowledge

Topic: Factors of Production: The Basic Building Blocks
Difficulty Level: Easy

Learning Objective: 1-4

6. What are the 5 dimensions of the business environment? Discuss the key elements in each area as they relate to U.S.-based businesses.   

	Dimension of Business Environment
	Key Elements

	Economic
Environment
	Current:

· The economic meltdown of 2008 led to a worldwide recession

· U.S. Congress passed a huge economic stimulus package, ratcheting up Federal debt

· The Federal government and the Fed took an activist role in bailing out key failing businesses and establishing new regulation

On-going:

· U.S. government actively promotes fair competition and supports small businesses

· U.S. legislation supports enforceable contracts, which is not the case in some other countries

· Corruption and bribery are relatively low in the U.S. compared to other parts of the world

· Underlying issues such as high federal and consumer debt may threaten long-term health of U.S. economy

	Competitive Environment
	· Global competition has intensified to unprecedented levels

· Leading edge firms now focus on customer satisfaction more than ever before

· Delivering value has become vital for success

· Imagination, innovation, speed-to-market, and a top-notch workforce are crucial elements

	Technological Environment
	· New technology has created new businesses and transformed others

· Technology can be a rich source of competitive advantage for fast-moving firms, or a major threat for slow adapters

· E-commerce continues to grow rapidly, allowing firms to offer customized products at a comparable price to standardized products


	Social 
Environment
	· U.S. culture is increasingly ethnically diverse, with a large and rapidly growing Hispanic population

· The American population is rapidly aging, offering both opportunities and threats for business

· Workers continue to seek more flexibility from their employers

· Consumers have begun to demand higher ethical standards from businesses, with a particular focus on sustainability

	Global Environment
	· Economies around the world are increasingly interwoven

· Jobs are migrating to the lowest bidder

· Free trade has lowered prices and increased quality across product categories

· A number of issues such as war, depleted resources, and natural disaster threaten the long-term health of the global economy


BUSPROG: Analytic

Bloom’s: Comprehension
Topic: The Business Environment: The Context for Success

Difficulty Level: Easy

Learning Objective: 1-5
7. What are some key strategies for developing a competitive edge in today’s competitive global market? How important is customer satisfaction?

Customer satisfaction is more important than ever before in today’s competitive global market. The goal is to develop long-term, mutually beneficial relationships with customers. Higher customer satisfaction can translate into higher profits even when the competition is most challenging. Some broad strategies to develop a competitive edge:
· Use imagination and innovation to deliver unsurpassed value

· Increase speed-to-market for new products

· Recruit and retain the most talented workforce
BUSPROG: Analytic
Bloom’s Knowledge

Topic: The Competitive Environment

Difficulty Level: Easy
Learning Objective: 1-5

8. How has the rise of the World Wide Web changed business practices? What are the benefits and drawbacks for business? For consumers?  

The rise of the Web has created unprecedented opportunities for businesses to reach markets far beyond their local areas, creating a huge potential source of new revenue. The Web has also facilitated alternative selling strategies that give rise to an individualized buying experience.  Producers can offer customized products at a cost and price that are roughly comparable to standardized products. And by creating links among producers, suppliers, and distributors, the Web offers businesses the potential for new efficiencies in their day-to-day practices. Businesses that capitalize on the opportunities offered by the Web can sharpen their edge dramatically. But the Web has also intensified competition, since it brings new competitors into virtually every business arena. Consumers benefit from the plethora of options, enjoying a new power to choose and to offer feedback to producers. Leading edge businesses respond to consumer feedback and tap into consumer creativity, using both to further sharpen their competitive edge. But to make this work, they must be willing to relinquish power and control to the marketplace.    

BUSPROG: Technology
Bloom’s: Knowledge

Topic: Technological Environment

Difficulty Level: Easy

Learning Objective: 1-5

9. How has the definition of diversity changed over time? Can a diverse workforce help a company compete more effectively? How?

Until recently the definition of diversity was fairly narrow, including only ethnic diversity. But leading edge companies view diversity more broadly, including differences in gender, age, religion, and nationality, among others. A diverse workforce can help a company compete more effectively by raising the level of innovation, and gathering new insights about how to reach an increasingly diverse marketplace.

BUSPROG: Diversity
Bloom’s: Application

Topic: The Social Environment

Difficulty Level: Moderate

Learning Objective: 1-5
10. How has the global free trade movement impacted business? Who benefits? Why? Who loses?  Why?  
The global free trade movement has affected business in many ways. The re-negotiation of GATT in 1995 and the subsequent establishment of WTO have lowered tariffs, boosting the movement of goods and services across the globe. Regional trade blocs have gone even further, creating blocs of nations with virtually unrestricted trade. In close relationship to free trade, jobs have migrated to the lowest bidder with the highest quality—regardless of where that bidder is based. The result has been lower production costs, lower prices, stronger global competition, more innovation, and a higher standard of living for millions.  The “losers” in the free trade movement have been less educated workers in developed countries who can no longer find jobs to support a middle class life style.  Another “loser” has been local culture, since more global free trade has led to a more homogenized world culture.  
BUSPROG: Analytic
Bloom’s: Comprehension

Topic: The Global Environment

Difficulty Level: Moderate

Learning Objective: 1-5

Application Questions

1. Use the Internet to research an American company that has been in business for more than 100 years. In a paragraph or two, explain how this company has changed over its lifespan. For example, has it always produced the same goods and services, or has its focus shifted over time? Which of the five eras did this company operate during, and how did these historical shifts affect the company? Did this business always align with the conventions of its time, or did it lead the way into new eras?
Answers will vary depending on the companies chosen, though students should demonstrate a clear understanding of the factors that separated the five eras of business. Students may find that their companies bucked the trends of one or more eras—encourage them to explore why the companies survived despite this. If students have trouble coming up with companies, you may want to point them to USA Today’s list of centurions.
BUSPROG: Analytic
Bloom’s: Application

Topic: The History of Business: Putting It All in Context
Difficulty Level: Moderate
Learning Objective: 1-2
2. Most successful businesses today actively develop loyal customers who buy their brands again and again. After all, getting current customers to buy more is much easier than constantly seeking new customers. Think of three brands that you buy on a regular basis. Why do you stick to these products? How could another company dislodge you?  

Responses will vary based on the brands chosen, but the most thoughtful answers will probably include discussion of long-term value and the importance of innovation to both keeping current customers and finding new customers.

BUSPROG: Analytic

Bloom’s: Application

Topic: The Competitive Environment

Difficulty Level: Moderate

Learning Objective: 1-5
3. Entrepreneurship has clearly transformed the world economy. Choose three successful entrepreneurs, and use research to compare and contrast their management styles and philosophies. While you can certainly use local entrepreneurs—or even family members—some higher profile (and rather colorful) entrepreneurs include: Jeff Bezos, founder of Amazon; Debbi Fields, founder of Mrs. Fields Cookies; Richard Branson, founder of the Virgin Group; Anita Roddick, founder of The Body Shop; and Vishal Gondal, founder of Indiagames.  If you were an entrepreneur, what approach do you think would be most effective for you? Why?

Responses will vary, but students will almost certainly find that management styles and philosophies vary among successful entrepreneurs—no one style or philosophy works across the board. Encourage them to give serious thought to what style would fit best with their own values and goals.  

BUSPROG: Analytic

Bloom’s: Application

Topic: Business Basics:  Some Key Definitions

Difficulty Level: Moderate

Learning Objective: 1-1

4. Choose five different goods or services you either have an interest in or make use of on a daily basis. For each one, brainstorm a natural resource, a capital resource, a human resource, and an entrepreneurial decision that is necessary for that good or service to be produced. Create a table of your findings with the factors of production set along the X-axis and your goods or services set along the Y-axis.
It is critical that students understand the differences among the four factors of production. Setting findings in a table will clearly illustrate these differences using examples students themselves brainstormed. You may extend the question by prompting students to estimate the annual cost of each resource they selected, driving home the point that resources don’t come free of charge.
BUSPROG:  Analytic
Bloom’s: Application

Topic: Factors of Production: The Basic Building Blocks
Difficulty Level: Easy

Learning Objective:  1-4

5. Good news—you’ve been given a grant to launch your own nonprofit organization! Develop a basic outline for your organization, draft a mission statement, and briefly explain what sort of work you’ll do to achieve your goals. What is the name of your organization? What is its scope—local, national, or international? How many employees will you need, and what will they do?
Answers will clearly vary based on student interests. You might want to encourage your students to be creative, but also to stay grounded in real world opportunities. This exercise will encourage students to consider the scope and purpose of the nonprofit sector.
BUSPROG:  Reflective Thinking

Bloom’s: Application
Topic: Nonprofits and the Economy: The Business of Doing Good
Difficulty Level: Moderate
Learning Objective: 1-3
Team Project

When DVD-by-mail Netflix launched in 1997, brick-and-mortar video rental company Blockbuster dominated the home video market. Over time, more and more consumers switched to Netflix, while Blockbuster retail locations across the country closed their doors. Netflix didn’t stand still, however. It continued to offer new and compelling services, like its recommendation algorithm and streaming movies, that ultimately became industry standards themselves. 

Breakthrough ideas tend to come from business owners and employees who regularly exercise their creativity. This team project is meant to help you work with your classmates to flex your creative muscles.  

Break into groups of 3 to 5 people. Choose a product or service that you all buy on a regular basis. (Examples include anything from a movie studio to a local pizza place.) Write a brief description of how this product is positioned in the marketplace relative to its competition. Then work together to figure out why you are loyal customers and how the competition could dislodge you over the next five years. That is, what could the competition do that would cause you to no longer be a loyal customer. Then, write a one-page plan for how your product or service could solidify its position in the market place. Consider changing everything from product features to advertising venues. Share your plan with the class and gather feedback as to how well it might work.  

Answers will vary depending on the products that the teams choose, but they are typically very creative. The best answers will include potential competition—both direct and indirect—from a variety of sources. Students should also consider the potential impact of social media in the market they choose.  
Sources: “Netflix Beats Analyst Estimates, with 29.2 Million US Subscribers and $1 Billion in Q1 Revenue,” by Ryan Lawler, TechCrunch website: http://techcrunch.com/2013/04/22/netflix-beats-analyst-estimates-with-29-2-million-us-subscribers-and-1-billion-in-q1-revenue; “Dish to Close 300 More Blockbuster Stores,” by Stephanie Mlot, PC Magazine website: www.pcmag.com/article2/0,2817,2414550,00.asp.
BUSPROG:  Communication

Bloom’s: Application

Topic: The Competitive Environment

Difficulty Level: Moderate

Learning Objective:  1-5

Case Connections

A Fracking Fracas: How Much Innovation Is Too Much?

As you learned in this chapter, business moves at breakneck speeds. Industrial and technological change is inevitable, and one of the keys to a successful business is a willingness to lean forward and embrace this change. Still, before a company can initiate a change, it must weigh the ethical, financial, and environmental impact of its actions. Neglect of one or more of these factors may lead some to wonder if the pursuit of innovation is always worth its potential consequences. To wit, one of the most controversial business changes in recent years is the oil and gas industry’s move toward hydraulic fracturing as an alternative to traditional well mining.

More commonly known as fracking, hydraulic fracturing is a process whereby a pressurized mix of liquid and sand is pumped down a well into sheets of rock located deep below the earth’s surface. As the pressurized mix expands, the liquid breaks the rock apart, creating fissures. The sand mixed in to the liquid keeps the fissures from closing in on themselves, creating pathways through which natural gas and other fossil fuels can be extracted. Fracking has been used to stimulate traditional oil well production rates since the 1940s, but the process has only recently become technologically and financially viable as a large-scale, standalone venture. 

In the United States and Canada, fracking is most commonly used to extract natural gas from sheets of shale rock. Because so many oil and gas companies have turned toward fracking, U.S. natural gas reserves increased by more than 75 percent between 2004 and 2011. The U.S. Energy Information Administration expects this trend to continue, making the U.S. the world’s largest natural gas producer by 2017.

Because it provides access to rare fossil fuels that could not otherwise be collected, fracking is flourishing in many parts of the United States and Canada. However, several unsettling findings have brought the practice’s long-term environmental impact into question, and more than a dozen countries (including France, Germany, Spain, and England) and nearly 100 city and state governments in the United States have imposed moratoria or outright banned the practice. Change and innovation are inevitable in business. Without question, fracking represents a change (and an extraordinary innovation) in America’s oil and gas industry. As business moves forward, however, business leaders must consider whether change is always worth the risks it carries.

On one hand, fracking poses several benefits to America’s economy and business environment: 

· Without question, fracking is a boon to many American businesses. It has drastically reduced the cost of natural gas across the country, benefiting energy-intensive industries in an otherwise perilous economic climate. Fracking provides the United States a distinct competitive advantage, reducing our dependence on foreign fossil fuels and positioning America as a major player in the global gas market. According to President Barack Obama, the bourgeoning fracking industry will produce 600,000 new jobs nationwide.

· Because it reduces our dependence on coal, fracking may actually improve the environment. According to the International Energy Agency, replacing America’s coal-burning power plants with natural gas-based plants could reduce emissions of greenhouse gases created through electric generation by as much as 45 percent. “If we combine that step with the other steps that make sense in their effects on both the economy and the environment . . . we will have a reasonable chance of meeting our climate goals,” says George Washington University law professor Richard J Pierce Jr.

On the other hand, opponents of fracking point to several compelling scientific studies suggesting that the practice is unsafe:

· One Duke University study found that water supplies located within a half-mile of fracking wells can become contaminated with unsafe levels of methane: “The gas, which is usually located thousands of feet below the water table, appears to be entering the water wells either through cracks in the bedrock or, more likely, the casing in natural gas wells.” The connection was first discovered when residents living near fracking sites discovered that their running tap water was flammable and could be ignited with a match or lighter.

· A 2013 study published in the scientific journal Geology found that the injection of pressurized fracking fluid can cause tectonic plates to shift, triggering earthquakes. According to the study, the largest earthquake in Oklahoma’s history (measuring 5.7 on the Richter scale and felt across 17 states) was caused by fracking. Moreover, between 2009 and 2013, the rate of earthquakes recorded in the American Midwest was 11 times higher than the average rate recorded over the previous 30 years. 
You Decide:
· Should oil and gas companies be allowed to engage in fracking, or should the United States ban the practice? Should certain regulations be put in place? Defend your answer using examples from the text.

Answer: There is no single correct answer to this question. Those who support fracking should point out that its economic benefits outweigh its potential hazards, and that banning the practice could stifle innovation and kill jobs. These students may temper their position by suggesting that certain regulations should be put in place—for example, that fracking wells not be drilled within a half-mile of residential areas or fault lines. Students who propose that fracking should be banned (or suspended until further research can be done) should cite fracking’s environmental impact, noting especially that there may yet be unknown repercussions of fracking. These students may support their answers by suggesting that the United States invest in alternative energy sources and innovations.
BUSPROG: Reflective Thinking
Bloom’s: Evaluation

Topic: Fracking
Difficulty Level: Moderate
Learning Objective: 1-1
· While fracking might have flown under the radar during the Industrial Revolution, the relationship era requires companies to build long-term relationships with customers—some of whom may oppose the practice. Imagine that you’re a marketing manager for a gas company that is about to venture into fracking. What steps will you take to maintain current customers? How will you address potential new ones?
Answer: Student answers will vary, though they should demonstrate an understanding of the tenets of the relationship era. Students may begin by expressing the need to work with local governments and communities to ensure that the new fracking venture is not only safe and follows all regulations, but is welcomed in its planned location. They may propose a series of television advertisements explaining the economic benefits of fracking, or may suggest a number of goodwill projects to improve the communities in which the fracking will take place. Finally, students may recommend a massive social media campaign to build relationships with customers and answer their questions directly.
BUSPROG: Analytic
Bloom’s: Application
Topic: Fracking
Difficulty Level: Moderate

Learning Objective: 1-2
· America’s oil and gas companies are among the nation’s largest; Exxon Mobil, Chevron, and Phillips 66 alone generate more than $850 billion in revenue a year. The oil and gas industry is growing rapidly—especially since the introduction of fracking—and many companies are desperate for young business professionals to join their ranks. Would you consider a career in the oil and gas industry? Why or why not? If so, what sort of work would you like to do? If not, what other career path could you see yourself taking?
Answer: Recalling section 1-6, this question encourages students to consider the various career opportunities that business provides. Students’ answers will vary widely.
BUSPROG: Reflective Thinking
Bloom’s: Application

Topic: Fracking
Difficulty Level: Easy
Learning Objective: 1-6
Sources: “More Evidence Shows Drilling Causes Earthquakes,” by Matthew Philips, BloombergBusinessweek website, http://www.businessweek.com/articles/2013-04-01/more-evidence-that-fracking-causes-earthquakes; “Natural Gas Fracking Addresses All of Our Major Problems,” by Richard J. Pierce, George Washington University website, http://scholarship.law.gwu.edu/cgi/viewcontent.cgi?article=1177&context=faculty_publications;  “Hydraulic Fracturing of Oil & Gas Wells Drilled in Shale,” Geology.com website, http://geology.com/articles/hydraulic-fracturing; “Scientific Study Links Flammable Drinking Water to Fracking,” by Abraham Lustgarten, ProPublica website, http://www.propublica.org/article/scientific-study-links-flammable-drinking-water-to-fracking/single#republish.
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