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1.1 Introduction
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>| <OMCH?MM;HC?M;L? ?RJ:H>CHZHN?LH:;NQIENCIHWH> NBRILE@IL=CNEIL? >CP?LMB;-PP?L
ILJIL;NCIHNL? <?CHB?F+?MJIHMC@RRIBZ?B;PCIL@NB?CR?=ONCHRINGIL? J?IJF?MB;LNBPICHCIH
NB:NIGJ;HC?MIBIOF=? All> =ILJIL;:N?=CNCT2H@IM];H>NBGBM <CAIFOM]<OMCH?NM®BAL? @:=CHA
NBECHA?LC@P=NBRB;NG;HS ?=IHIGCMKRFC?REMBRILM®CH; H=.EMBEHAB BL?;NI?IL?MMCIH
%CFM?HLINBF "=|HIGC=NOLGIGHB;N?A;HCHNBBIOMCHA> GILNA;ATH>OMNIM?M?MORN
NLIO<FREIO<IJLCGRNAAAKDC=EAIL?;NINBR?MENB?=IHIGS&H  =L?>@\LE?NEILITOJ;H><;HEM
MNIJJ?6;ECHAI:HM):QG:E?LMNLCRHA?MNEIH?S@FIQCHACHSIMMCHA  <CFF@IEFFONL?NCFION
S?NOMCH?MMPEIH>CPC>QAMMNCRFC?2==?MMNI H??>?=L?>CN CNBIGNH?S IL =L?>CNHMOG?L
=IH@C>?IBHRB2?=IHIGS >L1JJ?>;H> =IHMOG?ERN;=ENB?GL)?H>CHAMCH?MMPNDIIH> %S JLI>O=CHA
@?Q7ALI>0=NM> NB?GLF?M> JLI@CANII?> 2H?GIFISG?HNM2MNLIO<F24GJ;HC?MIB?ANBBIMN
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=IHMOG?NVDF>HI FIHA?@FI=E JIF?aV@;H=1S?N; GANILIM<OS JLCT?S-BIH?$;FF;AB?L 1BCHAM
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1.2 Getting Down to Business

Learning Objective
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NI ?HMOINB;¥IGJ;HS Al;FML? G?N 1B?Sstaff NB2LA;HCT;NCQRCNRO; FC@B33H1S??MH> direct NB?G
NI ;==IGJFCMBA;HCT;NCIFFM#CH;FFS;H;A?LM?MCAidntrols @ILMM?MMBBMO==?NBIF;HMH>
>?=CMCIHM ;H> N;E? =ILL?=NCP? ;=NCIH QB?H H??>?7>

Operations
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0IG? =IGJ;HC?NMO=B1 JIF? =IHP?LIN?MIOL=CMN&ngibleJLI>O=NM]*;=MC-BIH?NC-I>MC-;>M,NB?LM
MO=B/IBIMJCN;EMIP?LIN?MIOL=CMNitangible JLI>O=NM]B?;FNB? 1B?J?LMIKQBI >?MCAHM IP?LM??M
NBANL;HM@ILG;N@UIMIOL=CHMNAII>MIL M?LPCLM,FF?3H |J7L;NCIHGEH; A?L 1BCI@H>CPCXXNFMI
L?MJIIHMC<F? @IL ?HMOLCHA NB;N JLI>O=NM ;L? |@ BCAB KO;FCNS

Marketing
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NB?CL H??>M

Accounting

*H;A?LMH??>3==0L;NR?F?P;HNCG?EBCH; H-CHR |LG;NHizt ;==|OHN;HBINPC>EN-=IOHN;H\G2?;MOL?
MOGG;LCTH®> =IGGOHC=,N®@CH;H=EtF G;H;A?LC.EH@ILG;NCH ;>PCMINB?IG;H;A?LMH @CH;H=C;F
G;NN?LMB?L?2L?NQI@ C?FaM=IOHNCH&ancial accountantdL?J;L2@ CH;HMNEN?G?NNIAF DM ?LNNB

CHMCH2 IONMONBTLA;HCT;NCIMM?NB@ CH; H-NINE. ?HARBB 21GJ;HS ManagerialaccountantsIL?J;L?
CH@ILG;NCIH MO=B ;M L?JILNM IH NB? =IMN |@ G;N?LC;FM OM?> CH NB? JLI>O=NCIH JLI=?MM @IL CHI

Finance
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KO?MNCMNB®IFFIQCRIAQ GO=B3IH?S>I1?MNB2IGJ;HS H??> %IQ ;H> QB?LDCRER?NBM?=?MM:LS
GIH?S %IQ ;H>QB?HICREN;S NBBIH?S<;=E 4B;N MBIOFSNI QCNBNEIOH>AB;N CHP?MNG MBIOF>
<?G;>? CHF;HN>?KOCJIG?HNQ GO=BVIBIOR? MJ?HN L?M?;L=B>>?P?FIJG?HBbIQ MBIOF2R=?MM
@OH=RCHP?MNE> @CH;H=EHEA?G?HENILNC=OFCESILN;HPB?H =IGJ;HS CI® CI@MNG?><?=;0M?
H?Q <OMCH?MM IQH?LM OMO;FFS H??> NI <ILLIQ GIH?S NI A?N MN;LN?>

#CAOL? OMCH?MM ;H> &NM "HPCLIHG?HN
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External Forces that Influence Business Activities

JIF? ;H>INB?EOMCH?MM2NU?L;NTH P;=O0GNB?SaCH@FO?HS?HOG<?I@?RN?LHZ==NILNB?M?
CH=FONB?=IHIGS AIP?LHG?HNHMOGNL?H>M> JO<FQt?MMOU=N,MAII> =ILJIL;NZ=CNCT2dMOL~?
N OMCH?MIMENMPCLIHG?HMOGBUINBR?F;NCIHMBGIA NB3;LNC=CJ;ENMOMCHTN@OH=NCIH;F
;L?;M;H>NB?RN?LHZAL=NB; SH@ FOTHHNCPCNB?N H>OMNBINGF?; L ES® ?=N&S; FINB ?N@; =N (W
NB@;MN @UBE>OMNLSNLIHA&onomyG?;HM?IJF?B;P?GIL? GIH?SNI?;NONNJF;=?IQB?L®@I>MN;H>;L>M
;L?GIHCNILZS; governmenfA?H=SNB%#II> ;H>ILOA >GCHCMNL;NCM®?L?H&@M?LN; 5”@ 1>M
;L? CH@FO?KSeonsumetrends ?;NCHALC@I>NECABN,( IH? S?;L;H>IONNBH?RN¢CH; FFSHOG<?L
|@>?=CMCBiM? <SNBTH>0OMNIEOBNIENMsie to bea goodcorporatecitizen #IL ?R;GIJF?M?P?L@&;MN
@I1>=B;CHRP?L?MJIH>N ?HPCLIHG?HNH=?LH&6 ?FCGCH;NINGA | @1;GIHN; CH?L,MH M
SIOGIP? NBLIOABMREIOaHR?;LKGIL? ;<IONNB?MRN?LHCH@FO?HE2RIMCH?MMNCIH ~B;N &M
"=IHIGC=M QCFF CHNLI>O=? CH >?N;CF IH? |@ NB?M? ?RN?LH;F @;=NILM]NB? ?=IHIGS

X 1B? G;CH J;LNC=CJ;HNM CH ; <OMCH?”MM ;L? CNM IQH?LM ?GJFIS??M ;H>=0OMNIG?LM

X OMCH?MM?M ;L? CH@FO?H=?> <S MO=B ?RN?LH;F @;NAMHG NE? 2HHIGES?L NL?H>»M
;H> JO<FC= JL?MMOL? NI ;=N ;M All> =ILJIL;N? =CNCT?HM

X 1B? ;=NCPCNC?M H??>?> NI LOH ; <OMCH?MM =;H <? >CPC>?> CHNI @CP? @OH=NCIH;F ;L?;M



http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/e684b7a38ad11420bab07916a7a15e1f.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/e684b7a38ad11420bab07916a7a15e1f.jpg
http://open.lib.umn.edu/exploringbusiness/?p=142
http://open.lib.umn.edu/exploringbusiness/?p=142
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ManagementCHPIFP?M JF;HHGHACILCHA @IQHA >CL?=NCHA ;H> =IHNLIFFCHA LPMIOL=?M
;=BC?P?A;HCT;NCIH;F Al;FM

Operations NL;HM@ILGM L?MIOL=2GtNREL;FM GIHRS MI IH CHNI JLI>O=NM
Marketing QILEM NI C>?HNC@S ;H> M;NCM@S =OMNIG?LMa H??>M
Finance CHPIFP?M JF;HHCHMN@HCHA ;H> G;H;ACHA =IGJ;HS @OH>M
Accounting ?HN;CFM G?;MOLCHA MOGG;LCTCHA ;H>=IGGOHC=,NCHA @CH;H=C;F ;H> G;H

CH@ILG;NCIH
(AACSB) Analysis

1B?*,LNCH®,;GCBIV??H5;ECHAOCN IOMN @CN®;=NILGH;T;L?NB-?HHMSFP;H®; =NIL@IL
GIL? NB;H  S?7;LM&H *LNCHOCNQ;MILIO>NIJLI>O=TCNSCFFCIHMBINLOGHRHNI

BNNJ QQ&LNCHAOLIS;INIFCHENB?,LNCKOCNA ?<MCNP>L?;>,<IONNB2IGJ;HSAFIHA
BCMNIEBOaFFCM=IPRIB;NPP?HNBIOABNE @;GCFS X6GU;HS QCNB@;CLBSCKOA>0=NCN
1J?L;N?MCERISINB?EIGI;HS &>?HNGCIBS; CH=NCPCNC@WDWH=NG#HUNCIOCNALOMCH?MM
;H> ?RJIF;CH BIQ ?;=B ;=NCPCNS <?H?@CNM NB? =IGJ;HS

(AACSB) Analysis
+,G? @IOPRN?LH@F=NINS;B;P?;H CH@FOPMH=<OMCHABIR??R;GIF?MNNB®;SMCH)BC=B
?,=B @;=NIL =;i@&N NB? <OMCH?MM J?L@ILG;H=? |@ NQF=]ON;HSHLA

References

;LIH I M=CHA ,@HO<FC=Stanfod Business JLCF BNNJ QQ&M< MN;H@ILH?SMG;A
M<MG @7?;NOL?:@;=@:IBNEE?MM?> ";HO;LS


http://www.martinguitar.com/
http://www.gsb.stanford.edu/news/bmag/sbsm0308/feature_face_off.shtml
http://www.gsb.stanford.edu/news/bmag/sbsm0308/feature_face_off.shtml

1.3 What Is Economics?

Learning Objectives

1?7@CHEonomicsH> C>?HNC@S @;=NILM I@ JLI>O=NCIH
"RJF;CH BIQ ?=IHIGCMNM ;HMQ?L NB? NBL?? E?S ?=IHIGC=M KO?MNCIHM
IGJ;L? :H> =IHNL;MN ?=IHIGC= MSMN?GM

11 ;JIL?=C;NRQ ; <OMCH@&DH=NGI?M??>NIEHIQMIG?NBCHFONNB?=IHIGC2HPCLIHG7EH)BC=B
CN?L;N?M ? <?ACEACNB>? @ CHOMRHHIGC=M>; >CM=0OMMINB2?MIOL=0M?NIJLI>O=AlI>M;H>
M?LPC=?M

Resources: Inputs and Outputs

"=IHIGC=NCMBMNO#@NBILI>O=NCHCMNLC<ONECHHMOGINTCEAII>M;H>M?LPC=?MIOL=?}U?NB?
inputsOM?> NI JLI>@=puts /?MIOL=?M G;S CH=FO>? ;HS IL ;FF |@ NB? @IFFIQCHA

X );H>;H>INB?L H;NOL;F L?MIOL=?M

X );<IL IBSMC=;F ;H> G?HN;F

X ;JCN;F CH=FO>CHA <OCF>CHAM ;H> ?KOCJG?HN

X "HNL?JL?H?OLMBCJ
[?MIOL=?M? =IG<CH?NI JLI>O=2AlI>M ;H> M?LPC=PM> ;H> H;NOLJF?MIOL=3MPC>NBH??>?%+,Q
G;N?LC;BMIL NL;HM@ILGMG;N?LC;EMMII>M;H>M?LPC=?MN;F?KOCJIG?KIOCF>CHABC=F2MWB

JH>MI@ILNR.? H??>? 1 INBILI>O=NCIHI=?MNHNL?JL?H?OLMBR3>?NBMECHS =L?;NCPERS>?NI
<LCHA NB? INB?L L?MIOL=?M NIA?NB?L NI JLI>0O=?; All> IL M?LPC=? NI <? MIF> NI NB? G;LE?NJF;=?

?=,0M?, <OMCHDIMMMPMIOL=RVproduceNBCHAM ;FMI=;FINB?M2MIOL=ZM=NIL@JLI>O=NCItB?
@;=NILM |I@ JLI>O=NCIH OM?> NI JLI>O=7? ; MBCLN QIOF> CH=FO>? NB? @IFFIQCHA

X 1B? F;H> NB;N NB? MBCLN @;=NILS MCNM IH NB? ?F?=NLC=CNS OM?> NI LOH NB? JF;HN ;H>NB? L
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NB? MBCLNM ;L? G;>?
X 1B? F;<IL?LM QBI G;E? NB? MBCLNM
X 1B? @;=NILS ;H> ?KOCJG?HN OM?> CH NB? G;HO@;=NOLCHA JLI=?MM ;M Q?FF ;M NB? GIH?S H??>’
@;=NILS
X 1B? ?HNL?JL?H?OLMBCJ MECFF OM?> NI =IIL>CH;N? NB? INB?L L?MIOL=?M NI CHCNC;N? NB? JLI>O:
>CMNLC<ONCIH I@ NB? All>M IL M?LPC=?M NI NB? G;LE?NJF;=?

Input and Output Markets

*HS [I@NB2@;=NIU@JILI>O=NCIH L?MIOL=?4? JLIPC>?NI| <OMCH?MMBIOM?BIF>¥L ?R;GJF?
BIOM?BIF=MIPC>XOMCH?MMMNB;<IL ;M QILE?LMF;H>;H> <OCF>CHMW;H>FIL>MH> =;JCN;EM
CHP?MNI&MNOLKOMCH?M@"BIOM?BIFE@MINB?NLI?MIOL=280ULIPC>CNB?&CNBH=IGMO=B1Q;A?M
L?HNH> CHN?L28N L?MIOL=RW;CH?@LI@BIOM?BIF>M NB?@DM?%S <OMCH?NNANBO="AII>M ;H>
M?LPC=QHBC=8.? MIF>NI NBM;G?BIOM?BIFMB;NLIPC>ZOMCH?MMNB?P?HO2B? L?P?HA2N;CH?>
<S<OMCH?NINBPOM?MNI<OS>>CNCIH;PMIOL=7N> NB2ZS=F2IHNCHOPRCMCL=OKIFICM?M=LC<?>
CHiICAOL? MB? CL=OF#FIQ |@&HJONHF , ONJONMYBC=BFFOMNNB2;ALIF?NM@BIOM?BIF>NP>
<OMCH?MM?M

X %IOM?BIF>M HIN IHFS JLIPC>? @;=NILM I@ JLI>O=NCIH IL L?MIOL=?M <ON ;FMI =IHMOG? AlI>M ;H>
X OMCH?MM?M HIN IHFS <OS L?MIOL=?M <ON ;FMI JLI>O0=7? ;H> M?FF <INB AllI>M ;H> M?LPC=?M

#CAOL? 1B? CL=OF;L #FIQ |@ &HJONM ;H> ,ONJONM
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The Questions Economists Ask

"=IHIGCMNAUNONBZHN?L;=NEMIQP?BIOM?BIF:#p <OMCH?NHAFRIE ;NNBQ; SMCKHDBC=BB®@;=NIL®&
JLI>O=NCJEP =IG<CH?NRIJLI>O=NBAII>M;H>M?LPCMNBMN?IIF?H??> ;MC=,FF3=IHIGCMNMSII;HMQ?L
NBL?? M?NM 1@ KO?MNCIHM

What goods and services should bedorced to meet consumersO ne&#s@B;N KO;:HNCNS 4B?H MBIOF>
NB?S <? JLI>0=?>

How should goods and services beduced4Bl MBIOF> JLI>0=? NB?G ;H> QB;N L?MIOL=?M CH=FO>C}
N?=BHIFIA8BBIOF> <? =IG<CH?> NI JLI>0=? NB?G

Who shouldeceive the goods and servicesguced?61Q MBIOF> NB?S <? ;FFI=;N?> ;GIHA =IHMOG?LM


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/5476dabfb73e108459cf1d1aa2e7bc7f1.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/5476dabfb73e108459cf1d1aa2e7bc7f1.jpg
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Economic Systems

1B? ;HMQ?LMI NB?MRO?MNCHWPH>IH ; =IOHNWga=IHIGC=MSMNRB? G?;HM<S QBC=B MI=C?NS
BIOM?BIF>60OMCH?MM2MIP?LHG?HE;E?M>?=CMCIHIDN;FFI=;NCHAMIOL=RMLI>O0=JLI>O=NM>
;<ION>CMNLC<OMBIWM2L I>O=NNB? >?AL?NI QBC=BH>CPC>HEMOMCHMQINPLMM IJJIM?> NI NB?
AIP?LHG?HMNHDISDL??>IGH5;ECHAB?M?2=CMCRIM ?M=IL>CHRINBRISIRG?=IHIGCMSMNBBH?L;FFS
MJ?;ECHA ?=IHIGC= MSMN?GM =;H <? >CPC>?> CHplaNG@di3MeasiMiree market systems

Planned Systems

&H JF;HH?MSMNABAIP?LHG?HIR?LNVHNLIFP?L NB2FFI=;NCIfi> >CMNLC<O®EHL MIG?AII>M
:H> M?LPC=2BP MSMNQENBBBCAB?FNP ?RDAIP?LHG ?HMNLIEMIGGOHCM&HNB?ILS =IGGOHCMN
2=IHIGS CNH? CHQBC=BIBAIP?LHG?HRHM;FFIL GIMN?HN?LJLCMPMIL;BF;HHCH/S NBAIP?LHG?HN
>C=N:N2BC=RBII>MIL M?LPC=RRILI>0=?>BIQ NB?3.? JLI>0=?>H> QBl QCAR=?CRB?C&HIL;=NC=?
JOL2=IGGOHCMGNL;=NC=;RfSI?RCMNIES :H> IHFS; @?GIOHNLCRINN;<FSILNB(IL?; :H> O<:
17L;N? OH>?L LCAC> =?HNL;FFS JF;HH?> ?=IHIGC= MSMN?GM

2H>?1LMI=C;FCNCH>OMNNBMILIPC>?MM?HNWCEPC=W@=PI ONCFCNEEHA> B?;FNB,L? G;S <?
AIP?LHG?HQH?> ,NB?L<OMCH?MIMARQH?> JLCP;N?F8ANL;BF;HHCHRAFI=;N?NBAII>M ;H> M?LPC=?M
JLI>0=?><S AIP?LHG?HN LCH>OMNIEC’NLCRVM?HMONSB; NIB?.?MOFNQHANE M CMNLC<CROFF&H
=IHNL;MMNCP;NARH ?>=IGJ;HC?M.? 1J?L;N?>INBIOLIIMRAG;ECHA JLI@ @NINB?CGRH?LMHA?H?L;F
QILE?LKMHI=C;FCMNIGC?RILE@?QBIOLMB;P?FIHA?E;=;NCIHMI>L?=?CIZIL? B?;FNBL? ?>0=;NCIH
;H>=BCF> =;k?H?@Q0RNM: QILE?LIH;JCN;FCMINIGC?MI| 1@G@MREBCABIMN@QIO<FGA?LPC=RNR?M
;L? A?H?L;FFS MN??2J "R;GJF?M 1@ MI=C;FCMN =IOHNLC?M CH=FO>? 0Q?>?H ;H> #L;H="

Free Market System

1B??=IHIGCMSMNE@BDBC=BIMN-OMCH?MNBTYH?>;H>1J?L;N?><SCH>CPC>OMB® | 72;LE?IMSMN?G
;FMIEHIQH;M=;JCN;FCM Q? QCRA?H?RNCH @L7B;LE?Ncompetition>C=N;NBIQ All>M;H>M?LPC=?M
QCHP;FFI=;N?>0OMCH?GMIH>0O=N@QCNBIFFCGCMPB?LHG?HMPIFP?G?tBP?=IHIGC?MENB2HCN?>
ON;N?M ;H> INB?L =IOHNLC?M MO=B ;M ";J;H ;L? <;M?> IH =;JCN;FCMG

How Economic Systems Compare

&H-IGJ;LCHA=IHIGC-MSMN?GMN®B?FJ@RNIMNBCH®; =IHNCHOQGNBIGGOHCM@ IH? ?H>;H> JOL?

=,JCN;FCINGBMNB?LMCHCAOL? "1B?0J?=NLO@'=IHIGC=0SMN?G\M SIOGIP? @LIG?@N-CABNB?

;GIOHN@AIP?LHG?HNHNLIPP?L<OMCH2MGICHCMB?MII >I1?MNBF?PAMI=C;A?LPCI=B1B?;FNB
=,L? =BCF> =,L? M?LPC=?M MI=C;AMRHOGIRISG?HN <?H?@CNM

#CAOL? 1B? 0J?=NLOG I@ "=IHIGC= 0SMN?GM
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Mixed Market Economy

1BIOABCNEIMMCSRIB;P?; JOLZIGGOHCMSMN1G; JOL?Z;JCN;FGEING;LE?NMSMNTH.?;FCIBSHS
?=IHIGC-MSMN?GRIGCR?> GCR?7G;LE?R=IHIGS L?FCH<INBG;LE?NM> NBAIP?LHG?HWN;FFI=;N?
L?MIOL=2AVaP?FL?;>3V??NB;NBCNDB;NB;JJ?HNCHMI=C;FCMINIGC?RHBC=RBAIP?LHG?HNNLIFM
M?F?=NZ;DILCH>OMNDMIMINL;HMJIILN;NBHB?;FNB,L? QBCEFFIQCHBH>CPC3QHP?LMBGAINB?L
CH>OMNLE?NJIL?PCIOMASGOHCMNHIGC?NMO=BMNBIMR@";MN?LFOLIJ? ;H> BCH; ;L? <?=IGCHA
GIL? GCR?MNB?SI1IN=;JCN;FCMBIC=N?LCMNEHP?LKOMCH?NMMWRALIOMBH?><SNBAIP?LHG?HN
NI JLCP;N? IQH?LMBCJ NBLIOAB ; JLI=2MNMPHIER?RCIH

The U.S. Economic System

)CE?GIMN-IOHNLCREB2HCNZN;N?@?;NOL?GICR?S;LE?NMSMNMIBIOABB2 0 ?=IHIGC-MSMNTM
JLCG,LCF® LB, LE?NMSMNNB @ ?>?LAP?LHG?HHNLIAM G ?<;MCM?LPCavVId=BANB3IMN;M?LPC="?
;H> ;CINL@GHHNLIAB?2 0 ?=IHIGS ;FMIB;MMIG?=B;L;=N?LCMECHMFC;FCAEVINNO=BIILIPC>CHA
MI=C;F M?=0OLCNS L?NCL?G?HN <?H?@CNM NI L?NCL?> QILE?LM

1B? @QL7G;LE?NMSMNZEM?MIIOMZS >,G OGCNBHBCMIIE TheWealth of Nations JO<FCMEH
==IL>CHAIOGCNBIGJ?NCNCHHH?QIOF*?HMONB; NIHMOG?LRE?CPRBZ?MMN.I>O=NNNBZ?MN.C=?M
&HNBECHKa=IGI?NCNBIEMMOG?>M?FRQBI NLCRIM B;IA?GIL? @IBCHLI>O=NB;HNB?M?FFZUMa\<?
;<F?NI@CH*¥S<OS?LM DI< M??E@BI ;MEMBIL? NB;HNBAICHA;A? QIH&\N<? BCL?>?=,0MNB?CHPCMC<F?
B;H>_ 1@ =IGJ?NCNCIH QCFF G;E? NB? G;L@?=NUHR®? QINa&? ; H??> NI L?AOF;N? JLC=?M IL Q;A?M

FGIMNCGG?>C;NBIQ?P?L;, N?HMCGIPP?FIJ?3GIHA @LE,LE?NB?ILCMRNQ ?NBILCH=CIUBRissez-
faire]F?;PCHANBCHANH?];H> AIP?LHG?HDHN?LP?HNCHS CNEIGGIH @IINB2 0 AIP?LHG?HWN
CHN?LPZHRBPI?L;NCIHONB?=IHIGC-MSMN#IL ?R;GIF?AIP?LHG?HR?LNOH@FOMHIB@II>;H>
JB;LG;=?0ONCER>OMNNBRNDABB #I1> ;H>!LOA >GCHCMNL;NOBT=BLIN?=NMMOG?k8EIL?P?HNCHA
OHM; @7 IL GCMF;<?F?> JLI>O=NM @LIG L?;=BCHA NB? G;LE?N

11 ;JIL?=C;NB2Q <OMCH?NIMEM?Q? GOME CIAANH C>?]@BIQ JLC=2M M?0+IGI?NCNGRE?NVBOM
0?=NCIH "?L@7?48J?NCNCIH>00JJFSH>1?G;H> <?ACHS>?M=LC<BHKAG;LE?NRMN;<FCMB-"TH
:H ?HPCLIHG?HNdi@ct competition


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/c3f458c69c3795836dba7a350b9d7f471.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/c3f458c69c3795836dba7a350b9d7f471.jpg
http://open.lib.umn.edu/exploringbusiness/?p=157#frank-ch01_s04
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Key Takeaways

X EconomicsCM NB? MNO>S |@ NB? JLI>O=NCIH >CMNLC<ONCIH ;H>=IHMOGJNCIH |@ AlI>M ;H> NV

X "=I[HIGCMNM ;>>L?MM NB?M? NBL?? KO?MNCIHM  4B;N AllI>M ;H> M?LPC=?M MBIOF>|<? JLI>0O="
=IHMOG?L H??>M  %IQ MBIOF> NB?S <? JLI>0=?> ;H> QBI MBIOF> JLI>O=? NB?G 4Bl MBIOF>
L?=?CP? AlI>M ;H> M?LPC=?M

X 1B? ;HMQ?LM NI NB?M? KO?MNCIHM >?J?HMidgrad@idMlySem1B? JLCG;LS ?=IHIGC=
MSMN?GM NB;N ?RCMN NI>;S ;L? JF;HH?> ;H> @L?? G;LE?N MSMN?GM

X &H ; JF;HH?> MSMN?G MO@mBitMism;;H>socialism NB? AIP?LHG?HN ?R?LNM =IHNLIF IP?lL. NB?
JLI>O=NCIH ;H>>CMNLC<ONCIH I@ ;FF IL MIG? AllI>M ;H> M?LPC=?M

X &H free market system;FMI EHIQH ;8&pitalism <OMCH?MM CM =IH>0=N?> QCNB IHFS FC[GCN?>
AIP?LHG?HN CHPIFP?G?HN IGJ?NCNCIH >?N?LGCH?M QB;N AlI>M ;H> M?LPC=?M ;L?[JLI>0=?> |
;L? JLI>0=?> ;H> @IL QBIG

‘ Exercises \

&@ SIO MN;LN?> ; <OMCH?MM NB;N G;>? MOL@<I;L>M QB;N @;=NILM |@ JLI>O=NCIH QIOF> Sl
SIOL JLI>O=N 4B?L? QIOF> SIO A?N NB?G 4B?L? QIOF> SIO @CH> NB? GIH?S SlOa> HP?> NI J;S (
;>>CNCIH;F L?MIOL=?M

4BC=B NBL?? E?S KO?MNCIHM >| ?=IHIGCMNM NCFN!HIMEZPM NI NB?M? KORNCIHM >C@
>?J?H>CHA IH QB?NB?L NB?SaL? QILECHA CH NB? 2HCN?> ON;N?M IL CH O<; "RJF;CH SIOL ;HMC

==IL>CHANI G;HS M=BIF;LNlhe Wealth of Nations HINIHFSCMNB'GIMNCH@FO?KNE;f'H @L?? G;,LE?N
=,JCN;FCMG <ON L?G;CHM L?F?P;HN NI>;S



1.4 Perfect Competition and Supply and Demand

Learning Objective

1?M=LC<? J?L@7?=N =IGJ?NCNCIH ;H> ?RJF;CH BIQ MOJJFS ;H> >?G;H> CHN?L;=N NI[M?N JLC="*
G;LE?N MSMN?G

2H>?L; GCR?2=IHIGS MO=p1Q? B;P? CHNB2HCNDN;N?MOMCH?NBVER>?=CMCIKI@NQBC=RBII>M
NIJLI>O=1L M?LPCM@® ?{H> BIQ NB?9.? JLC=?>?=,0MMNB?L2? G;HS <OMCH?NBVEEHAII>M IL
JLIPC>CHAPLPC=20MNIG?EM =BIIM?;GIHA ; QC>2LL;SI@JLI>O=N¥B? =IGJ?NCN@HLM;F?NEIHA
<OMCH?NIMMACNILN@ OL?=IHIGCMSMN?&HIGCMNB/P?C>?HNC@CMWS I ?N=1GI?NCNClpHrfect
competition monopolisticcompetition oligopoly ;H> monopoly 4 ?aFEHNLI>ONB2@ CLUE@WMB?M?]J?L@?=N
=IGJ?NCNCIH]CH NBCM M?=NCIH ;H> =IP?L NB? L?G;CHCHA NBL?? CH NB? @IFFIQCHA M?=NCIH

Perfect Competition

15
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#CAOL?

-LI>0=? FCE? NB?M? ;JJF?M CM ; MN;H>;L>CT?> JLI>O=N ;P;CF;<F? @LIG HOG?LIOM <OMCH?MM?M
*CE? *IT,LN\ JIF?M 6

2L@7=N5J?NCNCRCMBBPHNB?LR? G;HS=IHMOG?KRSCHAN;H>;L>CIREO= @ LIGIOG?LIONG;FF
<OMCH?MFERMHI M?FFCMCAHIOABL CH@FO?RNIORBNI ;@ ?<-INC=M?FF?2H¥ <OS?LM=?JNNB?
AICHALC=%IL ?R;GJF?QB?H =IGG?L=C;@ CMBRCHACID CMB\BFI=;FG;LE?NB?B;MFCNKFNLIP?L
NB? JLC=? B? A?NM ;H> GOMN ;==?JN NB? AICHA G;LE?N JLC="?

The Basics of Supply and Demand

11 ;JIL?=C;N&IQ J?L@ 7?6 J?NCNQHEMQ? H??>NIOH>?LMNB#Q <OS?LM>M?FFTIN?LGN G;LE?N
NIM?BLC=?BIH G;LE?NB;L;=N?LCEBI?L@?=K6J?NCNCIHC=CM?N?LGCHNBLIOABB%?=B;HCMGM
supply;H>demand -LC=?M"? CH@FO?H#IB<S NBMOJIASILI>O=NEILIGM?FF?2HM <SNB?>?G;H>@IL
JLI>O=NM <S <OS?LM

1l CFFOMMBRRH=?JN-?N&L?;N? supplyand demandschedule@IlH? J;LNC=0Rjl> MIF>NIH? JICHKH
NCG2B?HQ?aFR? @ CimandH> =L?;N? demandcurve ;H> >?@ Csipply;H>=L?;Np supplycurve #CH;FFS
Q?aRRA?BIQ MOJJEB>>?G;H>CHN?LINL?;N/M equilibriumprice]NB? JLC=NQBC=80S?LM? QCFFQHA
JOL=B;M? NB? ;GIOHN NB;N M?FF?LM ;L? QCFFCHA NI M?FF


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/1.4.0.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/1.4.0.jpg
https://www.flickr.com/photos/jeepersmedia/12956139675/
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Demand and the Demand Curve

1?7G;H> CMBRO;HNC@&SJILI>O=NB;NOS?L,M? QCFFQHFOL=B;MNP;LCIONM C=?MB?KO;HNCESJILI>O=N
NB;N?1JF?;L? QCFFOHAOS>?J?H>NH CNMC=510aLNSIC=;FRPFSFFAQHAO ess|@; JLI>O=RB?HLC=?M
rise;H>more 1@ JLI>O=RB?HLC=7Ml $?H?L;FR8J?;ECHA? @CHE>O=NBAL? ;NNL;=NQ?LILC=?M
;H>Q? <OS GIL? ;N FIQ?L JLC=?M <?=;0M? IOL CH=IG? AI?M @OLNB?L

#CAOL? 1B? 1?G;H> OLP?

2MCHABENACH? =;H=IHMNLQ=NRG;H>=0LPNB;NIBIQWMBKO;HNGES JLI>O=NB;QCKP?>?G;H>?>N

>C@?L7?HIC=?MNMMMOG®B;NB2C;AL;GCCHCAOL? "1B?1?G;H> OLP? L?JL?M?HB@,CFSLC=H>

KO;HNCEIIF?NVIF<S@;LG?LM FI=;FG;LE?N-IN?NB;MNB3ILC=, JIF?MI?M>IQH <OS?LMaG;H>

AlI?MDJ 1BOMC@JIIOH> @, JIF?NU? FEEMIL <OS?IHCH? QCFFQHIOL=B;MAFS@ C@ BOHHH-L'ZHOH>M
J?>;S ONC@JIF?MIMMNHFS ; JIOH><OS?LIYCH? QCFFAH20L=B;MQINBIOM;H$OH>MN

; JIOH> <OS?LM QCFF <? QCFFCHA NI JOL=B;M? NQ?HNS @CP? BOH>L?> JIOH>M

Supply and the Supply Curve

00JIFEMBRO;HNCESJILI>O=NB; NI?FFLRMCFFOHM?FRP;LCIOM.C=?M?KO;HNCESJILI>O=NB;N
<OMCHCMMCFFAHKN ?ERJ?H>M CNNMC="OMCH?MM?More QCFFOHMN?ERLI>0=RQB?HNBJLC=fises


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/452d3eae2a9d8e67b5cc8ad5e434c3051.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/452d3eae2a9d8e67b5cc8ad5e434c3051.jpg
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;H>1essQCFFOHM?FRFEYB?HLC=78I A;CH NB@-8;E?MI?HMZOMCH?MMRMAJINIG;E? JLI@CNM
NB?L? ;L?A&2L JLIQCNM NI <? G;>? QB?H JLC=?M ;L? BCAB

#CAOL? 1B? 00JJFS OLP?

+1Q Q?=;H=IHMNLO=MOJIFSOLPNB;MBIQWMBKO;HNGEEJIF?NNB; ;LG ?IMOF><? QCFFOMM?FEN
>C@?L°HIC=?MA;L>F?MN4?G;H> M SIO=;HM?THCAOL? "1B?00JIJFSOLP?_NBR®IOJIE®OLPARI?MCH
NBRIJIMCNLCL?=N@HIGB2?G;H>=OLP?MILC=2MIBKO;HNCESIF?NNB;i®;LG?LIM QCFFOHM ?FF
;EMIAI?MOJ 1B?MOJIELPVIBIQWMB; I®;LG?LIM QCFFOHM?FRFS NBIOM; FOH>NM@, JIF?NQB?HNB?
JLC=CM ; JIOH>NQINBIOM; HHOH>NDB?HNBJILC=CM ;H>NBL7YBIOM; HFOH>NDB?HNBJILC="?
CM

Equilibrium Price

4 ? = HHIQ M?BIQ NBG;LE?N6?=B;HCMELEMDH>?0?L@?=MEJ?NCNCAH? >| NBGN JFINNCEABNB?
MOJIE®DLPMH>NB2?G;H>=0LPM IH? AL;JB;MQ?aP2IH?CHCAOL? "1B?"KOCFC<LaO5? 1B?JICHN
'NQBC=RBNQI=OLPHN?LMMIB?KOCFC<LILOE?N NBAMCHNOS?LMaG;H>@ILJIF?MH> M?FF?LMa
MOJJFS |@ ;JJF?M CM CH ?KOCFC<LCOG

#CAOL? 1B? "KOCFC<LCOG -LC=?


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/d7aa395a544f01377eb5c60adbc7678b1.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/d7aa395a544f01377eb5c60adbc7678b1.jpg
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610 =;HM?TH!CAOL? MB?"KOCFC<LAOE=?NB;NBMOJIFEE> >?G;H>=OLPMHN?LMRABILC=RD

;H> KO;HNAEBIQINBIOM; B} OH>MLBOM CMIB?KOCFC<LILOG&?NNBCMC=NBKO;HNAE5
JIF?M?G; H>?><S<OS?LRKO;FNBKO;HNGESIIF?MNB; I; LG ?LIMP QCFFAHMOJIF&E@ @;LGMLCRW
=B;IA?GIL? NB;H @IL. JIOH>1@;JJF?MB? QIHANM?H?LS5;HS ;H> BCNLI@QORERN >IQH &@H NB?
INB?B;H>; @;LGNLCRWB;IA?F?MNB;HNB?KOCFC<LILOE® ; JIOH>B?QCRW?FRFL? ;JIF?MON
BCM JLI@CN J?L JIOH> QCFF <? F?MM NB;H ;N NB? ?KOCFC<LCOG JLC=?

4B;N B;P? Q? F?;LH?>CHNBCMCM=OMMEIPHP?F?;LH?NB;NQCNBIOGNMCEH@FO?HZ 2 ?NIZ¢H;H
?HPCLIHG?HN?L@7?=N5J?NCN@QEFELCPN ;H ?KOCFC<LTOBKNN QBC=BINB<OS?LM> M?FF?LM™
M;NCM@QIR? GOMX? ;Q;L? NB;NIBGIM P?LIMCGIFCVRIGIF?1BCHAM? GO=BGIL? =IGJF?RCHNB?
L?;RILF>#IL IH? NBCHALE?NNML?FE?L;NQCNBIGDNMCSRA@FO?IMHGENCG?M?FFNMBOUJIRSL? |@,
JLI>0O=NB;HOS?LM? QCFFQHAOL=B;MCHNB;N;M?NB?L&asurplus 0IG?NCG?MB?SIHaANJLI>0=?HIOAB
|@ ; JLI>O=N NI M;NCM@S >?G;H> NB?5hQfRd8;e? ;

CL=OGMN;HFNUB;P?; B;<CNa=B;HACH#MB;N QIOF>B,;JJ?H @IPR;GIF?C@H=IGRIM?H><OS?LQPL?
QCFFQ¥A;S GIL? @ILJIF?M1B?>?G;H>=0LPQIOF>=B;HA?L?MOFNCHIACH=L"?;@PPKOCFC<LILOE?
1BCMON=IGG;E?MCHNOCMCRM®>?G;H>CH=L?;MIMC=CFNX OJ 4B;N QIOF>B;JJ?HC@JF?=LIJM
Q?LF;IA?INB;FPRI?=NZ2=;0M@@;PIL;<FQ?;NB?EIH>CNCIHM. G ?LNE CABXP QCFFOHM?EBIF?MN

FIQ?LILC="&®II NBMOJIEDLPQIOF-MBC@NOFNTHIANB?EB;HATHKOCFC<LILOGNBTH=L?; 2R
MOJJFS QIOF> <LCHA >IQH JLC=?M


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/5170c3281babc033dff3da0f0fb946a41.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/5170c3281babc033dff3da0f0fb946a41.jpg
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Key Takeaways

JLI>O=NM ?=;,0M? HI =IGJ;HS EMAHIOAB NI =IHNLIF JLC=? ?;=B MCGJFS ;==?JNM NB?
JLC=? 1B? JLC=? CM >?N?LGCH?> <S MOJJFS ;H> >?G;H>

X DemandCM NB? KO;HNCNS I@ ; JLI>O=N NB:N <OS?LM ;L? QCFFCHA NI JOL=B;M? ;N P;
CM FIQ ;H> F?MM QEBO2Ba

|@ ; JLI>O=N QB?H JLC=?M ;L? BCAB ;H> F?MM QB?H NB?SaL? FIQ

QCFFCHA NI M?FF

X &H :; @L?? G;LE?N MSMN?G <OS?LM ;H> M?FF?LM CHN?L;=N CH ; G;LE?N NI M?N JLC=PM
X 4B?H NB? G;LE?N CM =B;L;=N?p€iféct <Bmpetition G;HS MG;FF =IGJ;HC?M M?FF C>?HNC=;F

G;LE?N

X Supply CM NB? KO;HNCNS 1@ ; JLI>O=N NB;N M?FF?LM ;L? QCFFCHA NI M?FF ;N P;LCIOM JLC=?M

| CIOM JLC:

X 1B? KO;HNCNS I@ ; JLI>O=N NB;N J?IJF? QCFF <OS >?J?H>M IH CNM JLC=? NB?SaFF 40S GIL? Q
X -LC=? ;FMI CH@FO?H=?M NB? KO;HNCNS I@ ; JLI>O=N NB;N JLI>0=?LM ;L? QCFFCHA NI MOJJFS

X &H ; =IGIJ?NCNCP? G;LE?N NB? >?=CMCIHM |@ <OS?LM ;H> M?FF?LM CHN?L;=N OHNCF NB? G;LE
equilibrium price INB? JLC=? ;N QBC=B <OS?LM ;L? QCFFCHA NI <OS NB? M;G? ;GIOHN NB;N M?FF?

Exercise

0 H;FSMCM

610 DONINH ;=LIMNNBL?CHN?L?MMAHVCMNCHNB DILFd=0OLL?IMDJIIAEICFCMMNCG; N\I><?
NLCFFEIHL?FM  NBQILF>QC>OM?@ICFCNNBCLNSFFG/HLL?FM S?;L ;H> ;N NBANN?

;L?HE;MMCGJIERVINB?#M??G @N?JEF G;HS @;=NIL&D ?=NNBNBMOJJABICFEH> NB?>?G;H>@IL
JLI>O=NB}>? @QLIGCNMO=BIA;MIFCHIB?M®@;=NIQLCFEH@FOBBZH;H> CAIBRILFLOHMN@
ICF HMQ?L NB? @IFFIQCHA KO?MNCIHM ;H> JLIPC>? ?RJF;H;NCIHM @IL SIOL ;HMQ?LM

4B;NaM NB? G;DIL @;=NIL EBRANBNBAlYI@ ICFHint &NANB? M;G? G;DIL @;Z®NA=NZHA
NBdemand@IL ICF

@CFF OJ SIOL A;M N;HE
&@ BCM;&=IHIGS =IHNCHO?M NI ?RJ;H>QBOFOSEFF B;JJ?H NI NB? JLC=? |@ ICF

GIL? ?RI?HMCP?

&H SIOL IJCHCIH QCFF ICF JLI>O=?LM <? ;<F? NI MOJJFS ?HIOAB ICF NI G??N NB? C
ICF L?F;N?> JLI>O=NM MO=B ;M A;MIFCH?

|@=IHMOGJINC}pPaFEOHONI@ICFCH@ILNS NB&?2M,P?L=IGCHAH CHCN&ZFHM@CGJI?H>CHA
=;N;MNLIJBRIO L?G?G<?NB?>CM=0OMM@WOIIES> >?G;H>CHNBGNB;JN?|H> L?;FCTB; NBCHAW

—->>

&@ JLI>0=?LM @CH> ;>>CNCIH;F ICF L?M?LP?M QB;N QCFF B;JJ?H NI NB? JLC=? I@ ICF
&@ JLI>O0=?LM GOMN ?RNL;=N ICF @LIG GIL? =IMNFS Q?FFM QB;N QCFF B;JJ?H NI NB? JLC=? |

&@ >LCP?LM CH NB? 2HCN?> ON;N?M MN;@C@CRPHEHA P27 08BM QCFF A;M <? =B?;J?L IL

H=L?;MCH/




1.5 Monopolistic Competition, Oligopoly, and Monopoly

Learning Objective

I?7M=LC<? GIHIJIFCMNC= =IGJ?NCNCIH;H=CalBIB &S

"=IHIGCMNBVP?C>?HNC @IS I ?M=1GI?NCNClpHrfectcompetition monopolisticcompetition oligopoly
;H> monopoly -?L@?=GIJ?NCNQH>CM=0OMEHNBF; MM ?=NCBRaFEIP?LNB2?G;CHCNBALMNSJ?N®D
=IGJ?NCNCIH B?L?

Monopolistic Competition

&HSIHIJIFCMNGE J?NCNCQ2 MNEEF? G HS M?FF2IWIQ? B:> OH>?12L@?=I6J?NCNCHQ BIQ?P?L
NB?SIHAM?FE>?HNCGEE O=N&HMN 28?81 ? FffferentiatedJLI>O=NM]JILI>O-NBNC@MIG?QB;NL ;L?
perceivedNI>C@?2P?HNBIOABB?8I?LP2MCGCHALIIM2LI>O=NMH<?>C@?L ?HNECNHOG<21@Q;SM
CH=FO>KE8&CNBISEMHP?HC?HER:NCIEH><L:;H>H:G? 01G? J?1JF2IL?@7E? IP?L-2JMC?P?HNBIOAB
NBRNQIJLI>O=NM KOCNICGCFANQB;NCEB?LQ;:M; MO<MN:HNC:EQ@?L ?H<?NQ??NBNQI &HNB;N
=:M?<0S?LMOF>? J?LMO:>M MQCNE@R.IGH? NINBINB?LLBOMC@E? B:M; <CALIGINCIH:M:FN;
MOJ?LG;LE?N =B;CH MIG? -2JMC >LCHE?LM GCABN MQCN=B ;N F?;MN N?GJIL;LCFS

%IQ CNILLI>O=NC@?L?HNC;NaBIFCMBG?NCG?UINMCGIASIAL;JBC=;EI0JLI<;<FSKOSA;MIFCH?
NBMN;NGIHIM?MNSIOLBIG? L?A;L>F?NINIBRL;H> N INB?INCG?3PL=?CP2e@?L?H=<MQ??H.I>O=NM
;L? JLIGIN?><S ;>P?LNCMEMACAHIP=IHPCH=IHMOG?IN@;\H? JLI>O= M C@?L?E@NLIGHINB?L];H>
<?NNRB;KCN?A;L>F?M@=OMNIGRELS;FNSI; JLI>O=NBIQ?P?LC@NMC=RI?MII BCAB\BM?FFQCHHM?
<OMCHRMM=IGI?NCNRH>?LGIHIJIFCMNEEJ?NCNONB?L? @ KIS J;HC?|;P?IHFSFCGCNPHENLIFP?L
JLC=?

Oligopoly

[FCANIFSG?;HM@?M?FF?&MH IFCAIJIFCMBICE?N?;=BM?FAVIOJIFCMIA? JILNCIH®; FANBJALI>O=NM
MIFXCHNB®;LE?NJF;=@H>>CNCI&?=;0MIB2IMN@MN; LNCHAOMCHE@WNI IFCAIJIFCMBIC=OMEBIBVIO; FFS
BCAB NB? HOG<?L I@ @CLGM ?HN?LCHA CN CM FIQ
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IGJ;HC?MCHFCAIJIFCMBDIE=OMNCE2NOMD=B;IA? M=;FZHN?LILCMIONIGI<CFEAGJ;HC?M{>;CLFCH?M
M F;IA? @CLGMAJIFSCHACT;<BR.NCIH®; G;LE?NNB?M?PGJ;HC?®;P?MIG?=IHNLIFP?LNB3ILC=MB?S
=B;IA? ONNB?LMa =;N=B<?=;0MILI>O=NM? @;CLMEGCFKIB?HH? =IGJ;HS FIQ?LMLC=?NNB?LN?
I@NBIL="R@IFFIQIOCIN.-?G;CHIGI?NCNGEHQ M?NBUM=NC;ANBRNCGCHNB?CLFCE8R>OMNMBSH
G?LC=;HCLFCHMHHIOH=?M@;L2?=L?;MAHNCH?HN2HCN?€LFCH?M> INB?LM FCE?QCAB?H IH?
;ONIG;E?L I@?LM ; MJ?=C;F >?;F CNM =IGJ?NCNILM OMO;FFS =1G? OJ QCNB MCGCF;L JLIGINCIHM

Monopoly

&HN?LGNONBMHOG<?L@M?FF2HM>?AL?Ra@=1GI?NCNCHHIJIFC?MCNNBPIIIMCNZH>I@NBMI?=NLOG
@QLIG?L@?=KBI?NCNG#HI?L@?=KBJ?NCNCONB?LR? G;HS MG;FEIGJ;HC?MAIH?1@QBC=B;H =IHNLIF
JLC=?MB?§ICGIFES=?INNB®;LE?NLC=2?N?LGCHBEMOJIIEE>>?G;H> &H GIHIJIFS BIQ?P?LNB?La
IHFSH? M?FFCENBG;LE?NLB? G;LE?NIOF><?; A?IAL;JBC=;E?; MO=P/; =CN§& ; L?ACIH;E?; ;H>
>[?MHaH?=?MM;LCFS B;P? NI <? ;H ?HNCL? =IOHNLS

1B?L7L? @?@GIHIJIFC?NEHNB2HCNDON;N?#%P=;OMRBAIP?LHG?HICGONBPG IMN @; FEHNH? I@NQI

=, N?AILCMtural ;H> legal +;NOL;EIHIJIFC?NCH=FOIQ<FENCFCNO21?F?=NLCFHNSMMOJIFC?LM
00=PHN?LILANMRRCBAATHP?MNG?HNURIOF><? CH@C=AYHRNIFC=NBILI>O=NB;NB?3LIPC>?
1B?SCHBC<GBU?NCNCGHONNB?SaE?A;K?=;,0MRB?SaCGJILN;HWN MI=C?Ng?R=B;HA@IINB2.CABN
=IH>O=KOMCHZMMBIGNGI?NCNONB?SaL?AOF;NZHL CHMN;HNB?S;H&=B;IA? QB;N?P2ALC=2NB?S
Q;HN<ONIB?SOMMNB?LNIAIP?LHG?HN =IHNLIAE®?=?N¥ ; LOFNB?SaL?KOCLREM?LPFF=OMNIG?LM
?P?H C@ >ICHA MIEGMN@G=C?HN

F?ABSIHIIIES ;LCMB?H =IGJ;HS L?=?CP?M;N?HNCPCIEMR=FOMOR®PQ@;H CHP?HN2+>O=IN

JLI=?MMN?HNM? CMM@@H,. FCGCNCGA?H?L;FR®?HISS;LMPHCNBN;N2AWN?HNH> 1L;>?G;LE@@C="

IOLCHABQNLCIAINB?EIGI;HC?MHAOMRBZHP?HNREO=N JLI=?MPICNBIGN.GCMM@IH®B?
J;N?HBIF>?L-;N?HNMFIQ=1GJ;HC?M=7LN; JRALCINIL?=IP?NBB?;PS=IMNIL?M?;L=BCHA>?P?FIJCHA
JLI>O=NM> N?=BHIFIAC?M-F;MM@R,;GIJFA1@; =IGJ;HS NB;RHDIS?> J;N?HN <;ME2A;K5IHIJIFS CM
-IF;LIC> QBC=@I1S?;L\B?F2R=FOMCRP?LMBE@CHMN;HN CBEIFIASFFCM -IF;LIC>JLC=7NB?
JLI>O=BCABHIOABNIL?=I10JIP?LNCGNBBCABIMN@<LCHAGCEMI G;LE?N4 CNBIGN5J?NCNGIHNB?L
QIL>M CN ?HDIS?> ; GIHIJIFCMNC= JIMCNCIH CH L?A;L> NI JLC=CHA

Key Takeaways

X 1B?L? ;L? @IOL NSJ?M I@ =IGJ?NCNCIH CH ; @L?? G;LE?N MSMN?G J?L@7?=N =IGJ?NCNCIH GIH
=IGJI?NCNCIH IFCAIHBPS5IHIJIFS

X 2H>?Lmonopolistic competition G;HS M?FF?L@A@eCZ®?HNC;N?> JLI>O=NM]ILI>O=@ILNB;N >C@
MFCABNFS <ON M?LP? MCGCF;L JOLJIM?M S G;ECHA =IHMOG?I@PiC?H2?@ NPFB2NMCRPLN
MIG? =IHNLIF IP?L JLC=?

X &H ;Hbligopoly ; @?Q M?FF?LM MOJJFS ; MCT;<F? JILNCIH 1@ JLI>O=NM CH NB? G;LE?N| 1B?S ?R?I
=IHNLIF IP?L JLC=? <ON <?=;0M? NB?CL JLI>O-QIBPH PHRGGEFHS FIQ?LM JLC=?M NB7
INB?LM @IFFIQ
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X &H monopoly NB?L? CM IHFS IH? M?FF?L CH NB? G;LE?N 1B? G;LE?N =IOF> <? ; A?IAL;
;M ; =CNS IL ; L?ACIH;F ;L?; ;H>>I?M HIN H?=?MM;LCFS B;P? NI <? ; HIB2NCLAFO NMIES
;<F? NI =IHNLIF JLC=?M

X *IMN GIHIJIFC?M @;FF CHNI IH? |@ NQI =i¥driiCPMegal

X Natural monopoliesCH=FO>? JO<FC= ONCFCNC?M MO=B ;M ?F?=NLC=CNS ;H> A;M MO
=IGJ?NCNCIH <ON NB?SalL? F?A;F <?=;0M? NB?SaL? CGJILN;HN NI MI=C?NS

X legal monopoly;LCM?M QB?H ; =IGJ;HS L?=?CP?M ; J;N?HN ACPCHA CN ?R=FOMCP? Q
JLI>O=N IL JLI=?MM @IL ; FCGCN?> NCG? A?H?L;FFS NQ?HNS S?;LM

IBC=;F ;L?;
L CM

JFC?LM 1l

M? 1@ ;HC

Exercise

&>?HNCIB®IONSI?NR=IGI?NCNCIRJIF;ONB 2 C@7L?H5CGNHA NB?GH>JLIPC>RIQI?R;GJF?M®
?,=B 2M? ?R;GIF?M@?U@HN @LIG NBIM? ACP?H CH NB? N?RN

References

?FFCM  "&HP?HNILM ">QE#> -IF;LIC> -BINIAL;JBS &HMN:BNNIAL;JBS;N?HNM JLCF
BNNJ CHP?HNILM ;<ION =IG FC<L;LS CHP?HNILM;=E2MMZ>>;BIOCLS

2HCN?8N;N?MN?HNH> 1L;>?G;LE ,@@C=%eneral Information Concerning Patents JLCF
BNNJ QQQMJNI AIP Q?<d@@=?M J;=>I= A?H?L;F CH>?R BNSEPMQR% ;HO,LS


http://inventors.about.com/library/inventors/blpolaroid.htm
http://www.uspto.gov/web/offices/pac/doc/general/index.html#laws

1.6 Measuring the Health of the Economy

Learning Objective

2H>?LMN;H> NB? =LCN?LC; OM?> NI ;MM?MM NB? MN;NOM 1@ NB? ?=IHIGS

"P?LS>;S Q7;L?<IG<;L>7>QCNB=IHIGCH?QM! ?aLNIFNB;NB?=IHIGS CWMINLOAARGHAGIFISG?BNI
BCABIG? JLC=2M?FIQ ;H>=IHMOGAIH@C>?H#2IQH M ; MNO>HFMLHCHAON<OMCH?MNF;N?iM

; SOMCH@VHUA?L SIOH??>NIOH>?LMNNBH;NOLU@NB2 0 ?=IHIGS;H>NBN?LGCHIFINB;Q? OMRNI
>?M=LG31% 0 H??NIB;P?MIG?C>?]@QB?LANB?=IHIGSCM?;>CHA>SIOH??>NIEHIQMIG?NBCHKFION
NB? AIP?LHGRHN&? CH CH@FO?H=CHA CNM >CL?=NCIH

Economic Goals
FF NB? QILK+3=IHIGC?M MB;L? NBL?? G;CH Al;FM

$LIQNB
%CAB ?GJFISG?HN
-LC=? MN:<CFCNS

)?NBIN;E? =FIMZRIIE ;N?;=BI@NB?M2;FM<INBNI@CHINQB;NNB?&7?;H ;H>NIMBIQBIQ Q?>?N?LGCH?
QB?NB?L NB?SalL? <?CHA G?N

Economic Growth

,H? JOLJIMR@H ?=IHIGSCMIJLIPC>2?1JF?QCN&I>M;H>M?LPC=?M]=£13JON?LRC>?A;G?MBIOM?M
LI=E=IH=?LN®&;N®l 1> ;GOM?G?HNEMH? Q;S CKDBC=B=-IHIGCMERIMOLBI?L@ILG;HK@H ?=IHIGS
CMSFIIECHAN; QC>?FRIM?&7?;MOL@NIN;FONJONFF?ALIMMG?MNGEI>O=!-  $I- CM?@CHRH
NB%;LE?NP;FOP@;FFAII>M ;H> M?LPCIPMO=?><SNB?=IHIGSCH ACP?87?;L &HNB2HCNN;N?IZNNk
=,F=OF;N2SNB™?J;LNG?HND IGG?L=? $!- CH=FOMHIMINBIMAII>M;H>M?LPCILMO=?>IG?MNC=;FFS
AlI>M JLI>O=?4ONMCKNB2IOHNLE? ?R=FO>?$!- ;FMICH=FOXPSNBIMAII>M ;H> M?LPCHPBIN?

24
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JLI>0=7>21INBT@ CHJM?ICHN?LG?>CtNO=NM? ?R=FO>?4L ?R;GIF?NBMCFC=BICNB;MI?MCHNI
=IGJON?L ;H CHN?LG?>C;N? JLI>O=N QIOF> HIN =IOHN ?P?H NBIOAB NB? @CHCMB?> =IGJON?L QIOF>

S CNMH@ >I?MHd&?=?MM; ICHENGO=B<IONNB®N;M@\B?=IHIGS ONchangeCH!- >I?M&@-
;@N?L ;>DOMNCHA @IL CH@F;NCIH AlI?M OJ NB? ?=IHIGS CM ALIQCHA &@ CN AI?M >IQH NB? ?=IHIGS

The Business Cycle

1B??=IHIGCOJINH> >IQHM.?MOFN@HKE?RJ;HMCIH> =IHNL;=NGIHHMNCNNB®DOMCH2HE#F? NSJIC=;F
=S=FROH®@LINBL 1 @CB?;LMONRIOF+;MNO=B-IHA?1BIOABNSJC=;RHAS.?AOF £S=F2;H<?>CPC>7?>
CHNI @IOL A?H?L;F JBpvtsAdd@y recessiondepression QBC=B NB? =S=F? A?H?L;FFS MECaMry,H>

X IOLCHprosperity NB? ?=IHIGS ?RJ;H>M OH?GJFISG?HNCEMGEY LCM? ;H> =IHMOG?LM <OS GIL?
JLI>O=NM OMCH?MM?M L?MJIH> <S CH=L?;MCHA @2:OHNCGIPQHE>@?NN?L JLI>O=NM

X "P?HNO;FBE)?P?LNBCHAM MFIQ >IQH $!- >?=L?;M?M OH?GJFISG?HN LCM?M ;H> <?=;,0M? J?IJF? B;
GIH?S NI MJ?H> <OMCH?MM L?P?HO?M >?=FCH? 1BCM MFIQ>IQH CH ?=IHIGEZ#NCIPCNS CM =;FF
"=IHIGCMNM I@N?H M;S NB;N Q?aL? ?HN?LCHA ; L?=?MMCIH QB?H $!- AI?M >IQH @IL NQI =IHM?=0ON

#CAOL?

&;H );GIHN\)I=;F ;H> H;NCIH;F H?QMJ;)?L18

X $?H?L;FFS.?=?MMCIH CM @IFFI@&cow8ryCH QBC=B NB? ?=IHIGS MN;LNM ALIQCHA ;A;CH

X &@ BIQ?P?L?=?MMCIH F;MNM ; FIHA NCG? J?LB;JM ; >?=;>? IL M| QBCF? OH?GJFISG?HN L?G;CHM
;H>JLI>O=NCIH CM M?P?L?FS =OLN;CF?> NB? ?=IHIGS ={0E2NVICHBIOCHRIHIN CGJIMMCH#F? CNa
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OHFCE?FS NB;N NB? 2ZHCN?> ON;N?M QCFF ?RJ?LC?H=? ;HINB?L M?P?L? >?JL?MMCIH FCE? NB;N 1@
AIP?LHG?HN B;M ; HOG<?L I@ ?=IHIGC= NIIFM MIG? |@ QBC=B Q?aFF >CM=0OMM MBILNFS QCNB QI
NBL?;N 1@ ; >?JL?MMCIH

Full Employment

11 E??INB?=IHIGS AICHMNLIHA?IJF?GOMMJI?HSIH?SIH All>M:H> M?LPC=?NL?>0=N@H?LMIH;F
?RJI?H>CNGRAMBCHRGE®|1> =FINBCHAIFC;H=?NDNIGI<CF?BIOMCHA> G?>C=:E;L?=IOFM?P?L?FS
L?>0=%- ;H>Q?;E?HNB?=IHIGS ?=;0MGIMN?IIJF??;LHNB?GLI?H>CEAI?S<SQILECHA CGJILN;HN
Al:F |@FP=IHIGC?KING; ECHPI<NP;CF;<A%1?P?LSIHRBI Q;HNMH? &HILCH=CIEDFEIFISG?HE=0LM
QB?HP?LSIHRBI Q;HNMIQILEB:M DI< &HL;=NC=Q?M;S\NB;Q?B;P?"@OREJIFISG?HNDB?H<ION
J?L=?HN I@ NBIM? Q;HNCHA NI QILE ;L? ?GJFIS?>

The Unemployment Rate

1B?2 0 !?J;LNG?HN®);<IL NL;=EOH?GJIFISG?HN L?JILNNB®H?GIFISG?HN?NB3?L=?HN;A@NB?
F;<IL@IL=RB;N®DH?GJIFIS?H> ;=NCP?M3?ECIALE 1B? OH?GJIFISG?HMZTNH CGJILN;HBP;MOLZ@

?=IHIGCB?;FNB.MI?MOJ>OLCHA=?MMCIRIRICI>M?=;0M2IGJ;HC?KM.? L?FO=NMBCLQILE?LI)B?H

>?G;H>@IAII>M;H>M?LPCEMIQ IHP?LM?FSKI?M-IQH QB?HNB?=IHIGSCIMRJ;H>CHA>NB?LCHMCAB
>?G;H> @IL JLI>O=NM ;H> QILE?LM NI MOJJFS NB?G

#CAOL? "1B?20 2H?GJIFISG?HN? \ _ NL;=?NB2 0 OH?GJFISG?HNX?NQ??H ;H>
&@IOQ;HNNIEHIQNB2OLL?BN?GJIFISG?HN?AI NINB2+*IH?S 4 ?2<MCN?+*IH?S  =IG ;H>
=FC=E IH M'=IHIGS_ ;H> NB?H IH V< $LIQNB _

#CAOL? 1B?20 2H?GJFISG?HN/;N? \

Price Stability

NBCG:DILAILF |@;FF?=IHIGC?KING; CHN; CHCHA=VIN; <CFLICSMN;<CHENSLKIB?HNB7P?L;A1@NB?
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JLC=2WIAII>M;H>M?LPC2ZNMB2I?MHNeB; HATL =B;HA?RPLFCNMNEMCHAC=2M? NLIO<F?MI@1?KINB
CH>CPC>BtFNOMCH?MM?0H>CPC>QEMCHEA=P;HSIOB;P?NIJ;S GIL? @IINBRBCH3IDH??>#IL
<OMCH?MNMCHE=P;H BCAB2AIMNNM{> ;NF?;MOHNBMBILNOH<OMCH ?NBTARB| P?NLIO<BMMCHA
IH BCABZ2IMNN =IHMOG?14B?H NB?P?L;FBLC=F?P?&I?MOJ Q? B;P?CH@F;NEIAOL? 7"1B?20
&H@F,NOI  \ MBIQ@H@F;NCINL?EMNB2 0 ?=IHIGSMCH=? 4B?HNBJLC=R?P?2A?M
>IQH QBC=B L;L?FS B;JJ?HM Q?B{P?;NCIH

#CAOL? 1B?20 &H@F;NCIH/;,N? \

The Consumer Price Index

1B? GIMNQC>?RED<FC=CGZMOLRCH@F;NCMHB > IHMOGALC=CH>?R& QBC=BM?JILN?GIHNBFS
<SNB?0L?;01@);<IL ON;NCMNBM& G?;MOLMBZ;N1@CH@F;NEH?N?LGCHOLZ+2B;HA?MD;
BSJINB?NGSMEA@AII>M MO=B1@I|1> BIOMCHAINBCIEAR>C=F,L? ;JIFC;H=?]ONIGI<CF?M>MI@ILNB
<IOABN <S ; NSJC=;F BIOM?BIF>

1B? -& <;M?2J?LCIXCM NI QBC=B;M<??HACP?i ;P?L;A?P;FOP@ 1,<F?  ~O?F?=N7&
3;FO?M \  _ ACP?M:. P;FO?MGJON?@IIM?F?=N&=LMLB? -& P;FO®IL @IICHMN;HSM
1BCI3?;HMNB;N [@NSJC=IPL=B;M2W NBLIOAB QIOF=B;P?=IMN CH IHP?LM?FSIO

QIOF=B;P?H??>7?> NIJOL=B;MIBM;G? QILNB@NSJIC=AH>MCH 1B?>C@?L?H=2ACMNIR ™
?@7?=N 1@ CH@F;NCIH &M @B:N ;Nfghien rate CM}the pecentage change in a price index

610 =;H@CHINNB20OLL?H& <SAICHANINB?+*IH?S 4 ?<MCN?+*IH?S =IG ;H>=FCH4H""=IHIGS_
;H>NB?H IH "&H@F;NCIH -& _

1,<F? 0?F?=N?> -&BO?M \

Year
CPI
Year

CPI
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Economic Forecasting

&HNBIL?PCIOWNP=NCIBP CHNLI>O=23P?LE?2;MOLMB;R=IHIGCMEM NI :MM?NMB3?L@ILG;H+@NB?
?=IHIGS;N; ACPINCGS FIIECHAN=B;HA?®$!- @ICHMN;H2?=;HM?®DB?NBRB?=IHIGSCMLIQCHA
1B? -& ;FFIQMDMNIA;OATTH@F;NBAME?2;MOL B2FDNOH>?LMNGBB?L NB?=IHIGS MN;H:MI>;S ON
QB;NC@? Q:HNNIA?N M?HM@QB?LTNB?;>?>CHNBTONOLR ; =?LN;CHRN?HDP? =;H @IL?=;NPONOL?
2=IHIGC= NL?H>M <S ;H;FSTCHA M?P?L;F F?;>CHA ?=IHIGC= CH>C=;NILM

Economic Indicators

H ?=IHIGCH>C=;]aM MN;NCNBGIIPC>?RIFO;<FCH@ILG;NGIBONNB?=IHIGS 1B?LMH| MBILN;A?
|@?=IHIGC=CH>C=;NIjH¥# NLSCNA@IFFIQIB?GFFQIOF><? ;H IP?LQB?FGCNMELBOM?=IHIGCM\H#
<OMCH?MMJ?IJF? NL;=E IHFS ; MAH2ER@MA NBIM? NB;N Q?aFF HIQ >CM=0OMM

Lagging and Leading Indicators

ON;NCMNSBPIILNIBMN;N@NB?=IHIGS; @?GIHNBRMHNB3;MNL? =;FF?5;AACHAIHIGCLH>C=;NILM
,H? MO=BH>C=;Xlveragelengthof unemploymen&@H?GJIFISILE?LR;P?L?G;CH2ZON@QILE @IL
FIHANCG®?G;S CH@WR;NB?=IHIGS B;M<??HVIFIQ&H>C=;NNRNL?>CHBMN;N@NB?=IHIGSNBL??
NINQ?FRIIHNBRHNB® ONQU??=;FF?57?;>CHZIHIGCLH>C=;NI&@O=B1 CH>C=;NICMMNB?=IHIGSCM
FCE?FS NI ?RJ;H> CH NB? =IGRHAE?,@;FFM NB? ?=IHIGS CM FCE?FS NI =IHNL;=N

11 JL?>CEB?LANB?=IHIGSCNR?;>?> Q? I<PCIOMB®MAR;GCHW?P?LHE?;>CH2H>C=;NKN&FMIB?FJ@OF
NI FIIE ;N CH>C=;NIBMIGP;LCIOM?=NIL@NB?=IHIGS]F;<IL G;HO@;=NOLEHABIOMCHA? OM?@OF
CH>C=;NENBPONFIIED L@ ONOINEMBMOG<?L@H?Qclaimsfor unemploymeninsurance 1BCKa?;MOL?
N?FEMBIQ G;HS J?IJF?L?=?HNF®NB?CU<M&@Nb.CMCEBMCAH;RMO<EB?;> <?=;0MH?GJFIS?>
=IHMOG?LM & H®S ;M G;HS All>M ;H> M?LPC=?M ;M NB?S =IOF> C@ NB?S B;> J;S=B?=EM

1l A;OANBF?P?EDAII>M NI <? JLI>0=?>CHNB7@ ONARBC=BCHRL;HMFOGIRN® ON®LE?M?=IHIGCMNM
FIIE ;N; MN;NCMRE2averageweeklymanufacturinghours 1BCK?;MOLR?FENMNB7P?L;AHOG<?1@BIOLM
QILE?=J?LQ??E<SILI>O=NOLE?LKHK5;HO@;=NOICEHHOMNEEMNIH NBRCMYB?=IHIGSQCRIEI<;<FS
CGJILIP#IL ;MM?MMIBBANL ?HANBB BIOMCIEALE?Nbuilding permitsCM@N2HAII> CH>C=;NH. CH=L?;M?
CHNBQWN;NCMNC=]QBZHBIBIQ G;HS H?QBIOMCHMCNIM <?CHAOCFN]CH>CaNBMB?=IHIGS CM
CGJILIPCHIBS ?=,0M7TCH=L?;M28CF>CGHEHANVH?SCHNB?=IHIGSHINIHFSNBLIOAB?OBIG? M;F?M
<ON ;FMI NBLIOAB M;F?M |@ @OLHCNOL? ;H> ;JJFC;H=?M NI @OLHCMB NB?G

#CH;FFS@®IOQ;HN G?;MOLNB;NIG<CH?MANB?M2ZIHIGCLH>C=;NIMQ?FEMINB?LM JLCP;N?M?;L=B
@QCLGFF?NB?IH@?L?H=RPL> JO<FCMB7M leadingindex 11 A?NH C>7?;|@QB;NF?;>CHA=IHIGC=
CH>C=;NIlLN@ N?FFCBMN;<ION NB?MN;NZ@ NB??=IHIGS NI>;S Al NI NB? IH@?L?H=7,L> MCNRN
BNNJ QQEOH@7?L?H=? <I;LAJH>=FC=E IH "2 0 &H>C=;NILM_ ;H> NB?H "F?;>CHA ?=IHIGC= CH>?R _

Consumer Confidence Index

1B? IH@?L?H=BL> ;FMIJO<FCMB2NHMOG?IH@ C>?HA#?>?R;M?>H L?MOREY GIHNBFBIOLP?®&®
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@CRBIOM;20 BIOM?BIF>N\B? MOLP2SNB?INHMOG?LUN@GHCIHM NBB?;FNBEINB?=IHIGS ;H>NB?CL
JF;HMR L@ ONQOR =B;MBMUA@N?HAII> CH>C=;N@=IHMOG?L@ONSOSCHAN?HN CH@ILG;NEIH
=OLL?HMMOG2HH@C>?HA?NINBAH@?L?H=PL> MCN®BNNJ QQEOH@?L?H=7? <I;LA jH>=FC4H
A=[HMOG?L =IH@QC>?H="? _

Key Takeaways

X FF ?=IHIGC?M MB;L? NBL?? Al;FM ALIQNB BCAB ?GJFISG?HN ;H> JLC=? MN;<CFCNS

X Growth H ?=IHIGS JLIPC>?M J?IJF? QCNB AlI>M ;H> M?LPC=?M ;H> ?=IHIGCMNM G?;MQL? CNM
J?L@ILG;H=? <S MNO>S@tdssNBestic poduct (GDP)]NB? G;LE?N P;FO? |@ ;FF AlI>M ;H>
M?LPC=?M JLI>0=?> <S NB? ?=IHIGS CH ; ACP?H S?;L

X &@ $!- AI?M OJ NB? ?=IHIGS CM ALIQCHA C@ CN AI?M >IQH NB? ?=IHIGS CM =IHNL;=NCHA

X High employment?=;0M? GIMN J?IJF? ?;LH NB?CL GIH?S <S QILECHA ; Al;F I@ ;FF ?=IHIGC?M CM
G;ECHA DI<M ;P;CF;<F? NI ?P?LSIH? QBI Q;HNM IH?

X 1B? 20 AIP?LHG?HN L?JILNINefiHployment ratdNB? J?L=?HN;A? |@ NB? F;<IL @IM-? NB;N
OH?GJFIS?> ;H> ;=NCP?FS M??ECHA QILE

X 1B? OH?GJFISG?HN L;N? AlI?M OJ >OLCHA L?=?MMCIH;LS J?LCI>M ;H> >IQH QB?H NB?|?=IHIGS CI
?RJ;H>CHA

X Price stability 4B?H NB? ;P?L;A? JLC=?M |@ JLI>O=NM RGBB?A>IHaB;HA? P?LS pGNNF?
stability 1I==OLM

X 4B?H IP?L;FF JLC=?M Al OJ Q7B ®®n QB?H NB?S Al >IQH Q2 BjEfation

X 1B?consumer price index (CPI)G?;MOL?M CH@F;NCIH <S >?N?LGCHCHA NB? =B;HA? CH|JLC=?M I@
BSJINB?NC=;F <;ME?N I@ AllI>M <IOABN <S ; NSJC=;F BIOM?BIF>

X 11 A?N ; M?HM? |@ QB?L? NB? ?=IHIGS CM B?;>?> CH NB? @ONOL? Q2&ideniN;NCMNC=M =;FF?>
indicators

X &H>C=;NILM NB;ldve@ge length of unemploymeld?JILN NB? MN;NOM 1@ NB? ?=IHIGS ; @?Q GIHNBM
CH NB? J;MNad@ifing economic indicators

X 1BIM? FCBEE&W claims for unemployment insurani®;N JL?>C=N NB? MN;NOM I@ NB? ?=IHIGS NBL?? N
NQ?FP? GIHNBM CH NB? @@ditd @cbfAomic indicators

Exercises

(AACSB) Analysis

IHAL;NOF;NCIBND ?HN?L?>MQ??IMN;EAMQIH ; @;HN;MNCT? NLCIIOH>NB®ILF>1B?L'M
IHFSH? =;N=BSIO B;P?NIMNOXNB?=IHIGS |@7?;=B=IOHNL@®LIGNBFCMRFIQ NB;SIO PCMC
C>?HNC@S NB? =OLL?HN JB;M? |@ CNM <OMCH?MM =S=F? ? MOL? NI ?RJF;CH SIOL L?MJIHM?M

D

X Country 14BCF? NB? F;H>M=;J? CM <?;,ONC@OF ;H> NB? Q?;NB?L CM MOJ?L< ; FIN 1@ P?I1JF? M??
OMCH?MM CMHARIQI>O=NCIH B;M >LI13J?> MN?;>CFS @IL NB? J;MN MCR GIHNBM /?P2HO?M ;L? >
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=IGJ;HC?M ;L? F;SCIHAQR.E?LM ;H> NBA?MM GIH?S ;LIOH> NI MJ?H>

X Country 2.%7L? J?1JF? ;L? B;JICFS <BMBIN ?P?LSIH? B;M ; DI< ;H> G;E?M ; All> CH=IG?
1B?S MJ?H> @LPFSOMCH?MM?M L?MJI@RLLHKD MN?;>S ION@FIQ 1@ H?Q JLI>O=NM

X Country 3. CNCT?HM I@ NBCM =IOHNLS L?JILN NB;N @IL ; QBCF? FC@? B;> <??H NIOAB FINM I@
DI<F?MM ;H> GIH?S Q;M NCABN ON NBCHAM ;L? A?NNITHAIGOEB <?CNAL=;FF?> <;=E NI
NB?CL DI<M JLI>O=NCIH CM CGJLIPCHA ;H>J?1JF? ;L? MJ?H>CHA ;A;,CH

X Country 4.1BCM JF;=? G;E?M SIO MI >?2JL?MM?> NEXNGBENNHA?N <;=E BIG? -?1JF? M??G
>?2@7?;N?> GIMNFS <?=;0M? G;HS B;P? <??H QCNBION DI<M @IL ; FIHA NCG? )INM I@ ¥xOMCH?MN
=FIM?> >IQH ;H> NBIM? NB;N B;P? G;H;A?> NI MN;S 1J?H ;L? 132L;NCHA ;N L?>0=?> =,J;4CNS

4B;N ;L? NBNBL?3;CH?=IHIGC-Al;FM@GIMN?=IHIGC?MCH=FO>CIBR=IHIGS I@QNB2HCN?>
ON;N?MB;N ?=IHIGCEH?;MOL2MQ? ?R;GCHRI>?N?LGCRB?NBALBIQ Q?FNB?MI;FML? <?CHA
G?N




1.7 GovernmentOs Role in Managing the Economy

Learning Objective

ICM=0OMM NB? AIP?LMGHMNaH G;H;ACHA NB? ?=IHIGS

&HPP?LSIOHNLSBAIP?LHG?HE?MN?MNIB?FNB?=IHIGS ;=BC?PNBAI;FM@ALIQNBR OFBJIFISG?HN
;H> JILC=MN;<CFENEB2HCNBN;N?MBAIP?LHG?HN @FO?R=MNGC5=NCPQNEE IOABQI;JILI;=B?M
GIH?N;LSIFC=8H> @CM3IFC=SLBLIOAB5IH?N;LSIFC=SNBAIP?LHG?HIR?LNOBNMQ?L NI L?AOF; N'B?
GIH?S MOJJFS ;H> F?P?F |@ CHN?L?MN L@CM=1BUICGNBOM?M CNM JIQ?L NI N;R ;H> NI MJ?H>

Monetary Policy

*IH?N;LSJIFC=EMR?L=CMBNB%?>?L;F?M?LPBSMN?GNB?#?>_ QBC=BMGJIQ?L?>NIN;EP;LCIOM
;=NCIHNB;N?=L?;M2 CH=L?;MBEGIH?SMOJJES>L;CM? FIQ?LMBILN N?CEBN?LRMNNG;ECHEB;L>?L

IL 2;MCANI<ILLIQ GIH?S 4B?H NB#?><?FC?PRE;CH@ F; NEMHIL I<F?G CIQCRBM®@ontractionarypolicy
NI>?=L?;MIBGIH?SMOJJIER>L;CM2HN?LRMRMB?H L;N?M? BCABAILLIQ?LM;P?NIJ;S GIL? @IINB?
GIH?SNB?SILLIQ ;H><;HENL?GIL? M?F?=NCRZECHKI;HM ?=;0MGIH?SCNMNCABN?L_]GIRRJ?HMCP?
NI <ILLIQ]>?G;H> @IL AllI>M ;H> M?LPC=?M QCFF Al >IQH ;H> MI QCFF JLC=?MMNBRSIBNI"SNB;Na

#CAOL?
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1B?#?>QCH¥SJIC=;MFSABN?H?=L?;MIBBIH?SMOJIEOLCHAM@F;NCUPLSI>NG,ECHEB; L>?L
NI <ILLIQ GIH?S

@L;HEC?F2NCVBN <OPABN

11 =IOHN?ZLL?=?MMQIB2&?>0Mpansionanpolicy NICH=L?;MB&BIH?SMOJJEBR> L?>0=CHN?LRMIKRM
4 CNBIQ?LCHN?LRNNIMCNEB?;J?INI <ILLIQ GIH?S ;H> <;HEML? GIL? QCFFQHA?HX NI ? NB?II;S
NB;&EIH?SCM?;MS NNL;=NCPRN?LRMNRPWH=I0L;A20MCH?NWVKIM_IQ GIH?SNI?RJ;H>ILI>O=NCjH>
?H=IOL;A2IHMOG?NMOSGIL? AlI>M;H>M?LPC=2MIB?ILSINBVI?N@ =NCIHMCB?FNB?=IHIGS?M=;J?
IL=1G? ION 1@ ; L?=?MMCIH

Fiscal Policy

#CM=JFC=B?FCIHWNBAIP?LHG?HNE?LM@VJ?H>Cjtx N;R;NCIHNB N;R;NC|H>AIP?LHG?WN?H>CHA
=,H<?OM?NIL?>04R CH=L?;MBNIN;MOJIREGIH?SCH\B?=IHIGS]NB?NIN;FGIOHNCHNB?RIL>MNB;N
<OMCH?NMHF2Z2AHMOG?BMP?NIMI?HAB?H NBZIOHNIGEH L?=?MMMBIILIILC;NAFC=EMICH=L?;M?
MJ?H>CHA>0=R;R?NL <INBOO=B’RJ;HMCIH;|=SNCIHYCRIONGIL? GIH?SCHNBB; H>NM@<OMCH?NH4?M
=IHMOG?IM=10L;ACHAMCH?MIVPRM;H3H>=IHMOG?NW&OS5IL? AlI>M;H>M?LPCZBPHNB?=IHIGS
CMRJ?LC?H=CH®& F;NTBRIJIMCNHAFC=EIIN?> NBAIP?LHG?KICER=L?;MAJ?H>CHACH=L?;NR?M
IL <INB ?=,0M"MO=—-8HNL,;=NCIHEZBMOL>0=vJ?H>CKE<OMCH?NHFNHMOG?LIUC=2NG? >IQH
;H> CH@F;NCIH ?;M?M

The National Debt

&@CHHSACP?8?;L NBAIP?LHG?HNE?RHGIL? GIH?S NBLIOAB;R?NNB;FCNMJ?H>IM AllI>M;H>M?LPC=?M


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/1.7.0.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/1.7.0.jpg
https://www.flickr.com/photos/armydre2008/5685249749/
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@IINBCHMI@=P1>? @ ?HMR;HMJIILN;NEH MI=C;M?LPC=NB2?MOEM <O>A?dlirplus &@H NBPINB~?L
B;H> NBAIP?LHG?HN?H>GIL? NB;H-CN;E?KEHQ? B;P?; <O>Aficit QBC=BIBAIP?LHG?HMNM @S
<ILLIQCHABLIOABBTMMO;H@1L?;MOLIH>M %CMNILC=;F@CIRM==0LL?60O=BGIL? I@N7RB;H
MOLJFOMEIC=;FNBAIP?LHG?HIN?H>®L? NB;HCN;E?KAH IHM?KO?HNRNB2 0 AIP?LHG?HNQ B;M
NIN;F;NCIH;F >1@GIL? NB;H trillion

M SIO=HM?ZTHCAOL? 7"1B?20 +NCIH;F<N \ NBEMDG<7B;M_.CM2H;G;NC=;FEBIBE;MN
MCRNS @ZBEAB?MCAHC @3(GBMNE;NIN;LAMB? M L?@F?MNRPL@ ;=NILMCAH=L?;RPAIP?LHG?HN
MJ?H>CRMJI?=C;FAS?@?HMMO<MN; HNCMECHN?LPREE?HNM NB2?<NH>FIQ?IN;R.;N?M IGNBCM
QLCNCSHI®LVMB;LEM &@IOQ;HNIM?®B;NNBH;NCIH;2<NCMI>;S];H> QB;NSIOL=OLL?NI8;L?

CM]AIIH NB? 2< NINB? 20 +;NCIH;F !?<N FIEENJ QQ€.CFFCA =IG >?<N:=FI=E

#CAOL? 1B?20 +,NCIH;F!?<N \

Macroeconomics and Microeconomics

&HNBIL?=?>CEHEM=0OMMIA&PNIO=B?H NQIG;CHL?;MCHNB® CR&@?=IHIGC=M macioeconomics
IL NBMNO*@®NB?2=IHIGS ;M; OBIF?;H> microeconomicsiL NBMNO*@NB?=IHIGC=BIC="@;>"?
<SCH>CPC=HMOG?LUM<OMCH?M#RNP=IHIGC=M?R;GCHMB?=IHIGS QC>?@?3®@CH@F;NQGBCF?
GC=LI?=IHIGC=HMC>MUK=B?=CMCINMBILC=3I0aLQCFFO¥HA;S NIAI NI=IFF?A?;=LI?=IHIGC=M
CHP?MNCARRMANL?HXBRCGIILNM> ?RIILNIPBCRBC=LI?=IHIGC2RJF;CHNBILC=RB;N??H;A?LI\?
QCFFQHAS @IEIH=?LNC=E?NNOABNB?3.? | @N2PA;L>?:MM?J;L;N&L; H=BA@?=IHIGC=ND?=;HA;CH
; LC=BAH>?LMN;H¥@NB?=IHIGS<SMNO>SCNM@@MGINBI?LMJI?=NCRPK?aPM??EHNBGHA; JN?L
@IICHMN;HSD =;H <?NN@H>?LMNNBIP?L; FF?P?F;,=NCPIN$H ?=IHIGS ; G;=LI CMMMBLIOAB
OH>?LMN;H>CHA 1@ MOJJFS ;H> >?G;H> ; GC=LI CMMO?

Key Takeaways

X 1B? 20 AIP?LHG?HN OM?M NQI NSJ?M 1@ JIFC=C?M]GIH?N;LS JIFC=S ;H> @CM=;F JIFC=S]NI CH(
?=IHIGC=J?L@ILG;H=? INB B;P? NB? M;G? JOLJIM? NI B?FJ NB? ?=IHIGS ;=BC?P? ALIQNB @OFF
?GJIFISG?HN ;H>JLC=? MN;<CFCNS



http://www.brillig.com/debt_clock
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/7da3fb5fde5ca2b17cf91bc0c963e69e1.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/7da3fb5fde5ca2b17cf91bc0c963e69e1.jpg
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X Monetary policy CM OM?> NI =IHNLIF NB? GIH?S MOJJFS ;H> CHN?L?MN L;N?M

X &NA?R?L=CM?> NBLIOAB ;H CH>?J?H>?HN AIP?LHG?HN ;A?H=S =;FF?> NB? #?>?L;F /?M?LP? OSM
#?7>_ QBC=B B;M NB? JIQ?L NI =IHNLIF NB? GIH?S MOJJFS ;H> CHN?L?MN L;N?M

X 4B?H NB? #?> <?FC?P?M NB;N CH@F;NCIH CM ; JLctR@RcOCOhQE FBIRP >?=L7?;M? NB?
GIH?S MOJJFS ;H> L;CM? CHN?LPMIOHNZM 11?=?MMCIH CNe&@&fsONEY policiI
CH=L?;M? NB? GIH?S MOJJFS ;H> L?>0=? CHN?L?MN L;N?M

X Fiscal policy OM?M NB? AIP?LHGHQE NI MJ?H> ;H> N;R

X 4B?H NB? =IOHNLS CM CH ; L?=?MMCIH NB? AIP?LHG?HN QCFF CH=L?;M? MJ?H>CHA|L?>0=? N;
NI ?RJ;H> NB? ?=IHIGS

X 4B?H Q?aL? ?RJ?LC?H=CHA CH@F;NCIH NB? AIP?LHG?HN QCFF >?=L?;M? MJ?H>CHA|IL CH=L?;N\
<INB

X 4B?H NB? AIP?LHG?HN N;E?M CH GIL? GIH?S CH ; ACP?H S?;L NBLIOAB N;R?M NB;H GN MJ?H>M
CMsurplus

X 4B?H NB? 1JJIMCN? B;JJ?HM]AIP?LHG?HN MJ?H>M GIL? GIH?S NB;H CN N;E@sfiCiH]Q? B;P? ;

X 1B? =OGOF;NCP? MOG |@ >?@CatONM GMIWNB? NIN;F ;GIOHN I@ GIH?S 1Q?> <S NB? @[?>?L;F
AIP?LHG?HN

Exercises

)?N8 M;S NB;N SlOaL? NB? #?> =B;CLJ?LMIH ;H> NB;N NB? =IOHNLS CM CH ; L?=?MMCIH 4B;N ;-
MBIOF> NB? #?> N;E? NI JOFF NB? =IOHNLS ION I@ NB? L?=?MMCIH 4B;N QIOF> SIO ;>PCM? AIP?
I@C=C;FM NI >I NI CGJLIP? NB? ?=IHIGS 'OMNC@S SIOL L?=IGG?H>;NCIHM

LIQMCHA NBLIOAB SIOL =MEZWFA SIO HINC=? NB;N ;FF <OMCH?MM G;DILM GOMN N;E? NQI
?=IHIGC=M =IOLM?M G;=LI?=IHIGC=M ;H> GC=LI?=IHIGC=M "RIAFH.DBIWL?;=B |@ NBTM?
=IOLM?M &H QB;N Q;SM QCFF NB? NBCHAM SIO F?;LH CH ?;=B =IOLM? B?FJ SIO CH NB? @ONOL




1.8 Cases and Problems

Learning on the Web (AACSB)

1B? M=IHIGS_ M?=NCI@NB?++*IH?S 4 ?< MCNRIPC>?MOLL?HMM@ILG;NCGHH;, HOG<?L@
?=IHIGCCH>C=;NIEMNIBNNJ GIH2&IH =IGH>=FC4B "'=IHIGS_ ;H>NB?H "I<M _;H> @CH>|
;HMQ?LM NI NB? @IFFIQCHA KO?MNCIHM

610 L?;>CHNB2B;JN?NB;NH CGJILN; W\t F 1@ FFP?=IHIGC?MMIG;E? DI<NP;CF;<AWI?P?LSIH?

KO?MNCIHM

; &M NB? =OLL?HN F?P?F |@ OH?GJFISG?HN LCMCHA IL @;FFCHA
< 4B;N >| ?=IHIGCMNM ?RJ?=N QCFF B;JJ?H NI OH?GJFISG?HN L;N?M CH NB? H?;L @Q
= &M NB? =OLL?HN F?P?F |@ OH?GJFISG?HN ; <OL>?H IL ;H ;MM?N NI NB? ?=IHIGS &H

I SIO L?G?G<?L NB? @CLMN >IFF;L SIO ?;LH?> *;S<? SIO ?;LH?> CN >?FCP?LCHA H7
MBIP?FCHA MEIQCHA F;QHM IL <;<SMCNNCHA %IQ GO=B >| SIO NBCHE NB;N >IFF;L @
$I NI NB? ZMN"AA MCRIRIIN QQQ?MN?AA =IG CH@H»N@EBH> NB? ;HMQ?L NI NBCM KO%
@N?L >?N?LGCHCHA NB? =OLL?HN P;FO? 1@ R0E; G-CBIQNNBFEE=OF;NIL Q;M =L?;N?

Hint JJFS QB;N SIO EHIQ ;<ION -&

QBI Q:HNMH? /2PC?QNB?++*H?S >CM=OMMCH<ALIQNBEH> NB?FHHMQ?NB®IFFIQCHA

NOL?
QB;N Q;SI
QMJ;J?LM
M QILNB N
MNCIH

\'4

Career Opportunities

Is a Career in Economics for Ybu?

L? SIOQIH>?LCHRB;N =;L??ICH=IHIGC=RIOF><?FCE®|I NINB2 0 !?J;LNG?HNQ);<IL 4 ?<
MCN2NNJ QOFM AIEL 1=IM  BNG ;H>L?PC?BP==0J;NCIHIENFIIEQIP=IHIGCMNME @IL
;HMQ?LM NI NB? @IFFIQCHA KO?MNCIHM

4B;N CMMO?M CHN?L?MN ?=IHIGCMNM

4B;N ECH>M 1@ DI<M >| AIP?LHG?HN ?=IHIGCMNM J?L@ILG 4B;N ;<ION NBIM? QBI Q
CH>OMNLS &H ?>0=;NCIH

LECHJLC
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http://money.cnn.com/
http://www.westegg.com/inflation
http://www.bls.gov/oco/ocos055.htm
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4B;N ?>0=;NCIH;F <;=EALIOH> ;H> NL;CHCHA CM H??>?> @IL NB?M? DI<M
4B;N CM NB? =OLL?HN DI< IONFIIE @IL ?=IHIGCMNM
4B;N CM NB? ?HNLS F?P?F M;F;LS @IL ;H ?=IHIGCMNQENE_?2; @ |LG; MWNPE?AL??

Ethics Angle (AACSB)

How Much Is That CD in the Window?

1B??;,LFS M Q7?L? All> NCGRI<OS!M G;CHFS8?=,0M2CM=IOHN2OMBA4 ;F *;LN ;H> ?MN
0OS Q?L?2==0GOF;NGIOMNIGASALIJICHALC=WILIG NI 1B?SQ?LFIMCHAH?S <ONIB?S
@CAONBsNBJIIFC=8INGEF? All> <OMCHRMMMIBS 1B?SL?;MIH?NB;RBCFOMNIGQRRLTTH
NB? MNIL? NI MBIJ @IL 'M NB?Sa> @JIERINBICN;<F? JLI>O=NM

1B?JIFC=8;M; QCH>@@E! <OS?LNON L?;HLI<F?G@IINL;>CNCIGIMC2N;CFMOEBI1IQ?L
[?=IL>M 4 CNBCM=IOHNVENMBCHE=?NM <OS?LOPLHI FIHA?QCFFMHA;S NB3ILC=?ME?><S
NL;>CNCIH;F GOMC= L?N;CF?LM 0;F?M JFOGG?N?> ;H> =IGJ;HC?M Q?HN ION |@ <OMCH?MM

2FNCG;N{52CM=IOHNVINUaN TS E?> MNILMO=®14 ;F *;LN ;H> ?MNOS A;CH?=>OMNIGQBI
IH=? <IOABN M ;N MNIL?MIRCE?ZEIL>M

)?N#& J;O0M? ;N NBCM JICHN NI ;HMQ?L NB? @IFFIQCHA KO?MNCIHM

?M M?FFCHA ; JLI>O=N ;N <?FIQ =IMN G;E? <OMCH?MM M?HM?
4BIG >I1?M CN BOLN 4BIG >I?M CN B?FJ
&M CN ?NBC=;F

)?NM =IHNCHO? ;H> @CH> ION BIQ NL;>CNCIH;F GOMC= L?N;CF?LM L?MJIH>?> NI NBCM MCNO;NCIH

1B?SQ?L?HMB;JJS ;H>H?CNEPRLNBR?=IL=IGJ;HC?MNB J;.LNCENLLC?NB;NL;>CNCIPN;CF?LM
QIOF’JONL?MMAHNB?GIIL?>0=B3LC=B;NB?SB;A?>@ILUM MINB;N?N;CF2LOF:FIQ?INB?CL
JLC=2M>=IGJ?NQCNBCM=IOHNPBRL?=IL>=IGJ;HC?MC>HE; HNNIFIQ?LILC=?LB?SDOMMHN?>
NBCHAM NI L?NOLH NI ~HILG;F_]NI NB? QILF> CH QBC=B M MIF> @IL ?;=B

*IMN I@NBZXCA.?=IL>=IGJ;HC?MH> M?P?LNFL;>CNCIBEMA=2N; CFAINNIA?NBH> G;>? ; >?;F
;@ ?=NCRALMNILNB;MIF>IM  1B?L?=IL>=IGJ;HC?ML??>QCNB’N;GB;CHM>INB?L IONF?NM
NI=B;lA?; GCHCGQE&P?LNCNRE=@IL!M HS L?N;CR2BI <LIE?L;HEMS;>P?LNCMCHAQ JLC="
IM QIOF> CH=0OL MO<MN;HNC;F @CH;H=C;F J?H; FOC>MM QTHN-BI

+IQ NBCHE ;<ION NB? @IFFIQCHA

?M NB? >?;F G;>? <?NQ??H NB? L?=IL> =IGJ;HC?M ;H> NL;>CNCIH;F L?N;CF?LM G;E? <OMCH?\
4BIG >I1?M CN BOLN 4BIG >I?M CN B?FJ
&M CN ?NBC=;F

&M CN F?A;F
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Team-Building Skills (AACSB)

$?N NIA?NB?L CH ALIOIM |@ @IOL M?F?=N?> <S SIOL CHMNLO=NIL ;H> JC=E ;HS NBL?? CN?GM @LIC

X -CHN 1@ GCFE
X $;FFIH 1@ A;M
X /IOH>NLCJ ;CLFCH? NC=E?N <?NQ??H IMNIH ;H> O;H #L;H=CM=I
X );LA? JCTT;
X *IHNBFS =IMN |@ ;H &HN?LH?N =IHH?=NCIH
X 1<S; J;LNC=0OF;L GOMC=C;H
X 1QI >;S 13! L?HN;F
X -;LNC=OF;L <L;H> 1@ !3! JF;S?L
X .O;LN?UIOH> <A?L
,ONMCHK@=F;MM,=BG?G<?U@NBN?;GMBIOFEB?=RB3ILC=1@NBRBLZTCN?GOMCBEM B?LQH
MIOL=?M NBH?RNF;,MBP??NCH¥?MNMIA?NBM>=IGJ;L? NBILC=WNOHSEN?;GCG?G<?LMM?> |H
SIOL @CH>CHAM ;HMQ?L NB? @IFFIQCHA KO?MNCIHM ;M ; ALIOJ
L? NB? JLC=?M |@ ACP?H JLI>O=NM-M@E>SFILS
4BS > NB? JLC=?M |@ MIG? JLI>O=NM P;LS QBCF? NBIM? |@ INB?LM ;L? MCGCF;L

;H;HS JLC=? 3@@.?H=?M <? ?RJF;CH?> <S ;JJFSCHA NB? =IH=?JNM |@ MOJJFS ;H> >?G;H> IL N
=IGJ?NCNCIH

The Global View (AACSB)

Life Is Good in France (if You HavelLe Job

MNLIFAIHIGS L?KOCINBAN?IIF?B;P?GIH?SNIMI?HH AlI>M;H>M?LPC=?M OM7GIMN?IJF?
?;LHNB?@IH?S<SQILECHAH CGJILN;HN;F |@;FF?=IHIGC?NB;ECHAI<MP;CF;<FRI?P?LSIH?
QBI Q;HNM?  =IOHNIBBMM@OFEJIFISG?HNRB?H J?L=?HINBIMQ;HNCHALE;L? ?GJFIS?>
2H@ILNOH;NPRF-FIOHNLC2BLC?PRBCGVF |@@ OFBIFISG?HHL;H="@IPR;GIF?I@NBIM
J?L=?HN OH?GJFISG?HN L;N? IP?L;FF ;H>; J?L=?HN OH?GJFISG?HN L;N? ;GIHA SIOHA J?|JF?

1?M NBG@?2;HNB;ML;H="CMNYLSCHAB;L>MNB2HCNDBN;N?N;=BC?P@OPFEIFISG?HN FIN@
J?IJF? CH #L;H=? QIOF> M;S S?M

)?NWIN;E? KOCHRELNI#L;H=NIM?DB;NdAICHAH ?=IHIGC=;FFE8?>;S CNL=B H>
GIL? NB;H GCFFCQIPIIF?;L? G;L=BCHRBLIOABBMNL?NNIIN?MNLIJIM?>H?Q?GIFISG?HRQ
NB;RQIOFG;E? CR;MC@I=1GI;HC?MI F; SIGERILE?LKMH>?NB?A? I@NQ?HNS MOECHIB?@CLMN
NQIS?;LM@?GJIFISG?HBL;HN?>NB3F;H>I?MHMIOHN?LLCSFSNB @LC?KHORMOMO;P=IHIGC=
CMMO?M ;L? H?P?L AORFEMINB?S M??G IL ;M Q?a> FCE? NB?G NI <?

11 A;CHMIG? @OLNEHMCABHINDB;Nd AICHAH CH#L;H=? Al NI ; Business\&ek 4 ?< MCN?
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BNNJ QQEDMCH?MMQ??BRIGF<GTHN?HHL A< : BNG ‘H>L?;>NBLNC=F7
Nl< 0?=0OLCNS &AHCN?M 12<;N? CH #L;H=? _ 1B?H :HMQ?L NB? @IFFIQCHA KO?MNCIHM

4BS >1?M NB? #L?H=B AIP?LHG?HN MOJJILN NB? M| =;FF?> #CLMN "GJFISGFHN IHNL;=N 4Bla
MOJJIM?> NI <? B?FJ?> <S NB? F;Q
4BC=B NQI ALIOJM ;L? GIMN PI=;F CH JLIN?MNCHA NB? F;Q 4BS

&@ SI0 Q?L? : FIHA NCG? QILE?L ;N ; #L?H=BGIGRZHSO MOJJILN NB? H?Q F;QL4BS
QBS HIN

&@ SI0 Q?L? : SIOHA #L?H=B J?LMIH QBI B:> DOMN AL:>0:N?> @LIG =IFF?A? :H> Q?1l? FIIECHA
SIOL @CLMN DI< QIOF> SIO MOJJILN NBR BE54BS

4B;N >| SIO NBCHE |@ #LMH@&OM IH DI< M?=OLCNS !1?M NB? =OLL?HN MSMN?G B?¥J IL BOLN
QILE?LM !1?M CN B?FJ IL BOLN L?=?HN =IFF?A? AL;>O;N?M

1?M NB? #L?H=B AIP?LHGP@NOM IH DI< M?=0OLCNS B?FJ IL BCH>?L CNM ?=IHIGS OBIOF> NB?
AIP?LHG?HN <? M|l B?;PCFS CHPIFP?> CH ?GJFISG?HN G;NN?LM



http://www.businessweek.com/globalbiz/content/mar2006/gb20060321_896473.htm

Chapter 2: Business Ethics and Social
Responsibility

*CMAIP?LHCHA ILJIL;NCIHM H ,P?LPC?Q
1B? &H>CPC>0O;F JJLI;=B NI "NBC=M
&>?HNC@SCHA "NBC=;F &MMO?M

1B? ,L A;HCT;NCIH;F JJLI;=B NI "NBC=M
ILJIL;N? OI=C;F /?MJIHMC<CFCNS
"HPCLIHG?HN;FCMG

ON;A?M 1@ ILJIL;N? /[?MJIIHMC<CFCNS
‘M?M ;H> -LI<F?GM
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2.1 Misgoverning Corporations: An Overview

Learning Objectives

1?7@CH? <OMCH?MM ?NBC=M ;H> ?RJF;CH QB;N CN G?;HM NI ;=N ?NBC=;FFS CH <OMCH?MM
"RJF;CH BIQ SIO =;H L?=IAHCT? ;H ?NSE&ETF;NCIH

1B?4 ILF> IG MCNO;NDMHNH CMIF;NCH=C>?HBP<IIG S?,LM@NB? M Q?L2@IFFIQZSL?P?F;NCIHM
|@G;MMCRRLIIL;:N?=ILLOINCIEH=FO>EHBGCHIEB?G2M=IGJ;HC?MO=BA"HLIH >?FJBC;:H> 1S=I
&H@;FF  ?R?=ONCRPMLIH :H ?H?ASMOJJFC2GCNNRE==IOHNCHA=NC=2M=I=N?NIIP?LMN;NB?
=IGJ:HSACH=IG?P?L; J?LCI*@@I08?;LM&HNBD;E? I@NB2IGI;HSM=IFF;JMMNI=ELC=2MOGG?N?>
@LIG NI ; MBLTH@FCESNGMARPCH; HFIWMBVNBEHP?MNG2ESOHCNSIOM; H>-I@?GJFIS??M
FIMNINIHFSNB?CU<MONB?CRNCL?G@HDH3M Q?FF;>F?= 2@ILNB?HLIH MNILO;MI@ENB?
@LIHNA?MI@® C=CNFM?FIBC;NBM:;NCINMCRNB\PMIN<F2=IGJ:HS >CM=FINNB:@IOH>M> ", 'IBH
JCA;MB;> NL?;N'NBIO<FCHEB{?>@CLM; J?LMIHFCAAS;HE MCJIBIHOKB:CFFCI@WIFF;LMIMOJJILN
BCI®:GCRBRNL;P;A; I8 @?MNSRMHELOINGHBRIGJ:HS CHNBILI=?MYC?<?LG;H )CE?QCM?
I?HHCMMFIQTEC@=IHAFIG?L;NES=I &HN?LH;NOD:MEJJ;L?HNFSH@OMZIONQB;NQ;MBCMH> QB;N
<?FIHA?NINB2IGJ;HS ?MC>NL?;NGBEGMM@ GCFFCIMN;EMFILC>H>; GCFFGIHE P?HO?
:J;LNG?HNMFIQTECH>OFA?H N;MN®IPRI?HMGER C=2=?MMILC?M]MOEB OG<L?FMN;H>

NL;P?FOMEF?NN® ;H>; Q;MN?<;ME?N]NEPRHNO;FESCH?>  GCFFOBLIGIGJ;HS
=I@7?LM

M =LIIE?>MNB?M?M Q7?L? ?LHC?,>1@ @@IOH>R®?LH;L>) *;>I@ @GHP?MNAPHOLCNE3®ILG?L
=B;CLG;HaNB?% 0! . MNI=ER=B;HA®G;E?M\B?@/1??G-CECG? MNIUBIJFC@N?2:ND @CMFF?A?NI
B;P?LOH AC;HMTCM=B?GT;HA;H NB;NB?;N?€HP?MN@OUINI <CFFCWCRLIHA>ICHANH
BCG MJINNNBRIJI@TimeMagazineML|J LIE?> "M ==IL>CHAINB®" =B;IA?M;>l@ @IHPCH=?>
CHP?MNILAMCPBCG-;IA?MOGMIGIH?S &H-?NOLBPA;P?NB?GH CGIJL?MMCFA=?HN  J?L=?HN’NOLH
; S?;,L ON*>l@ @?P?L?;FFSHP?MNB2CGIH?S &HMN?B2E?JINCIR I BCGCM?H@AIN@OHKRM ;S NB@CLMN
CHP?MNNBYCENOLHNB?GIH?S<;=EC@B?ME?QIICNS<LCHACHA?QCHP?MNIBPLSNBCRIAMAICHA
MGIINBRSHNUE®D ; F@ QB?HNB®NI=6;LE?NFOGG?N?+> G;HSI@BCNHP?MNMEPX INB?GIH?S
<;=E M B?HI FIHA?B;>NB?GIH?S NBA;G? Q;MIP?L;H>B?B;> NI;>GCNIB;NB®BIFNBCIQAMDONHP
<CACABIOM;H>MRCHP?MNCINFFO>GHAS I@BCRI?;FNBBLC?HHN M| LCEBNCLZBI NLOMBZEYCNB
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NB?EC@IPCHANP=B;LCN;<@?0H>;NCIQRLQ CH;H=CQ;E3H?PFNBIMB; LG ?><S*;>|@ @CNB2CL?=NFS
IL CH>CL?=NFS Q?L? JF?;M?> QB?H B? Q;M M?HN?H=?> NI D;CF @IL IH? BOH>L?> ;H> @C@NS S?;LM

L? NB?M?M?B?L?FX?LL;NCIHM Time ++ JIFF=IH>O=NTHNB&C>M@&;FANB?M?P?F;NCIENDHNB;N
J?L=?HIENBIMMOLP?S2HANBCHME 1B?S<?FC?RB;NL?;=B@CHP?MNE ?GIFIS? NLOMNL?M?HNM

;H IHAICHAFIHA MN; H>GRIN?LIE>?=?INCR?B; PClkS1@0 C=CNMF;IA?HOG<?1@=IGJ;HC?NC<<M?N

F &@B?SaLCABNB?HFIN@KO?MNCHIWENI<?;HMQ?L?4BS > MO=BH=C>?BNIPH ;H> QCNB

MO=BJ;L?HN.?AOF;LCNM8I ;L? NBDMONMOMI?=BQ FIHAOHNEBHM?RHNILJIL;NX<;HELOJINES=IL>XCM

M?NIB;N ;=NCIH;H<?N;E?H]<SCH>CPC>Q;AMICT;NCIHH* NBAIP?LHG?HN]MCM=IOL;M®=8?B;PCIL

The ldea of Business Ethics

&NACHNBZX?MBHN?LREIN=IGJ;HS NI 1J?L;N??NBC=;FESOMNQILNBSJ;HC?M.? <?NN7;NNL;=NCHA
E??JCHAOMNIG?NVF?HN2SJFIS??NH> =;JCN;EBIM?N; CHNESKO?MNCIHABCMI@EP@ LIGQCH>FCHA
=OMNIG?L <;M?M ?GJIFIS?? NCHHETR?MNIL GCMNLOMN

)?NM<?ACNBQWP=NGHS ;>>L?MMAHA |@NBKO?MNCNBAQ? JIM?>JL?PCIOMEB;N =;H CH>CPC>0;FM
ILA;HCT;NCItH# AIP?LHG?HAPH=C2M NI @ IMNRL?HP CLIHG A@RNBC=HE> MI=C; FESMJIHMCG<A®,PCIL
CHOMCH?#OQUME=10LM®?H??>NI>?@CNQIN?LGKusines®thics;H> socialresponsibility 1B?SaLl®@N?H
OM?> CHN?L=B;HAZONNB?S ANIGP?;H NB? M;G? NBCHA

What Is Ethics?

610 JLI<;<FSFL?;>FEHIQ QB;NCI?;HWNI<? ?NBC=N EHIQ LCABRILIGLIHA;H> NIEHIQ QB?HSIOaL?
JL;=NC=AHA CHMN2@NBINB?LN NB2ZCMEIP?LMCGJIFC@SEMN? =;H M;SNB;NOMCHZMEBCEM
NB?2JJFC=;NCI@?NBC=PB;PCICH <OMCH2MW?RNNCHANBC=;FHSOMCH®2MMSIL? NB;HMCGJIFS
I<?SCHAIJFC=;<A?,QMH> L?AOF;NCI&IWMIG?;HM?CHBIH?MNRICHAI B;LGNIINB?LMIGIJ?NCH®&;CLFS
;H>>?=FCHCH2ONSIOLIQH CHN?L?MIRM NBIMZASIOL=IGJ;HS CNKQH?LMH> CNRILE?LM.@IOaLTH
<OMCH3W1<PCIOMF&?> MNLIHA?HM@QB;NALCABN> QB;NdQLIHA HIN;FQ;SMH ?;MSN;ME610
H??>NB3?LMIH;EIHPC=NGIHlo QB;NdLCABANP?HC @& ?;HM>ICHAVMIG?NBCNB; N CRC=QFINLMIH;FFS
>CM;>P;HN;A?IOM

What Is Social Responsibility?

ILIIL;N? MI=C;E?MIIHMC<CRENQCNBNCIHNB; NG ?5NP;LC?N@J;LNCBH =I1GJ;HSM?HPCLIHG?HN

MI=C;FRESMJIIHMC=FZJ;HS MBIQMIH=?LHRILCNMN;E?BIF{HHSIH? QBl FCERH?LM?GJFIS??M
=OMNIG?I+ NBZIGGOHCNCPMYBC=BNI?M<OMCHB/M "MN;EIL CHN?LCHMNM ?aFFCM=CGNMMIL;N?
L?MJIIHMC<CFCNS F;N?L CH NBBEBMNCHN Q?aFF @I=0OM IH ?NBC=M

How Can You Recognize an Ethical Organization?

,H? ALF 1@;HSIH??HA; A?CHOMCHRMBIOR? NI @ IMNPNIBC=PB;PCICHNBPLA;HCT;NCIRHPCLIHG?HN
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%IQ > Q? EHIQ QB?HH ILA;HCT;NCGHiA?B;PCHANBC=;FFBIN FCM@PNBCHIEA;HCT;NCIEEINCPCNC?M
CH=FO>? NB? @IFFIQCHA =LCN?LC,;

X 1L?;NCHA ?GJFIS??M =OMNIG?LM CHP?MNILM ;H>NB? JO<FC= @;CLFS

X *ECHA @;CLH?MM ; NIJ JLCILCNS

X %IF>CHA ?P?LS G?G<?L J?LMIH;FFS ;==I0HN;<F? @IL BCM IL B?L ;=NCIH

X IGGOHC=;NCHA =IL? P;FO?M ;H> JLCH=CJF?M NI ;FF G?G<?LM

X 1?G;H>CHA ;H> L?Q;L>CHA CHN?ALCNS @LIG ;FF G?G<?LM CH ;FF MCNO;NCIHM R?FLI>
4B?NB?SIOQILE @I, <OMCHMM@IL HIHILI@TN;HCT;NCKHO JLI<;<FSB;P?; M?HM@QB?NBAIOL
?GJIFIS?ICKNBCaIFOH?NBC=HFIS??NIN=I1GJ;HC?MB;RIHMCMNZGIRRPBusinesEthicsG;A; TCHR& CMN
I@NB? ?MNILJIL;N? CNCT?HIA;LNBTN?GM NBIL?PCIGM M OMCHNMBMOEHNBRILEJF;="

IGJ;HC?MNB; NIONCHERSAII> =CNCT?HMBCIMCH=FO£P=N?L $;G<F? %?QF?NN -;=E;RHN?FPIH
-LI>0=NM CM=I 0SMN?GM ;H>*?L=E

S =IHNL;MAGJIFIS??RICNBB@IFFIQCHNNCNOY?NXIMOMJINBINB?CGIFIS?LM?HEM?NBCSMNB?S
MBIOF> <?

X 1B?S =IHMCMN?HNFS @??F OH?;MS ;<ION NB? QILE NB?S >|

X 1B?S I<D?=N NI NB? Q;S NB?SalL? NL?;N?>

X 1B?SalL? OH=IG@ILN;<F? ;<ION NB? Q;S =IQILE?LM ;L? NL?;N?>

X 1B?S KO?MNCIH NB? ;JJLIJLC;N?H?MM 1@ G;H;A?G?HN >CL?=NCP?M ;H> JIFC=C?M R?FLI>

#CAOL?


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/2.1.0.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/2.1.0.jpg
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&HNB?;LFS M G;HS0?;LMONIGINCRDOMNIGQRM-MOLILCHNEB? @NB);,CKCFAB?CEIGIF;,CHNM
L;CM?> L?> @F;AM QCNB F;Q ?H@BIC2GPNNH® @IL=?> 0?;,LM NI L?@OH> GCFFCIH

(?PCH *=0B;H? \1B? /?=?CJIN #IL *S +?Q OI=EM &M )IHA?L 1B;H *S +?Q O\=E6&I  +

&HNB?2,LFS M G;HSQILE?LIZH?;LMONIGINCRI?LPC=HN?MB; L ?MOMJIC=CHHDN="LN; GH-C=C?M
CH=FO>GIBA);SMCHQBC=BB?®7?LMO0JJIM % >?;FQCNBOMNIG?EMI;LNC=ORNB?& ?ENM=IG@ILN;<F?
QCNBH?Q=1GJ?HM;NCIH;HNB;N?Q;L>?NB?@ | IM?FFCHAAHG ?HAIVE DI<MMBI=E<MIL<?LMH> INB?L
J;LNNH>M?LPC=IBIMQBI G?NKOIN;MINKIHOM?NBIMQ@BI >C>HR?L1@N@CL2B?L?MOMBVOFNHE
MOLJLCMEHNB?TR; ANIG??NKOIN; MH> E??INB?OL<MMIG ??GJFIS??CMF20MNIG TTNMN?FC?PCHER S
H??>?23;LNM> M?LPCEBPHCHD ;=NIB?Q?LHINH??>?>?@ILFIHA0?;LMY;M@FII>?QCNBGJIF;CHNM
@LIGOMNIG?LMIQPLTF;Q ?H@IL=?GREDIC=C; FMIOLP? NB;HD ILNMB\; N DIVt LM-?HC 2B SCHNHN?=?CP?
=OMNIG?LM <ON Q;M @IL=?> HIN IHFS NI ?FCGCH;N? M;F?M =IGGCMMCIHM <ON ;FMI NI J;S ION  GCFF

Why Study Ethics?

&>?;FF3.CMIR?LGHE?;PS@ CHM# =CPRIOMWBIORON >;GJ?LIH =ILJIL;NGCM=IH>0<ONOH@ILNOH;N?FS
G;HS ?RJI?LNNOMJI?NE;NNBCMMOGJIN@ES <? ; <CNONCGCMMB:N?P?INB2=IH>CNCI@NB??NBC=;F
?HPCLIHG?EMBH?;L@ONQH? NBCHA??GNMF?;L1B? H?RN?H?L;NCPHN?LGHBMCH?MM]QEE+8-0O>?M
GIMN@SIO]QCFRR CHRILF>GO=B-C@?L?NBt HNBTH? NB; Q;CN2@ INB3L?PCIGNAH?L;NCIPE?HNBCMNILS
N?FEMCHHI OH=?LN;EPLGNB;N>;SEI<OMCHRND>?HBMS |@QBIG ;L? NIGILLIQ¥<OMCHHAAM?LM
H??> GO=BVIB;LJQH>?LMN;H3@NB2C@?L?H<NQ?BB;NCMH> CMNNBC=;FE&JIN;<FM ; <OMCH?MM
MNO>?HI¢ |@SIOLE?SN; MEMA?;LHCBKQ NIL?=IAHCT>>?;FQCNBB?NBC=B;FF?HAIBIRCFHH@LIHN
SIO

*IL?IP?L EHIQCHEACAERLI®LIHAQCHKE;E? SIOGIL? G;LE?N;<EMI; DI<=;H>C>;NME?>QB;NB?FIIE?>
@IICH H?QBCL2 ;LL?HO @ ?NBRILFA4GIMNMO==?MNM@RFNRIFC?*&FIIE @IINBL7IBCHAB? @CLMN
CN?LMIH;EHN?ALREB®I ?=IHEMHN?FFCAM=BNBCCH BCABH?ASF?P?F%?J,OM?53H> NB?H>7>
~ON C@ SIO NHP? NB? @CLMN NB? M?=INGNN2lIHa

X &NACH ; =IGJ;H8a<?MN CHN?L?MN NI ;=NPORBSQRRNBS =IGJ;HC?M ;L? <?NN?L ;<F? NI ;NNNL;=N ;H>
E??J =OMNIG?LM N;F?HN?> ?GJFIS??M ;H>=;JCN;F

X Business ethic€M NB? ;JJFC=;NCIH I@ ?NBC=;F <?B;PCIL CH ; <OMCH?MM =IHN?RN

X =NCHA ?NBC=;FFS CH <OMCH?MM G?;HM GIL? NB;H DOMN I<?SCHA F;QM ;H> L?AOF;NCIHM &N
BIH?MN >ICHA HI B;LG NI INB?LM =IGJ?NCHHAS@5ECIHETHA NI JON SIOL IQH CHN?L?MNM ;<IP?
NBIM? 1@ SIOL ?GJFIS?L ;H> =IQILE?LM

X 11 ;=N ?NBC=;FFS CH <OMCH?MM MCNO;NCIHM SIO H??M IXOARBN HKDOQBIAIZHIN ;FQ;SM
:H ?:MS N;:ME

X 610 ;FMI H??> NB? J?LMIH;F =IHPC=NCIH N1 ECA@BNNaP?H C@ CN G?;HM >ICHA NUG?NBCHA NB;Na
>C@C=0FN IL J?LMIH;FFS >CM;>P;HN;A?IOM
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X "NBC=;FALHCT;NCIHM NL?;N ?GJFIS??M =OMNIG?LM CHP?MNILM ;HE$B3;BQ<FC= @;CLFS
@;CLH?MM ; NIJ JLEIIGGREIC=;N? =IL? P;FO?M NI NBIMAGCNBIIH ;H> >?G;H> ;H> L?Q]L>
CHN?ALCNS @LIG ;FF G?G<?LM QBCF? BIF>CHA NB?G ;==IOHN;<F? @IL NB?CL ;=NCIHM

Exercise

(AACSB) Analysis
&M %IH?MNS =;>?GC=

'OMNM<OMCH?NBNPZMI>?M@=IH>0=@ IECL?=NCEAFIS?X?B;PCICHDI< L?F;N2NCPCNIIMI

>| =IFF?A2M> OHCP?LMBNRC2IF?M@=IH>0=NIAOCIANO>?HNMaGC="?B;PCIl1B?SalL2;FF?>
P;LCIONBCHAMnor codes academidntegrity policies policieson academichonesty studentcodesof
conduci<ONNB?FB;P?NB™M;G2JOLIIMNIJLIGIN?;,=;>?GCEHN?ALBNSI=L?;N? @;CH>?NBC=;H
?HPCLIHG?HN @IL ;FF MNO>?HNM

N GIMN M=BIIFM CH®@ILG;NCIH IH ;=,>?GC= CHN?ALCNS CM ;P;CF;<F? @LIG IH? |@ NB? @IFFIQCHA |

X 1B? M=BIIF 2< MCN? JLI<;<FS OH>?L NB? N;</?;H |@ ONO>?HNM__ IL “"ONO>?HN )C@? |
X 1B? MNO>?HN B;H><IIE
X -LCHN?> G;N?LC;FM ;P;CF;<F? NBLIOAB NB? !?;H |@ OND>?HNMa |@
MMCAHG?HN
)I=:N? CH@ILG;NCIH IH SIOL M&BijFaGC= CHN?ALCNS JIFC=C?M ;H> ;HMQ?L NB? @IFFIQCHA KO?MN(
4B;N <?B;PCILM PCIF;N? ;=;>?GC= CHN?ALCNS
4B;N B;JJ?HM C@ SlOaL? ;==OM?> |@ ;=;>?GC= >CMBIH?MNS
4B;N MBIOF> SIO > C@ SIO QCNH?MM ;H CH=C>?HN I@ ;=;>?GC= >CMBIH?MNS

MS=l 4 ;HNMNMH?S ;=E _ CNNMoney 0?IN?G<?L BNNJ GIHZ8IH =IG H?QM
=IGJ;HC?M NS=I CH>?RE#MM?> ";HO;LS

AN LIIE?> "M _ 1CG?0J?=C;FMCG? =IG BNNJ QQUCG? =IEHCGAI?=C;FME;A?NMLNC=F?
: BNGF ;==?MM?>'OFS
n ?MN ILJIL;N? CNCT?H®IL _ Corporate Responsibility Magazine Hi 0JLCHA

BNNJ NB?=LI=IG =IHN?HN  <?MN =ILJIL;N? =SRMMZ=0?IN?G<?L

.OIN?><S >LC;H$IMNCsH>;H; 1?F@ILPhelntegrity AdvantageO;FN;E? CNS$C<<MIGCNB \
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BNNJ QQ€x==; H?QM <OMCH?MM MNILS @ F;HAH <GEaNMMSs;HO.LS
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2.2 The Individual Approach to Ethics

Learning Objective

0J?=C@S NB? MN?JM NB;N SIO QIOF> N;E? NI MIFP? ;H ?NBC=;F >CF?GG; ;H> G;E? ;H ?NBC=;F:

?NNS CHMIFC>HBVIN;UANN4 ILF> IG QCNBBTHN?HNGAICHANID;CBB?OH>I0O<N?>H$?QQB;NNB?
LCABRB;PCIQ;M <ONB<ZINNIGFCHZMB; NIB2C>MHo CN6IQ =;HSIOG;E? MOLKB;SIO>1 NBRCABMBCHA
CHNBZOMCHEZMM> %1Q MBIOFSIO L?MJIHNINBECH>I@=B;FF?HARBLISIOaF? @;=CHAR=;0M7SIOL
;=NCIHEHNBRXOMCHEZMM>QCHK? MNLIHAEB@FO?HSBIOLGIL;F =B;L;=N?E?N&?ACKS;MM?MMEIOA
=OLL?HN GIL;F =IH>CNCIH 4BC=B I@ NB? @IFFIQCHA <?MN ;JJFC?M NI SIO M?F?=N IH?

&aG ;FQ;SM ?NBC=;F
&aG GIMNFS ?NBC=;F
&aG MIG?QB;N ?NBC=;F
&aG M?F>IG ?NBC=;F
&aG H?P?L ?NBC=;F

+IQ NB;$I0aPIF;=?>SIOLM?EEH? I@NB?MIZN?AILCBPLIL? MIG?A?H?L;KM?LP;NCIHPQ J?IJF?
JONNB?GM?FR?MQNBM?=IH=;N?AILSIMN I@OML? ?NBC=HMN@NB'NCG?H> GIMNJ?IJF?;MMCAH
NB?GM?FRPMN?AILSIOG<?NQI]*&aG mostly ?NBC=;BBS >IHAGIL? J?IJF?=F,CO\B;NIB?SahRvays
?NBC=;BJ;L?HNFSIMN?IIF?L?;FCTNB;N?CHANBCSFINBRNCGY;E?MAL?; N ?;FIQGIL;F ?H?AS &®IO
JF;=?>SI0LM?E@;N?AILEIOG<?NQI ;MESIOLM?NBED?MNCHHQ =;H&=B;HAGS <?B;PCIMINB;&=;H
GIP? OJ; HIN=B1B?;HMQ?NINBED?MNGI}3 <? MCGIFOMNESIOLM?H®@;MCHO?MNCHQ QIOF%&
FCE? NI <? NL?;N?> CH ; ACP?H MCNO;NCIH *;RQ?FF

2H@ILNOH;NRF-SNC=CHFOBCFIMIJBSCABN ?; MC RS IOLI?LMIH;FC@B; CHNBXROMCH@WM¥>"NBC=;F
=B;FF?HARRIMZHKOMCHEHOMOMCHIMNCT; NCIAMI?=C; FFB?IH?MB; P?GOFNCIRP, E?BIF>HM
<?=,0MNIN;E?BIF>TH? =IH@FC=RCEAI>M;ECHA>?=CMCINBINGD ?-BOFNCJIHI;E?BIF>TMNZMS
?P?HRIM?;MIHE;H; A?LMH> @ IH?Q?HNL; HNIMBROMCH@MM>NBR;ME;H<??RNL?G 2FOHNCHAS
G;H;A?LMI??>5?;LM@?RJI?LC?HZHAH ILA;HCT;NGIR@ILNB?8 ?2HC @ILN;<B2ECHA?=CMCNMB/NaGD ?=N
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P;LCIOMN;E?BIF>7I =;H BIQ?P?LA?N B?;>MN;IOMF?;LHCIBKQ NIG;E? ?NBC=P=CMCHBRIIECHAN
NQI NSJ?M |@ =B;FF?HA?M NB;N SIOaFF ?H=I0HN?L CH bl al@\DhifAbM €@t fcal decisions

Addressing Ethical Dilemmas

H ?NBC=EF?GCGCM GIL;FFSLI<F?G;NGACNO;NGI& B;P?NIJC=K?NQ??NQIIL GIL? ;==?JN;<FRON
I@NABIIMCHAFN?LH; NORPBNAL? CGJILN; NN >C@?L?ANOIJMRI?LNMNON?B L; GRBANSIP@MCNO;NUIH
; "LCABN P?LMOM*GCABMNENANBMILN@D>?=CMQIB;NBHMIH 'IBHMIH EHIQH;M"" " 5G?M
OLE?B;>NIG;E?CH (;JIFH ,H 0?2IN?G<?L NQ?FP? STL>*LS (?FF?LG;H@BC=;AlI>C?>
;@NB2LI;L?HNMP?B?L'RNL; ONL?HASB?HIAB;NM;G?GILHCHAIQ?HNS M?P?HIB?2;E;G ';HOM;FMI
|@ BC=;Al >C?>@NMN;ECHSF?HIBIGCHII=B?MNCH 1B;NHCABRB?HQ ; GCIERG<?LM;G? NI =IHMIF?
BCWML?HNM;Ga M<LINB?H> BCRQC@NVIE 1SF?HIBLIGNBM;G?<INNER>>C?X)CNBGHLNS ?CBIBN.M
,P?L NBH?RNQIQ??EM@IOGIL? J?IJF?CHBC=;Al >C?>@NR,ECHSF?HIRB?;=NO;EIHH?=NGIFINQ??H
1SF?HIFH> NBM?LCRE>?;NBK); MHYG;>? OHNEFI@® >OMBCL?GH;FCT®@LIGI?QNL?JILNNB;RP?LS
PC=NBG N;E?HSF?HIAV =IHMOG?IMC=E?> JOFF2SF?HIRDBC=;Al ;L?; L?N;B?FPPN?;L=B?LM
>CM=IP?LISF?HIE,JMOF2MN; CHGHIA?; GIOHNM2>?;>FSS;HC>7?=;0MNB3ICMIH?=INNF2N6? @LIG
<;N=B?NMCACH;NNHAC@?L?HN JF;HNIZHP?MNCAAINRLGCHE;NIBN;GJ?LCHBA> |==OLL?@NMNB?
JLI>O=N B;> <??H MBCJJ?>

o' Q:MHEN@;OFRAN ", OLE?Q;MMN@FE?QCNBI ?RNL?G?M3LCIGNMF?GG#4 ;MCNIMMC<RP
L?MJIIHNINBN;GJ?LCHAM?IQCNBIORMNLISOHB® ?JON;NCE@ BCABRBSI@CN;<E?H> OLE?B;> NQI
IINCIHM

X %? =IOF> L?=;FF IHFS NB? FINM 1@ "RNLSBRHFHABIBI D?L? @IOH> NI <? N;CHN?> QCNB =S;HC>? 1B(
NB? J;NB @IFFIQ?> <S -?LLC?L ?R?=ONCP?M CH QB?H NB?S >CM=IP?L?> NB;N =;M?M |I@ <INNF?>
JICMIH?> QCNB <?HTCH? 1BCM IINCIH @;PIL?> "' @CH;H=C;FFS <ON JIMMC<FS JON GIL? J?I1JF? ;N |

X OLE? =IOF> IL>?L ; H;NCIHQC>? L?=;FF]I@ ;FF <INNF?M 1@ "BNRHINLIBGWMBNCIH QIOF> L?P?LM?
NB? JLCILCNS I@ NB? MN;E?BIF>?LM JONNCHA NB? M;@?NS |I@ NB? JO<FC= ;<IP? MN;E?BIF>?LMa

OLE?IIN?>NIL?=;FfFF GCFFGIINNFR&I'RNL; ONL?HASB?HIFH NB%;LE?NLB?=IMNII'*  Q;M
GCFFCHONO<FC2;=NCIR;MKOCNIMCNCPMNNB; HMCR??EMDNRB ZLCMCI;H 1SF?HIE,IJMOFZNL?
L?CHNLI>OEPH?QN;GI?L?MCMNINNF?2M> <SL?MJIH>CKRAC=Ef& ;JILIJLC;N?FS Q;M?P?HNO;FFS
;<F?NIL?MNINB2SF?HIEL;H>NICNM?PCIGBILE?NIMCNC#B?H OLE?Q;M;JIF;O0>?>@IIGIL;F=IOL;A?
B?L?JFCRB;B?asMCGJIEB?L?NINBFIHA MN;H>CHA-L?>INB; BONBZHN?LI@NOMNIG2kNP? NBIM?
I@ INB?L MN;E?BIF>?LM %CM IHFS L?AL?N Q;M NB;N NB? N;GJ?L?R<¥M H?P?L =;,0ABN 4

&@I0aLIH>?LCHPB;NSIOINBIOABN=?MMBIOR2C@& OaL2IH@LIHNZENBI ?NBC=EF?GGSIO=I0OF>
>| QILMNB;HL?G?G<?NBG?HN;MN?RHEMICHCAOL? "%IQ NI#,=? ;H "NBC=IEF?GG; ]QBC=BB;JJ?H
NI <? NB? MN?JM NB;N ;G?M OLE? NIIE CH ;>>ISIVMEHA QBT M

Define the problem%IQ NI L?MJIH> NI NB? N;GJ?LCHA =;M? QCNBION >?MNLISCHA NB? L?JON;NCIH
1SF?HIF <L;H>

ldentify feasible options: /?=;FF IHFS NB? FINMBE@ZHIF NB;N Q?L? @IOH> NI <? N;CHN?> QCNB =S;HC
IL>?L ; H;NCIHQC>? L?=;FF |@ ;FF <INNF?M |@ "RSE?BNE?HANB 1
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Assess the &fct of each option on stakeholdersiINCIH L?=;FFCHA IHFS NB? N;CHNS>HNM GfI 1
=B?;J?L <ON JONM GIL? J?IJF? ;N LCME ,JNCIH L?=;FFCHA ;FF <INNF?I8 F@HIRNIONNLRBANB 1
M;:@7?NS |@ NB? JO<FC= ;<IP? MN;E?BIF>?LMa @CH;H=C;F CHN?L?MNM

Establish criteria for determining the most appropriate actiorB?L? NI NB? '' =L?>] QBC=B JONM NB?
CHN?L?MNM |@ =OMNIG?LM ;<IP? NBIM? |@ INB?L MN;E?BIF>?LM

Select the best option based on the established crit&th: ,JNCIH Q;M M?F?=N?> ;H>;
H;NCIHQC>? L?=;FF 1@ ;FF <INNF?M |@ "RSIE?BINL:MANBIEO=N?>

#CAOL? %IQ NI #,=?;H "NBC=;F ICF?GG,;

Making Ethical Decisions

&HIHNL;NINNB?LCABN P?LMOMILGABIIIM?>=<S;H ?NBC=EF?GG;H ?NBC=P=CM@HN;CFM.CABN
P?LMOM QLIHA=CMCIH]IH2HQBC=RB?LCM LCABMNNBC=#BIC=H>; QLIHAOH?NBCH;EFF?A:BIC=?

4B?H SIO G;E? ; >?=CMQIB;NODHGCMN;E,SF2NBCH;ICFF?AFI0aPZIGGCNN#H ?NBCHEIM? 2NNS
3CHMI®IRR;GJIF?B;>;H ?NBCERMQB?HMB2;P?>CHNIB?I<KIMM?Mz?PMMOU2IIE NB2 ILF> IG <IIEM


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/d57727e74c432a8ba63bb3638eae70e5.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/d57727e74c432a8ba63bb3638eae70e5.jpg
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&@10aL3IL?M?HNZPENBB;NJJ?;LMNI<?NBONJP@=-BIC=?MECFHAOLM?ZRBKO?MNGCIHVCAOL? "%IQ
NI PIC> ;H"NBC=;F );JMQCFF CH=L?;M? SIOL I>>M |@ G;ECHA ;H ?NBC=;F >?=CMCIH

#CAOL? %IQ NI PIC> ;H "NBC=;F );JM?

11 N?MN NB? P;FC>CNS |@ NBCMNUNLE2BJFZNE <S JICHN FIIE ;N CNM$A42>?=CMCIHM

%7?L ;=NCIHM Q?L? =F?;LFS CFF?A;F

1B?S Q?L? OH@;CL NI NB? QILE?LM QBI FIMN NB?CL DI<M ;H> NI N8?ICHRRIGNHY QB RININEP M
;H>;FMI NI B?L @;GQBIVIB;L?> B?L JO<FC= ?G<;LL;MMG?HN

0B? >?@CHCN?FS @?FN <;> ;<ION QB;N MB?a> >IH?
0B? Q;M ?G<;LL;MM?> NI N?FF INB?L J?1JF? QB;N MB? B;> >IH?

[2JILNM |@ B?L ;=NCIHM ;JJ?;L?> CH B?L Fl=;F H?QMJ;J?L ;H> DOMN ;<ION ?P?LS INB?L H?QMJ;J?L
=IOHNLS


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/154971411bd7ee327831812387f6c857.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/154971411bd7ee327831812387f6c857.jpg
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0l 3CHMIHIOF>B;P? ;HMQ?L?OL @ CRP?MMO?MNCORONB CR2M?NMI MCGIFG@EN?LM?G?G<?INB?
@IFFIQCHAFRANBOG<&@I0 ;HMQ?E?MNlany one of thesefive questions|>>M;L? NB;I$10aL?<IONNI>I
MIG?NBCHA SIO MBNDF>Ha

Revisiting Johnson & Johnson

M >CM=OMMZBCAHNBMP=NCIBHMIH 'IBHMIHL?=?CPRE?G?H>I0MCM@IINB?=NCIHME?HSCNM
", G?M OLE? CHL?MJIHN?NB? 1SF?HIE;N;MNLIJBONNBCHABIHA?Ll F?;LBBIQ ; =IGJ;HS=;H
>?MNLENMI> L?JON; NCHAND ; MEILQ; L NI JH>L?PCMCN;H> CNAL?>1 QBC=BIN;N7¥ ? <?FC?P?
IOL @CUNMMJIIHMC<TMANSB 2 I=NILMHOLM N> J;NC?HNWIGINB?LNH> @;NB?itM ;FFINB?LKBI OM?
IOLJLI>O=NM> M?LPC=8M5G??NCHB?CE1??>IMP?LSNBQ?A| GOMK? |@BCARBO;FCN3.?>| 'IBHMIH

'IBHMIH %IQ =I0F> =IGJ;HS QBIM??GJFIS??M?FC?PRH MNLIHAEECNHL?>1@ CKNMEH® 7L
=LCGCHH> =IHAL?MMCIEHP?MNCA@ICIHN?LCRIL?=;FEAD?NI >?@?=NOR20O=NMCG?M &H
NBL?? SRLCI>NB2IGJ;HS L?=;FFNQ?HNS @I0tO=NOH=FO>@T/>LM&H@;H}Ma>OFNM&F?HIF
*INLCH;H> ?H;>LSF*=+?CF-LI>O=N?=,FF&H@ILG;NCIHM ;S =0OPO?71LO"S?=IHN;=R?HMBRNF>
IONMC>? NB? 20 ?LELIN ;H>BCJ L?JF;=?G?HNMEIKLEM

2HFCHE®B? "' 1SF?HIE?=;FHI IH? >C?@LIAB2?@?=NAR2O=NNMONOMNIGQRL?=?LN; CHFBI?N
NI @CH¥B?8;> JOL=B;M?P?LNB? =IOHN32>C=CH@UNB?GM?FRP¥NB?GBCF>LRB;D?L?JIN?HNC;FFS
=IHN;GCH;NQENBLEJ;LNC=ARNNCH&I?=EG?N;HCG?M =IHN;=N?HMRB; RIHN;CH?>NSJ?@
;=C>NB;N;OM?MNCHACHAHQB?HCHM?LRPRB?S? /I=EI@@ (;GJ ;H>>?@7?=NBEL.GJIF;HNM
NB;N L?KOCL?> J;NC?HNM NVIQHHBCJ L?JF;,=?G?HN O0CHA?L

4Bl <?;LNNBR?MJIIHMC<@HBIB3NG;A? >;G; ACHA OH>?14PaFE>?HNRQ@ISH>CPC>QBIQ?L2NF?;MN
J;LNC;FEBVIJIHMC@fR B2?=FCH® 'a ML?JON;NCIB?@CIOWB20LL?H¢ CFFC4G’F>IH]QBI B;M
<??H-LCNC=@NRZCHR IA?FEHPCMEHFIO<FC=RSI?HMNOLCHB R ?=;FF{¢G?M >>CNCIH;FBS
;>GCNNRB; B?>CHINOH>?LMNNB2IHMOGICPCMQBPLE;HSI@NBKRO; FCNSINLIFLIKF?GM.CACH;N?>
(CG?M 0IG? G?G<?LMaNBZI;L> |@CL?=NRM.HINJF?;M?QCNBCMNCIHM CH;=NCIH#Q7?L?
OJM?ZNNBR?P?HGC?=FCHRUIGIBBCAB JLIQCEFFNMHM?KO?HNF3F>IH);MACPAHFS  J?L=?HNCM?
@IL JH>BCRH> |@ S?4IHOND;M=0ONS J?L=?HIDN>IH&A=-LSDIBCG%CMHO;EIGJ?HM;NCEBINB?
S?;,L CH=FO>GHALXIHOMH> MNI=BNCIHND;M GCFFCIH]>IQ®LIG GCFFGTHNBIL?PCIGHA;L
-?LLIH?

1B? M?=IHXCH>CPC>Q@BF Q;M;N F?;MBLNC;FESMJIHMC@HBNB>?=FCH@' 'a ML?JON;NCGIMFF??H
$IAACHM ILF>QC>B;CLG;H@ 'a MIHMOG?$LIOJ QBI Q;MCHB;IA?IGNB@;=NILOEBLI>0=?5;HS
I@NBR?=;FF3£I1>0=N8B?Q;MB?;PCEE.CNC=€3@?FFREBJIFIS??I@IB??R=?"MMERMN =ONNBZMOL?M
;H>B?LILIJ?HMANE?JF;=?RJ?LC?HAP>C?HNOONBAQBCLA(CG?M &H>>CNCIMB®);MCGJFC=;N?>
CHH OH<?FC?P;@i8CMB> 7RNL?GBB?NBG2B;PCINI;PIC>JO<FC=;BE3=FIMEMMB?L L?=;Fia);
>?@?=NCP? JLI>O=N

%?L2CNNB'MNILS?BCHNBDDH?NBCMEB?G?@N?E?;,LHCHB;N'  B;> L?F?;MZ:=E?NM2*INLCHN\B;N
>C>HIN>CMMIFARL?=NAEBZIGJ;HS BCL?=IHNL;=NINVAI CHN{IHP?HC?HMNIL?M> M?=L?N&3S0J
?P?LS;=E @ INLCHH NBMB?FPA84? CHMNLO=NCRHMINBZIHNL;=NIQALNB®IFFIQCHAIO MBIOF>
MCGJIFSN&CE? L?AOF#OMNIG@BCF3;ECHAB?MDL=B;M?Mo"/* *201 " +, *'+1&+ #
1%&0"&+$ ")) HO1%" -121 (CG?M &H;S QB?HIAACHNI?;L?><?@IL?
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=IHAL?MMCHIGGCNNCHP?MNCANBZHEB HNIG.?=;FFMBN?MNCIKECRBQ;MHIN Q;L? I@NB%?B;PCIL
I@NB2IHNL;=NIIOCFP?LG;H ;H>NB;NIBB;>"HI EHIQF?>A@CHMNLO=NGIHML;=NICHMPIFPZH\B?
JB;HNIGL?=;ANIHINN?RNIL2GIFIS??B;NNB?Q?L2>ICHA &HB?L0?IN?G<?L  N?MNCGNISB?%IOM?
IGGCNN?M ,P?LMCABN $IP?LHG?HR@ILG MB?=EHIQF?>AMNB;NB2IGJ;HS QLINNBIMCHMNLO=NCIHM
0B?;FMINIFANBZIGGCNNMB®;ML?NCLABLE®;> NI<?; G;DIL>CM;JJICHNG@HIR?L ?@IL?"' MN;LN?>
@;FFCHAN MB®;M; =IHN?H>RUN;EAP?L;M ", QB?H: ?F>IH.?NCLON ;MCNMLOQCNB ?F>IH>IHaN
MB?HNII G;HSN?;L@IB?LSIAACHNPI,LN?@&LIG' ; Q?;FNBSIG;H ;@N2IMBCIKAH? NBCLE@B?LMB;L?M

I@ =IGJ;HS MNI=E @IL GCFFCIH

#LIG ; LCABN P?LMOM QCHKR@PC?QXINBA ?F>IHH> $IAACHMN?>CH;JILIJLC;NZABRC|=NCIHMOM?>
B;LGNIINB?LI@H=FO>EHMOG?1ABIFIS??NH>CHP?MNLBASGIMNFCE?EENFS<IONQB;NB;JJ?H?>
Q?L7?G<;LL; MMRE>CM=CONBRICNO; NGTINIBIB?LNMH> L?AL?NNB® ;=NB; NFGIMIRP?LS ?QMJ;J?CHNB?
=|OHNLS =;LLC?> NB? MNIUS H)H& ;FF

[?A;L>F?MI@QBIG CMI<F;G? NBZINNIGFCHZMBCAMB;N Q;MIH=?;H ;>GCL?=IGJ;HS CMI;LHCMB?>
Q?HMLIG GIMN>GCL?=IGJ;HS NI; MNLOAAECGHAHS NB; QCAPKOCGIL? NB;H ;H> C> NIB?;FCNM
<OMCHZMDH>MCG?M 4B?NB?L  =HL?A;CNBIO<FOCALONN KO?MNGIBINI IH? =;H;HMQ?L
;NNBOMEGN NBAMCHNIHMOG?BWP?; LCABN;MENBRO?MNCHBVOF&J;S ; JL?GCO@IL" JLI>O=NM
ACP?H NB? =IGIJMIEa=?HN NL;=E L?=IL> 1@ JIIL KO;FCNS =IHNLIF

What to Do When the Light Turns Yellow

)CE?IOL @CRO?MNCIMME? ?NBC=JEI<F?GNL? @;CLMNL;CABN@ILQBZLMOH@ILNOH;N?FSIL?
=IGIFC=;N20OICIQCHF?FNINBCHEB®IOL @CP? KO?NNPEIM; M?NOMCAH;NBIQCRE;LHSIONB;S10aL?
@;=CHA;LNC=0OFNF3AB?=CMCIH]|NSIQ MBIORNBCHHE?@OKASONCN> J?LB;JMIHMOMG?IH??FM?
1B? MCNO;NCMHCEJJLI;=BCHA NL@CT=CABR> ;H> AL??HCABMRI?;MSSIO EHIQ QB;NNB?&7?;H ;H>
?R;=NKE3B;N\NNI>l 6?FFIGFCABNMNLC=ECQ@RILSIO>?=C>QBC=8B?>;FNIBCNILSIMCH®L@CR®?MNCIHM
&@IOA?N MCHAF?MSIOaFe? GO=B<?NNREEBCNNGIBAL;E? ,HFCH?NBC=NWHN?I@I'HACH??LCHA
0=C?H=?

Key Takeaways

X OMCH?MMJ?IJF? @;=? NQI NSJ?M |@ ?NBC=:F =B;FF?HA?M ?NBC=:F >CF?GG:;M ;H> ?NBC=:F >?-

X H ethical dilemmaCM ; GIL;FFS JLI<F?G;NC= MCNO;NCIH CH QBC=B SIO GOMN =BIIM? 4?NQ??H N
GIL? ;FN?LH;NCP?M NBYNHOH#S ;==?JN;<F7LE® ALIOIM

X 00=B >CF?GCCM@N*B;L;=N?LCT@#> "LCABN P?LMOMXCABNCH> CNDMO; FMEFP?EH
M?LC?M |@ @CP? MN?JM
I7@CH? NB? JLI<F?G ;H> =IFF?=N NB? L?F?P;HN @;=NM
&>?HNC@S @7?;MC<F? IINCIHM

MM?MM NBP72® |@ ?;=B |IINGitakEholders IQH?LM ?GJFIS??M =OMNIG?LM
=IGGOHCNC?M
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"MN;<FCMB =LCN?LC; @IL >?N?LGCHCHA NB? GIMN ;JJLIJLC;N? IINCIH
0?F?=N NB? <?MN IINCIH <;M?>I|H NB? ?MN;<FCMB?> =LCN?LC;

X H ethical decision?HN;CFM ; "LCABN P?LMOM QLIHA_ >?=CMCIH]IH? N HLOBEGHB MNERC 24|
=BIC=? ;H>; QLIHA OH?NBC=;F IL >IQHLCABN CFF?A;F =BIC=?

X 4B?H SIO G;E? ; >?=CMCIHMEBIN&CMN;E;<FS OH?NBC=;F IL CFF?A;F SIOarRthr&@GCNNP> ;H
lapse

X &@10aLIL?M?HNQRENBB;N;JJ?;LMNI <? ;H ?NBC=»=CMCIMECH3IOLM?NB7@ |FFIQCH]/
KO?MNCIHM QCFF CGJLIP? SIOL I>>M |@ G;ECHA ;H ?NBC=;F =BIC="

P

&M NB? ;=NCIH CFF?A;F

&M CN OH@;CL NI MIG? J;LNC?M

&@ & N;E? CN QCFF & @??F <;> ;<ION CN

4 CFF & <? ;MB;G?> NI N?FF G@¢>EF8! =IQILE?LM IL <IMM ;<ION GS ;=NCIH
4 |OF> & Q;HN GS >?=CMCIH QLCNN?H OJ CH NB? FI=;F H?QMJ;J?L

&@I10 ;HMQ?BE?MNI;HS IH? I@NB?M@ CIRO?MNCISIMaL ILI<;<FS,<IONNI>I MIG?NBCNB;I$10
MBIOFa

Exercise

"RIF;,CHB2C@7L7?H<?NQ??H ?NBC=EF?GGH>;H ?NBC=P=CMCIB?HILIPC>H ?R;GJF?@
?;=B 1?M=LC<? ;H ?NBC=;F F;JM? ;H> JLIPC>? ;H ?R;GJF?

Na MIFF??HBIAACHOPFRWVPLFS *  CHINI=E _CNC<CTBEMIRG<?L ;==?MMBA0OMN
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*RQ?FF' There®No SuchThingas OBusinesEthicsO Thele®0Only OneRulefor Making Decisions +?Q
6ILE 4;LH?L IIEM \

*=+?CF -LI>O=N /?=;FF 8H@ILGINCIH QQB=-H?CFJLI>O=NL?=;FE==?2MM?> OAOMN

+7Q 6ILE 1CG?MOMCH?”U®1 OAOMN BNNJ QQESENCG?M =IG <OMCH?BI0 BNGF
;==?MM?> OAOMN

,HFCHMNBC=VHN?L@I"HACH??LCHA 0=C?H="? >PC=?@LIGNB21?R; M&HMNLOG ?NBl4 @ C=B;N
I 6101 4B?H NB?)CABNOLHM?FFIQ _,HFCH??NBCAMILNJ IHFCH??NBEEMB?FJ BNGF S?FFIQ
;==?MM?> JLCF

-?LLIH? * v " $?NM /;CM? <ONIHOM &M ON _ USA Today #7?<LO;LS
BNNJ QQQMVI;NI>;SIG GIH?S CH>OMNLC?M B?;FNBHD:+ BNG ;==?MM?> OAOMN

I=El@@ ! ;H>'IH (;GJ ~' [IHN;=N?HM?K?=;FF?> Wall StreetJournal %7?;FNB?=NCIBAOMN
BNNJ IHFCH? QMDNEEE? BNGF ;==?MM?0A0MN

OCFP?LG;H AN?=;FF#FFIONIBHMIH 'IBHMIHSISIAACHMI /?NCL? -B;LG;FIN 0?IJN?G<?L
BNNJ QQIB;LG;FIN =IG L?=FF @;FFION DIBHMIH DIBHMIHM AIAACH#£2MMP*OAOMN

OCHA?t  ~NIBHMIH  'IBHMIH/?=;FFMoCXGJIF;HNNNew York Times OMCH?M& OAOMN
BNNJ QQEBNCG?M =IG <OMCH?MM BCJ BHGMM?> OAOMN

4?2<?L 6 N, 0;P?M 1GJ;HSaM /?JON;NCIH-LI>O=NM New Sunday Times 'OH?
BNNJ ;>NCG?M HMNJ =IG GS DI<MNILS;EEMMNERRGILCF


http://www.mcneilproductrecall.com/
http://www.nytimes.com/2010/08/27/business/27hip.html
http://onlineethics.org/corp/help.html#yellow
http://www.usatoday.com/money/industries/health/2011-02-25-jnj_N.htm
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Learning Objective

&>?HNC@S ?NBC=;F CMMO?M NB;N SIO GCABN @;=? CH <OMCH?MM ;H> ;H;FST? L{NCIH;FCT;]
<?B;PCIL

*E? HI GCMN;E2ONCNIB?H SIO ?HNNBZOMCHZMM>SIOaR® CISHOLM?E@CNO;NCHIBC=BIOaFF
B;P? NI =BIIM? NB? ;JJLIJLC;N? <?BACQIRIL ?R;GJF? QIOF> SIO ;HMQ?L KO?MNCIHM FCE? NB? @IFFIQCI
X &M CN ,(NI';==?JIN; J;CL |@ MJILNM NC=E?NM @LIG ; MOJJFC?L
X ;H&<0S |@C=? MOJIJFC?M @LIG GSKE|NB?L
X &M CN ;JILIILC;N? NI >IH;N? =IGJ;HS @OH>M NI GS FI=;F =IGGOHCNS =?HN?L
X &@ & @CH>ION NB;N ; @LC?H> CM ;<ION NI <? @CL?> =;H & Q;LH B?L
X 4 CFF & B;P? NI FC? ;<ION NB? KO;FCNS 1@ NB? All>M &aG M?FFCHA
X ;H & N;E? J?LMIH;F ? G;CFM ;H> JBIH? =;FFM ;N QILE
X 4B;N>1 &> C@ & >CM=IP?L NB;N ; =IQILE?L CM =IGGCNNCHA @L;O>
,<<PCIOMHASBRSI?MEMCNO;NCPHOG?LIQM>P;LC?#ILNOH;N?Q83=;H<L?;ENB?GIQHCHNI@?Q;MC=

=;N?AILCtvibes conflictsof interest conflictsof loyalty issuesof honestyand integrity ;H>whistle-blowing
)?NM FIIE ; FCNNF? GIL? =FIM?FS ;N ?;=B 1@ NB?M? =;N?AILC?M

Bribes versus Gifts

&N INOH=IGGIHCHOMCHRVACPH> L?=?CRPG;FRC@EMJIL?=C;NCIBNQB?HCM AC@N;==?IN;<F?
4B?H CNEN?;FFS<LC<Z@NH NIACP? <INNF@QCHNRNI; =ILJIL;N?>=FC?HALCHBBIFC>;SI@NIN
NIACP? =;MA1@QCH?&@I0L=IGJ;HS CMLSCNPA?N <CAIHNL;=BMNJILIILC;NRIM?H> ACRINNBE?S
>?=CM@HE?L &@NEFAL.CABNCHPCNOMCH2MI®; CHN;HH>CHHALNI; <;FFA;G? CNNMIFA.CABNI
I@?L NB? M;G? J?LMIH ; @OFFS J;C> Q??E?H> A?N;Q;S
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1B?LM@N?HQ CHEHZNQ??HAC@MN ; <LC<1B?KO?MNONEYMQ?aP DOMIE?>BIQ?P?LG;S B?FLH
>L;QCHBN?=;0M9B?5;,CM2?SCMMCHPN?LGCHBIQS A?MNOIBIORS CHN?LIL?NBZIMNGNBEZN?G
NBNCGCHANBACA@NBNSI?T@QAC@N> NBZIHH?=NCHINQ??NBACP?H> NB2?=?CP&GI0aL™ NB?
L?=?CPCix CNh All> C>?NIL?@OMS CN?GB; NtP?LFA?H?LIOM ACP?@I1INBIOLIIMRRCH@FO?H=CHA
; >?=CMCIBN<?=;0M2Z=?JNCHRR?HVG;FRC@B!® PCIF;NAGJ;HS LOF?MBX?MMNPC=CTNI =B?=HH
=IGJ;HS JIFC=S

' -?HH?Sa"ON;N?G?HRIOMCH?MBC=M2IICHMN; HAR;NRB; RGIFIS??MH& ==?INHS=;MBAC@NMS
HIH=MBC@R4?INBIMRB;B;P?; P;FOX?FIQ  ;H>NB;N.? A?H?L;FEBI?*SNBACP®IJLIGINCIH;F
JOLJIM?MGIFIS??Me;H ;NN?H¥C> @IKOMCH@DH=NGIONNB?I@ ILGMD?HN?LN; CHGABDNBA MJILNM
?P?HNNP> AIF@NCHANMH <?,==?IN?HHFSC@NHL;,=NC=@#I INB??HH?34?GIFIS?NIL?=CJLI=;N2.CIND
M?P?L;F >;SM N;Ha ;==?JN?> OH>7?L ;HS =CL=0OGMN;H=?M ' -?HH?S |

Conflicts of Interest

IH@FCAMCHN? L BAOLQB?HCH>CPC>GBMEBIIM?<?NQ??N;ECHANCIHNB;NLIGIN?NB?QRLMIH;F
CHN?L?MMRIMNBTHN?L?NNINB?LNL. N;ECHANCIHNB;#IHAN =IH@QFGHN?RCMAI?R;GIF?QB?HH
?GJIFIS?MQH CHN?LCHNZL @TANB. B;P?NBIIN?HNGIFCHN?L @UANBBR?MEHN?LI@NBRIGI;HS#M
MN;E?BIF>7GM;A?G?HN-OMNIG?LQH?LM)?N¥M;SNB;SIOQILE @I =1GJ;HS QCNB=IHNL;=N=;N?L
?P?HNINSIOL=IFF?AM>NB;SIOLOH=ARQHM FI=;<;E?LS <PCIOMHASBGACNO;NOCH=L?;N?=IH@FC@N
CHN?LPMNIF?; MACPRB?2J?;L;H=?1@H?]QBC=B<SNB®;S CMJILI<F?GCHCNM?EBPH SIOalL2;FF?H
NI@OLHEMEM? (@I FOH=B?ISIOGCABN N?GINMNBLIQMIG?<OMCH3MNMOH=RAQ;S ?P?HC @NH IN
CH NB? <?MN CHN?L?MN 1@ NB? =;N?LCHA =IGJ;HS NB;N SIO QILE @IL

4B;N MBIOFSI0>1 610 MBIORKI<;<FSSCM=FINBZIHH?=NOHSIOL<IMMQBI =;HNB?H.L;HA'NBCHMM
NB;SIOLI?LMIH;EHN?L2NHEM-IH @ FQENBB2IGI;HSMGE10 G;S @IPR;GIFZAL?NB;R&OaLMMCAH?>
NIL>?LILI>O=NRCHIBIMRB;SIOLOH=F3;E?MSIOaL&<FCA;NM @ CHHNB?MOJJFCRLSIOLIMNG;S
G;E? MOL? NB;N MIG?IH? ?FM? IL>?LM <;E?LS JLI>O=NM

1B? M;G?JLCH=CHBP>NNB;\H ?GJIFIS?MBIOF-M@MJILCP;NPH@ILG;NGIIDON;H ?GJIFIS?I@ILI?LMIH;F
@CH;H=C?A?@QCJS NB;M$I0 F?;,LHOLIG =IQILE?L;N SIOLJB;LG;=?0ONC=J6J;HS NB;NH? |@CNGIMN

JLIQCN;=EDAQCH? JOFF1@ONB %, LE?N?=;0M®@>;HA?LIOMC>2@ ?=NB?L?=;FQCR?#?P?LBOLNB?

=IGI;HSMQ CH; H=RIKQILG;H:#?>=,0MENUNI=H.C=RIJFOGG?N@ILNBPI?QM?=IG?MO<FCSIOM?FF
;FINBMNI=BIOIQH CHNBZIGJ;HS 4B;N SIOaP?2IH? CMNG?L?FOH?NBCE&Re;FF?2HMCHNPL>CHGNR

CFF?A;F ;H> SIO =IOF> AI NI D;CF @IL CN

Conflicts of Loyalty

O0IG?NCG?8M0 @CHBOLM?E@® <CHx<?NQ??k?CHRIS;F?CNBRILSIOL?GJFIS?IUL NI; @LC?H>@;GCFS
G?G<?L-?LB;JMSIO DOMR;LH?NB;N =IQILE?L; @LCAHBSIOLMCNKIONNI<? >IQHMCTPON@BCMRI<

610 ;FMIB;JJ?HNIEHIQNB;B?;H>BCRC@?? A?NNARASNIG;E? ; >?JIMAN ; BIOMPI?;LNBZIGJ;HS
B?;>KO;LN?EMG ; QILEMN;H>JICBND EHIQNB;SIOMBIOFN&POFNBTH@ILG;N@IHG ; @LC?H>MBCJ
MN;H>JICNBIOABIO @?TNSIOL>ONRIN?FHOL@LC?HIOF>HNB?N?FHO C@BRMCNO;NT2IHL?P?LM?>

0l QB;N>I SIO>I M N?GINCNIEEMI<?FIS;ANISIOL@LC?8OMBIOFMM ;H ?GJIFIS??SIOLILCG;LS
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L?MIIHMC<CRUREOL?GIFIS?L610 GCABRP ;<F?’NIMI@NSHL>CF?GGS=IHPCH=CHAH;A?LQCNBB?
;JILIJLC;N? ;ONBILCNS NI N?FF SIOL @LC?H> NB? <;> H?QM <?@IL? B? JONM >IQH BCM >?JIMCN

Issues of Honesty and Integrity

*MN?L CHP?MNILLZH O@~?N IH=? NIF>; ALIOJ |@ <OMCH?MM MNO>?HNM NB? @IFFIQCHA

"&=;HHINN?FHONB; BIH?MMNMBZ?MNFC=8~;HAN?FHFONB; R 810<?B;PRQCNRL@ BN ?MN3> CHN?AIMIS3<I>S
MIG?QB?LQIHa?B;PINBMINB?0Q;S ;H>G;E? GIL? GIH?S ONBIH?MNHAII> JIFC=810aF¥ @CHOaRRF?Q?FF
;NHCABHE SIOaR@? 1> ;<IONNB?R;GIFBIO;L? M?NNCHISIOL=IQILE?LNMH> NBMINB?U?IIF?QBI =;L?;<IONSIO_
$IMNC=E ?F@IL>

&@IOQILE@IL =IGJ;HS NB;M?NNEPMNRGIFIS??Ma?L?F8&?SCHABF;Q ;H> @IFFIQCH®?@HN?LH;F
L?AOF;NCISIRd GCABNBCHEONGIPCHAH &@10aLz?CHME?>NI>?=?CRZOMNIG?KMONNBKO;FCNS
P;FO? 1@ SIOL JLI>O=N SlOaL? CH ;H ?NBC=;FFS OHB?;FNBS ?HPCLIHG?HN

1BCHE ;<ION NBCM MNILS

N =B?@OMNQI@LIAGH JINI@Q;LG MIOX);N?L1B? @ CIMNNMG?FFRBMHCIHML?=IAHCTRB2;HA?LLH>CGG?>C;N?FS
DOGJ?ON1IB?M?=IH@LIB?MCN;NB2Q;N?l@?AN> ;H>B?>?=C>MIMN;H>L?F;RRI. GCHON@N?ZEFB?=I0F>
;FQ;SNDOGIONQYB?HNBCHAIMNII BINMINIMJ?;E M NB@;N?IAINBINNZBIQ?P?INB@LIA;IN?>NICNB;L>FSINC=CHA
NB? =B;HA? ?@IL? FIHA 1@ =IOLM? B? Q;M NB? G;CH CHAL?>C?HN CH @QLIAT@MOJ_ $IMNC=E 1

0l QB;NeNBGIL;FIGNBMNILSIHa NIGNOH>CEH ?NBC=;RFBCZHPCLIHG?HXRFIMBIOLCHN?ALEXCHBNF?
;N ; NCG? A?N ION <?@IL? NB? Q;N?L A?NM NII BIN ;H> SIOL IINCIHM B;P? ?P;JIL;N?>

#ILNOH;N?F&®?QOFI@NBOG<HAOC>30 4 ?aPMOGG?NB?®JCHCAOL? "%IQ NI*;CHN;C#hIH?MNS
JH> &HN?ALCNS _

#CAOL? %IQ NI *;CHN;CH %IH?MNS ;H> &HN?ALCNS
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Whistle-Blowing

M Q?aPM??HNBGCM>??2# @ 7NNS CHMIHH> B?L==IGJFC=?M4 ILF> IG >C>HEI OH>?N?=NIB?S
=;0ABNB?S?I@ SHNBC{IJ?L NBZIGJ;HSM>CL?=N@CHN?LHFCNCHA?L 1@=I0LMZIOFB;P?
FIIE?>NBINB?IQ;S <ONCHMNMBMOGGIH?®©JNB2ZIOL;ANI<?; OBCMNEF? <fjB?LCH>CPC>QBF
?RJIIM?BFF?AIF OH?NBC=7B;PCIICHH ILA;HCT;NCNME?3CHMIHIJ?L B;> G;DIL?>CH==IOHNCEM
*CMMCMMGHBH>Q;M; B;L> QILECHA?>C=;N?&JFIS??2HFCBCHMIBIQ?P?LMBR2?@OMP=?<OFFC?>
<SB?IMM#, O=INNOFFCP&HD;=NWBB;> NLCRHN?FHHANIHFSOOFFCRBN-MI;O>CNII@LIGNBBOA?
LNBOIH>?LM?H-=I0OHNCEXCINB;NB?LQ;M; JLI<KF?GQCNBILF> IGalVkIIEM 1B?;0>CNIH@MGCMB/PR>
Q;LHCHAM>QB?HOFFCPHALCRS-B?INI>LIJNBG;NN?MB®MN;LNZB?;HCHANB?LL@ C=ONMB2C>Ha
L?F?HNB?;H>B?IN?;GQILE?>F;N?;=BHCABNH>O=NCHARN?HMGPZLZWHP?MNCANTIGIHNBMN?L
[1J?L B;>?PC>?HNPN;ENIOOFFCP®BI NIF-B?UH=?;A;CHNI<;=EI@® A;CH BIQ?P?LMBMNII>OJINI
BCG;H> NBIOABIB2?AL?NNB2ZIHM?KO?H®@NB?L4 ILF> IG =IQILE?LMVB2.?JILN?NBM=B?GRINB?
=IGJ;HSaKI;L> |@>CL?=NIENCNBEISMOOFFCRYXM@ CLP#> NBF;IA?MN=IOHNCEA ; CGHBCMNK5=;G?
JO<FC=


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/9eecc0aac3a7618a07f8f93cb105cde3.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/9eecc0aac3a7618a07f8f93cb105cde3.jpg
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M ; L?MORNII?L av,=NCIHVR?=ONCR®A2 =F?;H<IONNBZIGJ;HS#@ CH;HaaENO;NOBA=IHMJCL,;=S
|@@L;3;M<LIOABNI;H ?H>;H>NBIOABO<FGEM=FIMI@4?ILF> |IGaMILI<F?GM?MOFRE®;MMCRINI=E
JLC=3?=FCHPM ?GIFIS?F;SI@WHP?MME ?GIFIS? FIMMTMOF>B;P?<??HAL?;NTQCNBIAGN?L av
CHN?LP?HNCIH

"P?HNBIOABIJ?L >CNB2CABNBCHRB?RJ?LC?HIMHY?R;=NFS_;NC@SCHAN@J?1JF?;JJF,0>?7>
B?L=NCIHONG;HS =IQILE?LMBOHHB2L MIG??P?HF;G?>her @IINBZIGJ;HSMNLIO<FDB?MH?P?L
<??H\B;HE*S;HSM?HCAR?=ON(W? ILF> IG #CPGIHNBMONRB®L;03?HNO<FO4?Q", *C=B;?F
J?FEMMM?G<F@B;NQ;MF?@&NB2?GIL;FCTRILE@QILMACPRB?G J?JIN;FEH NB2IGJ;HSM@ONOL?
1B?M?HCG;H;A?G?HN?;GGIOHN?NBMN; AH> F?>NB?0>C?H€H LIOMCHAH>CN@H&@IO0aLB;JJS
;H> SIO EHIQ CN =F;J SIOL B;H>M _ SHNBC; IIJ\ QHWEN?> $SIMNCERIL>

4BCMNF? <FIQ@MNGER?; HM:;L??IMOC=C>MOLPRBNQIBOH>LBBCMNF? <FIQPLM=NZSNB?*;NCIH;F
4BCMNF?<FIQMN?I@IOHNB;B;F@@NB?@®;> <??HR@ CLEHI<KFIQCHNBBQBCMNERCIH;RBCMNF?<FIQ?L
?HN?L "P?HNBIMRBI A?NIE??INB?0OIL<MRJ?LC?HECH@ICB?L=OMMOVHMHAMNB?BIN; 311G ?
J?1IIF?QCR¥L?;NB?GMIH? QBCMNF? <FIQNUN'FCHAEOHEW JC=HCL®B?8?;P?NB?Sal@L?KO?HNFS
<F,=E<;FFEHNBTH>OMMNRS?L ?N;F ,H ; JIMCNCGRR?NB?UMEB?  O;L<;H?M ,RF?SN QBC=B
JLIN?=NM QBCMNF? <FIQ?LM OH>?L @?>?L;F F;Q

#IL B?UQH J;LN SHNBCHJ?L >I1?MHL?ALDB;NVIB2C>M MBRIF> ALIOI@VNO>? HRNEMMCMMSIBIC
AONLCRP<? J?LMIHN®BIHIL ;H> CHN?ALCNSIN,FFIQSIOLM?R@? JL?MMOLP> QB;NSIOEHIQ CMCABN
?P?HC@®B?L3;S <?; JLC=RI<?J;C>_4 ;FF?L &@IOL=IGI;HS N?FRRIJIFIS??MI>I QB;N?PZN;E?M
JOMBB?HP?FIJFIIENBMNB?0Q;S ;H>"<?MOINB;R?G;E? IOLHOG<?LM|OB;P?NBL2BIC=?MI ;FIHA
QCNBBIIFC=3LS8II=B;HANBCHAM-?;P?&@I|OLI?LMIH;EHN?ALCNEN @NB?KO;NCIBIOaL3LI<;<FS
>IQH NI NB? F;MN NQI =BIC=?M $IMNCHE> 1

Refusing to Rationalize

I?MJICNERNB2II> LAOG?HNMR ; PIL@>ICHABR2CABNBCHABS>I G;HSL?;MIH;<RP?1JF?;=NOH?NBC=;FFS
NF?2:MNINCG?MIBS >| All> J?IJF?G;E? <;> =BIC=?M==IL>CHANIIH? MNO>$B?L2? @IOEIGGIH
L;NCIH;FCT;NCIHM @IL DOMNC@SCHA GCM=IH>0=N $?FF?LG;H

My behavior isri@eally illegal or immoral /;NCIH;FCT?LM NLS NI =IHPCH=? NB?GM?FP?M NB;N :H ;=NCI}
C@ CNNCMBPHHLCABN CFF?A;F IL <F;N;HNFS CGGIL;F 1B?S N?H> NI IJ?L;N? CH ; AU SItEEQB?L? NB?L'
?PC>?H=? NB;N NB? ;=NCIH CM QLIHA

My action is in everyong@est intests 01G? L;NCIH;FCT?LM N?FF NB?GM?FP?M "& EHIQ & FC?> NI G;E"
>?;F <ON CNaFF <LCHA CH ; FIN |@ <OMCH?MM ;H>J;S ; FIN I@ <CFFM _ 1B?S =IHPCH=? NB?GM?FF
?RJ?=N7?> NI ;=N CH ; =?LN;GHAQNNCHA NB? =F;MMC= J;L?HN;F J;L;<F? ;<I@N £x&8@CMA k@=;0M?
SIOL @LC?H>M ;L? SIMNT=&IL:

No one will find out what 1Ove dof&?L? NB? M?F@ KO?MNCIHCHA =IG?M >IQN APRE&EDAB >Hz>
& L?;FFS > CN _ 1B? ;HMQ?L CM SAMM®B3GLFA Q;S NI ;PIC> MO==0OG<CHA NI NBCM L;NCIH;FCT;NCIH
;=N ;M C@ SlOaL? <?CHA Q;N=B?>

The company will condone my action andtpct me1BCM DOMNC@C=;NCIH L?MNMINS;GRIAFES
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G;S BIH?MNFS B;P? <?FC?P?> NB;N B?L ;=NCIHM Q7?L? @IL NB? All> |@ NB? =IGJ;HS ;H> N
NB?L?@IL? ;==?IN @OFF L?MJIHMC<CFCNS ;M B? JLIGCM?> 4B?H MB/BA&MFMI LHI? Bl

B:N B?L <IN
QRP?L

%?LMHINB?LOF@NBOG4€®@I0 @CISHOLM?B@CHNIL;NCIH;FCT?=CMCGNHLI<;<FS <;>IH? ,P?L
NCG? SlOaFF >?P?FIJ ;H> BIH? SIOL ?NBC=;F >?=CMCIH G;ECHA MECFFM

Key Takeaways

L

X 4B?H SIO ?HN?L NB? <OMCH?MM QILF> SlOaFF @CH> SIOLM?F@ CH MCNO;NCIHM C}
NB? ;JILIJLC;N? <?B;PCIL

X 610aFF H??> NI EHIQ BIQ NI >CMNCHAOCMB ; <LC<? @LIG ;H ;==?JN;<F? AC@N

X 610aFF ?H=I0HN?L MCNO;NCIHM NB;Nox@lie? afoner BstMCNO;NCIHM CH QBC=B SIOaFH
=BIIM? <?NQ??H N;ECHA ;=NCIH NB;N JLIGIN?M SIOL J?LMIH;F CHN?L?MN ;H>;=NCIH N
|@ INB?LM

X 0IG?NCG?M SIOaFF <? L?KOCL?> NI =BIIM? <?NQ??H FIS;FNS NI SIOL ?GJFIS?L ;H> FIS
@;GCFS G?G<?L

X &H <OMCH?MM ;M CH ;FF ;MJ?=NM I@ SIOL FC@? SIO MBIOF> ;=N QCNB BIH?MNS ;H3

X N MIG? JICHN CH SIOL =3I”PGCABN <?=1G? ;Q;L? |@ QLIHA>ICHA IH NB? J;,LN I@ INB?L
B;P? NI >?=C>? QB?NB?L NI L?JILN NB? CH=C>?HMhitte<Prd@er|;H CH>CPC>O;F QBI
?RJIIM?M CFF?A;F IL OH?NBC=;F <?B; RHCTNCHIHL

X 1?MICNEFNBAI> LAOG?HNM@:PIL@>ICHANBLCABYBCHINIG? <OMCH?MMJMMNCZER
OH?NBC=;F=; MNNCG?MIG?NCGMNB?OMHM? |@\B@®IFFIQCHNCIH;FCT; NEIBOMNERSL
=IH>0=N

1B? <?B:PCIL QMERFFS CFF?AF IL CGGIL;F

1B? :=NCIH CM CH ?PRLSBAE CHN?L?MNM

+ IH? QCFF @CH> ION QB:N &aP? >IH?

1B? =IGJ;HS QCFF =IH>IH? GS ;=NCIH ;H> JLIN?=N G?

H QBC=B S|

B;P? NI

B;N @;PILI

FNSNI'; @

CHN?ALC
M ;H> QCFI

J

Exercises

(AACSB) Analysis

"=B 1?7=?G<?L Time G;A;TCH2?PIN?KINMP?LNI NBJ?LMIKQBI B;MG;>? NBXCAA?KISJ;=NH
NBRQILF>NB;N?;L TimeaM JC=EK);MHINIH? J?LMIH<ONNBL??SHNBCJ{IJ?L 4 ILF>IG
IF??H/IQF?S NB# & ;H>O0B?LLIH ;NECHMLIH FFNBL?Q?L?QBCMNF? <FIQPRM?N;CF?>
SHNBCJIJ?L aM=IOL;ACH’RIIMCHAL;ON4 ILF> IG CHNBGMNB;JN?I<ONNBMNILCIANBINB?L
NQIQBCMNF? <FIQZLNKO;FRSILNBQBCHP NINBACG? =IG4 ?<MCN2NNJ QQUCG? =IGCG?
G;A;TCHALNC=F? BNGF ;H>L?;>; JIMN?MNILSION/IQF?S IL PCMEBRACG? =IG
4 ?< MCNBNNJ QQYCG? =IGCGCGE;A, TCHANC=F? BNGF JH>L?;>; JIMN?MNILS
;<ION 4NECHM 1B?H ;HMQ?L NB? @IFFIQCHA KO?MNCIHM



http://www.time.com/time/magazine/article/0,9171,1003988,00.html
http://www.time.com/time/magazine/article/0,9171,1003988,00.html
http://www.time.com/time/magazine/article/0,9171,1003992,00.html
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X 4B;N QLIHA>ICHA >C> NB? QBCMNF? <FIQ?L ?RJIM?
X 4B;N B;JJ?H?> NI B?L QB?H MB? <F?Q NB? QBCMNF? !C> MB? ?RJ?LC?H=? L?N;FC;NCIH
X 1C> MB? >l NB? LCABN NEUH#ASKD B;P? <FIQH NB? QBCMNF? 4BS IL QBS HIN

(AACSB) Analysis

610 IQH ; N:R JL?J;L:NCHHGJ:HS QCNR?HPGIFIS??IQBI JL?2J;L?N;RL?NOLHMQ:FECHAIOH>
NB?@®C=3I0 HINC=9B; NI?P?L|@SIOL?GJIFIS??MJ?H> FIN@NCGG;ECHA?LMIH;DMP@NB?CL
=IGJON?LMB?=ECHALMIH;R G;CFNL MBIJJCHAFCH2@N?EICHAH &HN?LHPNL=BH ?GJFIS?L
=IGJON?GIHCNILCHAMIIHNI NB?MAO?MNC &M DH?NBC@RSIOL?GJIFIS??MI OMNB?@ULE
=IGJON?L@II?LMIH;ENCPCNERBMRNBC=@AISIO NI GIHCNIEIGJON?OM;A?!l  SIOB:P?; F?A:F
LCABN>I CN&@IO>?=C>RIGIHCNEIGJONQM;ACHNB@ONGB:NLOFTMOF:SI0G;E? :H>BIQ
QIOF> SIO ?H@IL=? NB?G
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2.4 The Organizational Approach to Ethics

Learning Objective

0J?=C@S$ ;=NCIHM NB;N G;H;A?LM =;H N;E? NI =L?;N? ;H> MGIIN;88IMNBC=;F IL

"NBC=GA&BIL? NB;H G;NNAQ@CH>CPC>ORF;PCILCNEFMI,<IONILA;HCT;NCIKB;PCILGIFIS??MaENCIHM
;L?HB; M?>MIF?AS J?LMIH;F;FO?AIH? 1B?SalCH@FO?KHSINB?IG?G<?LMINBLA;HCT;NC@&LIMNIJ
G;H;A?LMH>MOJ?LPCMIEMDILE?LMH>MO<IL>CH;QPBIQ =;H?NBC=FKJ;HC?M?=L?;N?H>MOMN;CH?>
&H NBCM M?=NCIH Q?aFF ?R;GCH? MIG? |@ NB? GIMN L?;MIH;<F? ;HMQ?LM NI NBCM KO?MNCIH

Ethical Leadership

,L A;HCT;NCIBjA? OHCK©GlturedQ;SM |@>ICHANBCHHNB,RPIFP'NBLIOABB;L?P;FO?MI> <?FC?@M
ILA;HCT;NOVHO FNGLWINLIHAEB@FO?HSM?HCHR?=ONCRBI N?RE?G<?LMINB LA, HCT;NCQHB; Nd
=IHMC>?L2=?JIN;<FR7?B;PCILH> QB;NB;JJ?HMC@NEPCIF;N?&HNB?ILINBNIH?M?NN NBNIJ I@QNB?
ILA;HCT;NCIH JLIGIN?M ?NBC=;F <ENAZIG?NCG?M ;M ;N "HLIH @N >I?MHa

?@IL7CNMO>>2+PGCMHLIH @IMN?L2ALIQNB ;N ;HS =IMDFNONB;Q;M>?@CHSNB2ZIGJI;HSHMNIJ
?R?=ONCRAAIH? ?GIFIS??"&NQ;M;FF,<IONN;ECHAI@CNI® ;H> QILLSCHAIONNB??N;CHW?1B?
"HLIHMSMN@AMDOMAI@D IEILLOINCIHOJF?>QCNBB R ?F?HNREXAMMOUA?H?L;N'?P?HO?]ILNF?;MN
NIFIIE ;MC@IO Q?L7A?H?L;NCEMQ;M =FCG;WB;NCM=IOL;A?26JFIS??@LIGKKO?MNCIHGB®B?;HMS
QBC=BB?Q?LMOJJIMN > CNB?LT;S B;P?<??H=B;H=?@I1U?1JF?NIMJ?;EDJ <OMil IH? >CA&>IHaN
NBCHESIH?MN;LNSNQCNBIF; HNI>?@L;B2IGI;HS_L?@F?#NINB?RR ?GJIFIS??"P?LSNBCNAALIH
M??G?NIMN;LANLCABRODWIG?QB?LMIG?NBCMRCJIJI221IF?MG?HN; FONGSCN=EDLIGR I=OMTHAB?
@ONOL? All> 1@ NB? =IGJ;HSWDBWVINE>| CNaN I#RF?L

Exercising Ethical Leadership

)?2;>?LMVBIORE??JCHIHMN; RNO=B CNBO<IL>CH; NPFON?NBCIFFC=CH# ?RJI?=N;NCIHB?SMBIOR=?
:P;CF;<AQIB?FPGJFIS??8>?HNCE@BIFP?NBCIH<F?GNH>MBIOPH=IOL;ARB?GII=IG? @ILQ;LOCNB
=IH=?LHVB?Sall2?MJIHMC@H&sCHCGCTICHANOHCN@ARILIHA>ICHA> @IPR?LNOHBR IHNLIFHNP?>?>
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NI?H@IL=2GJ;HS JIFC=C?NB?SMBIOF+~MINBCH®NB?GM?FEMMF?GI>?FMOO<IL>CH;N=IME NI NB?CL
MOJ?LPCMIlsMGGOHC=;NIFC=CM# JL;=NC=PRA;L>CRANBC=PB;PCILH>:M; LOF?=NCIHMU?;ESIL?
FIO>FS NB;H QIL>M &@ G;H;A?LM <?B;PMINBIC=CIFES?M QCFF JLI<;<FS >I NB? M;G?

1BCIZMR;=NRA$BG?MM;AIB; M?HCE;H;A?G?HNN*,LNCH;LC?NNHIQ ; J;LN@)I=EB??>*LNCHM?HN

NI G?G<?LM@NB?TLA;HCT;NCIH F?;>CHALI>O0=?1L@=IHMNLO=NCEIIH?HNNNBZIGJ;HS ;NNBNCG?
Q;M?HA;A?XCH NIOABIGI?NCNGENAR?L; G;DIL=IHNL;=N=;OM<INB*;LNCH;LC?NNH> CNGtCH
=IGI?NCNI?LKO;FC@O2t NBRILE NBDI<QIOFAI NINBFIQ?LC> @7?Q;SM?@ILLC>R?L2>07;
J;=E;A?;LLCP?2N*;,LNCH;LC?NN;IHN;CHCHAJS |@NB2ZIGJ?NCNU<CMB??8LI<;<FS@LIG >CMALOHNF?>
?GJIFIS?’NLSCNAVI;<IN;ABCM B?L?GIFIS?iV? @ ILNIWB?<CILC=Q;MFIQ?INB;H;LNCH;LC?NNv&&H
>CMIAB?NBC=EE<IH??R?=ONCPGK ?>C;NREI_HRB?HP?FIJPP?LNINBAIP?LHG?HN>CH@ILGYB?
=IGJ?NCN#l NB?SC>HE&B;HANB?CRH <CXCHNB%G?;HNCGH> HI NB?SC>HA?NNBPDI< FFNB?3IN

Q;M ;H IJJILNOHCNS NI M?H>; =F?;L G?MM;A? NINBCPHNIH? QAOMNCH?

S NBM;G?NIE?HF?;>?LKBOMK? QCFFONABIF>MO<IL>CH;N2NOHN;<F@IINB?GIIH>O=N{> NI N;E?
;JILIJLC;N?2=NCIHLB? L?MJIHMNA OH?NBC=7B;PCIIMBIOF=? JLIGIN;H> >?=CMCP? ", |1@; F;lA?
=IGJ;HS >CM=IP?LRB;MIG?1@BCKMGJIFIS??IQ9?L">OGIMN2CPCHEHNBNL;MEONMC>2IGJ?NCMIL

1@ C=2BC=BMIM;SNB?Q?LMC@NTEA>@IICH@ILG;NSBiIQIOF-ACPRB?G =IGJ?NCNCH?HN;A?
1B?G;H;A?LLOHHCNB?MJCIH;AZ?L;NCIIQ;M; J?LMIH;@LCAENB?',.a M<OB?Q;MCGG?>C;N@6EL?>
MQ?LBCMJ?L;NCP?NMIB? ", NB?BH@ILGBEMGI?NCNKIONNBP?HNGH2 L?NOLHPANB®;N?LC;FM
NB;B;><??H\;NB?L?YCENBNIIG;H; A?LIMN*; LNCH;LC?NNNBCR ?=ONGPMHN=F?;|IG?MM; AN I ?IIJF?CH
BCMALHCT;NCIH H;GRESN >?PC;NCIHM @LIG ;==?JN?> <?B;PCIL QIOF> HIN <? NIF?L;N?> OMNCH?

&NGFQ; SMIMMCIRIM?HNBRLIHAG?MM;AZHOAOMN  H?QMJ;J?LMOH>NBZIOHNISLLC?>QCL?
M?LPOARILUSCNFIHPC=N?%, $?NNCHA *CFFCIHF;LSABCF%?0?LP?MCG? &HN?L?MIN22LI@IOH>
NB;NIBXI;L> |@>CL?=NI@#IA ONN?LICN;FLIOJ B;>;AL??>NIJ;S ",  H>L?Q4 C?>?LBILHI> ACP?
BCG <IHOMQBCHB?M?LP?2H ?CABN??H GIKNB-?L;F JLONBHGR I I<LC<?L® CF@HANNZRL?NOLEHS
@CH;H=0;EFH GO ?PCIONGIFIS?L@LIGBC=B?a>FMKILLIQ?> GCFFCIE=IL>CHAINB?ZI;L>
NB?SIOF>HEA@ ILNIFIM? G;H @4 C?>?LBIIMCFCHB??HNCRICMI>ZH>?0JIH 1B?0NL??N SME& MM
MB? #CP? 10G<?MN 1BCHAMAHML??N 1BZM 4 *= ;FF

Tightening the Rules

&HL?MJIIHMN NBR?2=?HLL;A?1@=ILJIL;NM=;H>;FRBIL? F;IA?=IGJ;HC?N8;P? N;E?H>>CNCIHYIN?IU
?H=I0OL;A?GJFIS??MI<?B;P?2==IL>CHRIMJ?=C®N;H>; L3+ NIL?JILKQLIHA>ICHAP?H=IGJ;HC?K)CNB
?R=?FF?HN L?JON;NCIHM @IL CHN?ALCNS B;PZa@MNYNI?> OJ NB?CL ?@

Codes of Conduct

JCE?G;HS @CLGHPLMB2E>M HIQ B;M; @ILG;EI>? |@=IH>0=N >I=0G?HN?M=LC<GBALCH=CJFPM
AOC>?FOREMNFGJIFIS??MOMB® IFFIQGHNB2IOLM®@;, FDI< L?F;N2NCPCNIWR; CF;<HM NB2IGJ;HS
CHNL;HAN CHLCHN@HLGH> NI<? MOLNYB;RP?LSIHOH>?LMN;BNNB2IGJ;HS |@@?LNNL;CHCHML;G
1B? %?LMB23>? =IP?LMO=RIJC=MNBDMRQ=ILJIL;N2@OH# L?MIOL=2NH@FC28HN?L2MHNNB?
JLIN?=NC@ILIJLC?N;CH@ILG;N&RRIF;CIBM) NB2I>? QCHKR?H@IL=2GIB;MCTCHRARNCIF;NCI@MaN
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<? NIF?L;N?&NH=IOL;A?RGJIFIS??MI L?JILNQLIHA>ICHAI> JLIPC>?RHMNLO=NCLEWNILNCRLIF;NCIHM
QBC=R.?>CMJIF;SP+JIMN?LN>JLCHNPHQ; FF?N MET2M/?JILNM:;H<?G;>? NBIOAB IH=?LH)CH?<S

? G;CFIL <SL?AOFE;CFNB?S;H<?;HIHSGIOMH> L?N;FC;NCKAMI; M?LCICMIF;NCIB=IGJ;HS JIFC=S
%?LMB?S #I>M

Key Takeaways

X "NBC=M CM GIL? NB;H ; G;NN?L |@ CH>CPC>M; FFH/MBPONAIERA;NCIH;F <?B;PCIL
"GJFIS??Ma ;=NCIHMN.2H?> MIF?FS IH J?LMIH;F P;FO?M NB?SalL? ;FMI CH@QFO?H=?>|<S INB?L C
|@ NB?AIHCT;NCIH

X ,LA;HCT;NCIHM B;P? OtiGK®Q;SM 1@ >ICHA NBCHAM NB;N ?PIFP? NBLIOAB MB;L?> P|FO?M ;H>
<?FC?@M

X HIL A;HCT;NQWHsOFNOL? CM MNLIHAFS CH@FO?H=?> <S NIJ G;H;A?LM QBI ;L? L?MJIHMC<F? @
G?G<?LM |@ NBZHCT;NCIH EHIQ QBNEMC>?L?> ;==?JN;<F? <?B;PCIL ;H> QB;N BMJ?HM C@ CNa
PCIF;N?>

X 00<IL>CH;N?M FIIE NI NB?CL MOJ?LPCMILM ;M LIF? GI>?FM | @@ BCAFLPB;RCINBC=;FFS
MO<IL>CH;N?M QCFF JLI<;<FS >I NB? M;G?
X 1BIM? CH JIMCNCIHM |@ F?;>?LMBCJ MBIOF> BIF> MO<IL>CH;N?M ;==I0HN;<F? @IL NB?CL =IH>C
;JILIILC;N? ;=NCIH

X *HS IL A;HCT;NCIHM B;P? ; @db@eFof conductNB;N >?M=LC<?M NB? JLCH=CJF?M ;H> AOC>?FCH?M
;FF G?G<?LM GOMN @IFFIQ CH NB? =IOLM? |@ DI< L?F;N?>;=NCPCNC?M

Exercises

(AACSB) Analysis
610aLNB?", 1@; =IGJ;HS NB;W?FAVWF@KOCJIG?HNH=FO>EHA<M;AM ;H> <;FFMIB?H
SIOL=IGJ;HS Q;MMN;LN*> B;> IHFS; B;H>@Q@®?GJFIS??M5IO Q?L?J?LMIH;FESF? NI
IP?LM?RB2ZIH>0=N2SIOL?GJIFIS??MONQCNSBIOL=OLL?IN.E@IL4@H?;LF$ C@NBRICGCRI
JL?J;L?, @ILG;EI>? |@=IH>0=NH)BC=BIO F;S>IQH MIG?LOFINB;RGJIFIS??BOMB®IFFIQ
CH?L@ILGCBIK L?F;N?>NCPCNEP?MGI>?F@IISIOLIQH =I>? SI0aP??=C>?4I0M?%=SaM
[>? 1@OMCH?NHAO=NH>"NBC=M NINB2IGJ;HS& ?<MCNNNJ QQ@7?>?L;N?> @>M =G
CHP?MMLRPLH;H=2A=0G?HNi#?:|@:<OMCH?MM:=IH>0=N:;H>:?N BLROPIEEINMN ?=1>?
|@<OMCH2MMO=K10L>I=0G?HRQIHaK?;MNBILIOABN*;=SaM <OICIQCFAP?LINB®IFFIQCH
L2M  =IH@FCEBHN?L?MN==?JN;H=ROAC @MNWLPC=PMHN?LN;CHG?HBLIN?=NdI&@
=IH@C>?HEB@ILG;NCIHOMP@=IGJ;HS @ OHHM MM ?MMLI?LMIH;BFOLJIM?M =IGJ?NCHA
@;CLFS ;H>?NBC=;FFS ;H> ;>B?L?H=?NI=I>? IL;Q OJ; =I>? 1@ =IH>0=N @IL SIOL =IGJ;HS

(AACSB) Reflective Skills
1BCHEOMIG?IH?QBIG SIOL?A;L>M;H ?NBC+R;>?L&N;H <? ;HSIH?=IHH?=NTQCNS8IO];
<OMCH?MMJ?2MI;NIL=1;=B JIFCNC=0}H @;GCFS?G<?L "RJF;CHQBS SIO <?FC?HIB?
CH>CPC>O0O;F CM ?NBC=;F CH BCM IL B?L F?;>?LMBCJ

P
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2.5 Corporate Social Responsibility

Learning Objective

1?@CH®Drporate social @esponsibility;H> ?RJF;CH BIQNHCT;NCIHM ;L? L?MJIHMC<F? NI NB?CL
MN;E?BIF>?LM

ILIIL;N? MI=C;E?MJIIHMC<CP@@PNMNB?JJILI;=B NB;NH ILA;HCT;NOWE? @ H; F;H=CHANMMJIHMC<CFCNC?M
NIQ;L>>C@?L?IMW;E?BIF>TQBPHG;ECHA?A;F?=IHIGC=?NBC=;H> MI=C;BF?=CMCI4BIN GINCP;N?M
=IGJ;HC?MI<? *MI=C;FESMJIIHMC<HNB?®;LCIOMN;E?BIF>?4N BIJ? CN&?=,0MNB?8;HNNI>I NB?
LCABMBCHA> @IIG;HS =IGJ;HC?M>ICHANB2CABNBCHEN E?SGINCP;NILB? @;=QMCNB@N7BtL>NI
@CAODROB;NNB?2LCABMBCHEMIB;NaMLCAB®IIIH? ALIOJ@VIN;E?BIF>TNN4?=?MM; LDBBNLCABN _
@ILHINB?LH? NBCHBIQ?P?LCM?LN;CHGJ;HC?MNI>;S;L? B?FNI BCABNN;H>;LNB; H?P?L<?@IL?
IHMOG?LM>INB?ALIOIMIHMC>RINHFSNBRO; FCHS ILCH®, =IGI;HSAMILI>O=NDN-MICNMB;L;=N?L

&@ill G;HS ALIOJINU?7? =IGJ;HS ;M; JIIL =ILJIL;N?=CNCTCMNDCHB;P?; B;L>?INCGNNL;=NGAFC@C?>
?GJIFIS??N@ CH>CHR?MNJHMM?FFCEMMI>O=N#I> =ILJIL;N2=CNCTAEHIHNL;MN? GIL? MO==?MM@OF
CH ;FF NB?M? ;L?;M

#CAOL?  7~B? ILJIL;N?  CNCT?HL?M?HNNGI>?F 1@ =ILJIL;N?L?MIIHMC<GENIREH ; =IGJ;HSM
L?F;NCIHMEBZINBNs&takeholders&HNBGM>?F NB@|=O®NH G;H;A?LM]HINIQH?LM];MNB3JLCH=CJ;FM
CHPIFPTCHFFNB?M2?F;NCIHMBBIM? IQH?LML? NBMN;E?BIF>T2® CHP?MGMEJCN;EHNB?@CLCGH
?RJI?=N;NC&® @CH;HiCROLNB?LMN;E?BIF>EHAFO2GIFIS??NMOJIFC7HMNB2IGGOHCNCRYBC=B
NB@CLS?M<OMCHMNIH?HNNM@NBCG™M>?F BIF>NB;NOMNIG?IQBI JLIPC>NB?2@CLGCNB?P?HO?
B;P?; MJ?=CHF;CGH G;H;A?LMAIN?HNABR;LLIQMCH>C=NBNQI Q;SH;NOU®&=ILJIL;NCIH MN;E?BIF>?7L
L?F;NCIHMBEBMN;E?BIF>BRPMIG?=F;CEH NBR@CINEZMIOL=PM L?NOLEH#* CNB;H;A?G?HNRI<NI
G;E? >?=CMCIHM NB;N <;F;H=? NB?M? =F;CGM ;LIH ! -

#CAOL? 1B? ILJIL;N? CNCT?H
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)?NBIFIIE ;NMIG?I@NBR;SMCHQBC=BIGJ;HC?M;H <? *MI=C;FESMJIHMC<EG*IHMC>?LCIBA-F;,CGN®
P;LCIOM MN;E?BIF>?LM

Owners

,QH?LMCHP?MM?SCHIGI;HC?MH-?NOLRBI?IIF?QBI LOH =IGJ;HS B;P?; L?MJIHMC<CKFCNSL?;M?
NBP;FOP@IQH?LMEGHP?MNGREUNDAR | @CN;«FL;NCIHMH;A?LM;FMIB;P?; L?MJIHMC<CHFONBC>?
IQH?LMM Q?FEMINB?IMN;E?BIF>H;RCH& CH; H=C:N?L?MIMBA =L ?>CNtH% MOJIFCQRUINB=0L;N?
L?FC,<EM@ILG;NRIONNBI?L@ILG;HH@NBROMCH?MNLFSNBAWH? I@NB?L?;MCHQBC=B ILF> IG
G;H;A?LM@?PRQH IH NBDI< 2JJ?LF?P?6;H;A?G?HNOLJIM?ES=?CPMB;L?BIF>XML?M?HNEBAG
QCNB @L;0>0F?HN @CH;H=C;F MN;N?G?HNM

Fiduciary Responsibilities

#CH;FFS;H;A?LNB;P?; @C>0=C23JIHMC<NHQHZLMLB?SaLZ?MJIIHMC@HR1; @ ?AO0;L>EBRAIGI;HSM
;MM? N B;H>FCIIARIOHEM NLOMNQIINBS?L1BCKM L?MIIHMC<CBIRMCAHILXSNIJ?R?=0ONCP?M
;N<INB>?FJBC;H>1S=1 QBIM2MMI=C;NPM@;GCFE@UNO;FHS?>=IGJ;HS ;MM?NM?H@IL&H;A?LMa
@C>0=CAIIIHMC<CEOINQTINEACH; HMNEN?G ?HISA=IOHNCHZIL>MIBO;L<;H?M ,RF?SN 1@
L?KOCL?M ;H> #M NI;NN?MMNB?GI=0OL;=3B?F;Q;FMICGJIM?MH;FNCRAMILJIIL;N?@D C=?O4CNILM
<l;L> G?G<?LM ;H>;HS INB?LM QBI =IGGCN @L;0>


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/11c4dcef339a9f4c4f0366cb2cde02a8.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/11c4dcef339a9f4c4f0366cb2cde02a8.jpg
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Employees

IGJ;HC?ML? L?MIIHMC@HRBLIPC>CHGJIFIS??RICNE; @B?;FNBIF;=?MIQILE[;M Q?FEM?HPCLIHG?HNM
NB;N? @LLIGI?ROFL;MMG?iiN ; FAINSJ?I>CM=LCGCHMNBCIHVBIOEFEMI@D 20JLIILC;NQ; A?MH>
<?H?@CNM &H NB? @IFFIQCHA M?=NCIHM Q?aFF N;E? ; =FIM?L FIIE ;N ?;=B 1@ NB?M? ;L?;M 1@ L?MJIHI

Safety and Health

#CAOL? 4 ILEJF;=? !?;NBM <S "P?HN IL "RJIMOL?

1BIOABCINI??GMPCIOMB;RIGJ;HC?MBIORAO;L>QILE?LME; @ ?NS> B?;FNB FIN@NB?GICGIFSHAN
#IL IP?L@IOR?=;>?M@I?R;GIF??R?=ONCRPIBHM*;HPCFFMOJIL?MNMRPE>?HNB;N? I@CNNI>O0=NM
;M<?MNIML?MJIIHMC@RRIB2?;>FFOHACM?;M?P?FI1J?%SG;HSI@QCNWILE?LN?FF?LG;H 1B?
=IGJ;HS =IH=?;F?=B?MIL; SM@LIGINLC=EREE?LMH> ?R?=0ONCP2MC>?NB; LIQ;MMCGJIEB?;J?LNI
J;S QILE?LMAGI?HM;NCHE;CGM. F?RQILE?LMC?NB;HNI=L?;N? M;@®QILE ?HPCLIHG?HN-?Q '?LM?S
=IOLRQ;MKOCHPOHNCNMD>AG?HBHM;HPCFFZB?F>B,;> G;>? ; >?FC<?L;NF> <FII>?>?=CMQIk+|
HINBCHA NI JLIN?=N ;N LCME QILE?LM CH <F;N;HN >CML?A;L>|@ NB?CL LCABNM $?FF?LG;H

<ION @IOCHH? BOH>LMNBIOM;F2>0 QILE?LMCTHRILEJF;=7CH=C>?HNMB S?;L 1B?!?J;LNG?HIN®
);<IL = N?AILCT?MNBMOM?%S=IH>CNCIHMEYBIMN'IBHM*;HPCFFM"?RJIMOINI B;LGC @ QFO<MN;H=?M
IL ?HPCLIHG?HRMQ JL?P;F?HINMBGNMH>CNCM; =, OMP@QQILEJF;=2?;NBM??#CAOL? "4 |LEJF;=?
7;NBVS"P?HNL "RJIMOL? —  QBC=BL?;EMIQH QILEJF;=7@;N;FCNS2MDMDIG? DI<ML? GIL?
>HA?LIOMB;HNB?LMIL ; =IGJ;L;NCPIP?LPC?&Q;M?3H QILEJF;=27;NBMS I==0J;NCIM?#CAOL?

A ILEJF;=? 1?;NBM <S &H>OMNLS

#CAOL? 4 ILEJF;=? !?;NBM <S &H>OMNLS


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/bdbbc4d644fa4bc845662f24521986c0.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/bdbbc4d644fa4bc845662f24521986c0.jpg

68 ¥ EXPLORINBUSINESS

#CAOL?

/?KOCLCRA.E?LMIQ?;LILIN?=NGIFINBCHBEAFIP?NB;L>B;NMH> AIAAF?HONNQH IH ;==C>?HNM
&N ;FMI B?FIM NB? @CLG L?>0=? NCG? FIMN @LIG QILE >O? NI CHDOLC?M

ON;N? )C<L;,LE3NILC; IFF?=NCHH\Q?;LCHA A;M G;MEM ;H> JLIN?=NCPY =FBNBGHA

#IL GIMNI?IJF? @ILNOH;NIBSHAN<?NNRIB;HNB?Q?L2N'IBHM*;HPCFF2LI=N?L $;G<F? - $ @IL
?R;GIF?=IHMC>NBM; @?N& B?; FNBRCNNEIFIS??ML;GIOHNH> JLIGIN?NAIB?NNCNEABMHINBCHA?

>| CDILNBA?NNGBAL@IL 4 CNB?;LF81? BOH>LMNBIOM;FPGIFIS??RILF>QC>2$  OM?MG?;MOL®
QILE?IM; @?NEF?2NIN;EH=C>PHN?L?GJIFIS?? QBC=B?=IL>KHDOUCMOFNHAMM=IHM=CIOMH?MM
NCERAMBLI®ILE G?>C=RL;HM@PHINB?DI< GINCIHL?MNLC=NGHR>C=RL?; NG XIS IH>@ CIC/NLB?


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/57ab227c23e27583a76b08720ccdc941.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/57ab227c23e27583a76b08720ccdc941.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/2.5.0.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/2.5.0.jpg
https://www.flickr.com/photos/statelibraryofvictoria_collections/16327729679/
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=IGJ;HS ;NNLC<NBMIQ L; N?P@VO=BH=C>?HNM]KB\HIA? CH=C>IRNBOH>L2GJIFIS??M]N] P;LC?N®
JLIAL;GM NI JLIGIN? QILEJF;=? M;@?NS -LI=N?L $;G<F?

Freedom from Sexual Harassment
4B;N CNEexual harassmentB? F;Q CM KOCN? JL?=CM?

X 0?RO;F B;L;MMG?HN [==OLM QB?H ;H ?GJFIS?? G;E?M "OHQ?F=IG? M?RO;F ;>P;H=?M L?KO?MNM @
@;PILM ;H> INB?L P?L<;F IL JBSMC=;F =IH>0=N |@ ; M?RO;F H;NOL?_ NI ;HINB?LNQIRI&?QBI >I1?MF
NB? ;>P;H=?M

X &Wa;FMI M?RO;F B;L;MMG?HN QB?H "MO<GCMMCIH NI IL L?D?=NCIH |@ NBCM =IH>@N-RRIFC=CNF
;H CH>CPCHMO?P&IFISG?HN OHL?;MIH;<FS CHN?L@7?L?M QCMEJHECFE@ACSHER IL =L?;N?M ;H
CHNCGC>;NCHA BIMBCRMICP@QILE ?HPCLIHG?HN _ 2 0 "KO;F "GJFISG?HN ,JJILNOHCNS IGGCMM

11 JL?P?HM?ROB;L;MMG?HN]IIN F?;MB8CHCGQINMCE?FCBII>]=IGJ;HS MBIOF>1IN ; @ILG;FHNC
B;L;MMG?BIRC=8?M=LC<OHBC<CN2H>0=NMM?LNCNAD?=NCINNMIB%?B;PCILH>>?N;CFORHA;FNC?M
@ILPCIF;NCNBJIFC=S$LIMMG;H "GJFIS?LMFMIB;P? ;H I<KFCA;NCN CHP?MNCB;N®MG?HN
=IGJF;,CHNNCFOMNI?H@IL5#2NC B;L; MMGIPHBEC2M <? P?LSIMNFREH @IPR;GIF?*CNMO<CMBE

GCFFAOMGIL? NB;INBL?BOH>L 7@ C@N&; F2GIFIS??MOCNMLG;F &FFCHUEYHMNIM?NNAA?RO;F
B;L;,MMG?EM?MOJJILNZSE NB?KO;F"GIFISG?HNJIILNOHCNSGCMMCIHAB? ™, L?JLCG;H>NB?
=IGJ;HS @IU?LGCNNEHRGIMIB?UL@EP?L<;FH>JBSMC+IOMA;CHMNG?H =B;IACHNB;i® ?G;FILE?LM
B;><??HMO<D?=NLCIORILGNIB;L; MMG?HMACHALIGRJIIMOINII<M=?HAL,; @ CNEPOFADIE?MI
@IH>FCHA ;H> ALIJCHA $LIMMG;H

Equal Opportunity and Diversity

-?1JF? GOMAP? BCL?2P;FO;N?3LIGIN?> ;H> L?Q;L>?3H NBX;MCNROG?LCHNINJI?LMIH;EB;L;=N?LCMNC=M
1BCWNII CMIBF;Q]H;G?FS 1CNB&&@NB? CPCEABNMN )CEGIMN-IGI;HC?M$  B;M, @ILG;F
JIFC=8H BCLCH#* JLIGINCINB; ®@IL<C>MM=LCGCHNEMIH L;=? =IFIL L?FCACA?H>?A? H;NCIH;F
ILCACECNCT?HNMBROHEC?HN;NALECM;<CFCINS?RI?=NM?GJIFIS??NIMOJJILBNNMGGCNG?NNKO; F
?GJIFISG?HNJIILNOHCMKS Q;LHNNB;NBIM®QBI PCIF;NAGJ;HS JIFC=CQZH®;=MNLCENI=CIFCHNGIH
CH=FO>CHA N?LGCH;NCIH I@ ?GJFISG?HN -LI=N?L $;G<F?

Equal Pay and the Wage Gap

1B?"KO;F~;S =NI@ L?KOCI?NMD;B;S @IKINBG?H;H>QIG?HCHDI<MIB;RHN;CRO; MECPKO;P@ILN
?KO;E?MIIHMC<UEFRNS CEILECHAH>CNCIABIN B;M<??HNB? @ ?+@NBF;Q; @ NAILNEZ; LM&H
QIG?H?;LH?>IH ;P?L;A? @IRP?LS ?;LH?><SG?H S NB;NC@?L?H=?]QBB-;FNBWage
gapB;M <??H-FIM?NI NI IL;JILIRCG;N?FSJ?L=?HNGI>N #CAOL? ~*?>C;H HHO;F

S LHCHAMBS?H>?LH>/;=7?  JLIPC>2MG?CHN?L? MNOGIA? LM NB2C@?L?HEHHHO;P;LHCHAN?>HIN
IHFSH A?H>?2€OM L;=? ;MQ?FE/CAOL? "*?>C;H HHO;F';,LHCHAME)?P?A@">0=;NCIFNBLIQ®OLNB?L
FCABN IH NB? Q;A? ;H> OH?GJFISG?HN A;J QB?H ?>0=;NCIH CM N;E?H CHNI =IHMC>?L;NCIH
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#CAOL? *?>C;H HHO;F ";LHCHAM <S $?H>?L ;H> /;=?

4B;N ;==IOHN&IINB?C@?L?H=?MICNBG;H>;N1@@?>7?LFFQ #IL IH? NBCHABDI<NNSJC=;FFE-xS
QIG?HN?HNIJ;S F?MWB;HNBIMRSJIC=;B=FxSG?H &H>>CNCIE?H @NBIP?<?NNRI<IJIILNOHCNEIPM
?R;GJIF?; G;HH?QFBCL?NNBM;GNCGM; QIG;H QCABNAPN BCABIISCHAMMCAHGNNNB?HNLS
F?P?ROJF?>QCNBB®@;=NB;NB®;GMILN>CM=LCGCHNECPEB?HCNIG?MNINL;CHGHAILIGINCIHM
QIG?H ;L? OMO;FFS L?F?A;N?> NI ; FC@?NCG? |@ FIQ?L ?;LHCHAM

#CAOL? *?>C;H HHO;F ";LHCHAM <S )?P?F |@ ">O=;NCIH

">0=;NCIH J;SM CH BCAB?L ?;,LHCHAM ;H> FIQ?L OH?GJFISG?HN L;N?M

+IN? IN; ;L? JHHOEP?LA?N®IU?LMIHM? -+ ;H> IP?L ";LHCHA? @II@OFF NQ@B? ;H>
M;F;LS QILE?LM

0IOL=? OL?;01@ );<IL ON;NCMNC=M OLL?HN -lIJOF;NCIH OOLP?S


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/15e7b5fddce72fdeb2a5bb4eae9e3314.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/15e7b5fddce72fdeb2a5bb4eae9e3314.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/cbdbf1aadf69a77d5999ce47be7cef6c.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/cbdbf1aadf69a77d5999ce47be7cef6c.jpg
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Building Diverse Workforces

&H>>CNCM =IGIJFSCHACNBKO;PGJIFISG?HNJILNOHCR®MG;HS =IGJ;HC?Nb;E? MI?=CH@D ILNNMI
L?=LOBBIFIS??NBI ;L?OH>?LL?IL?M7EMNBRILE@IL52=IL>CHRIM?R.;=? IL MIG?INB?EB;L;=N?LCMNC=
&HB?FICIH<OCRAL? >CP?LRR-E@IL="NMDO=BHCNC; NGHIMC<QANIGI?NCNCHZHN; AR INQIL?;MIHM

-?1JF? @LIGCP?LMZEALIOH>ML.CHA?QN;F?HMNI# @L?MBLMJI?=NCRPM ILA;HCT;NCINSJC=;FFS
?HB;H=CHA?;NCPCORKNB?>?P?FIJG?HIMH?QJLI>O=NM S L?@F?=N&HA ;==0OL;N?F8B?=B;HACHA
>?GIAL;JBCH@NB®G;LE?NJF;=?>CP?LRRE@ILE€GILIP?M-IGI;HSM<CFCNIM?LRP ?NBHC=#EB?LM?
JIJOF;NCIH

Wages and Benefits

N NBP?LF?;MRGIFIS?LEMOMNK?S F;QMAIP?LHCHFCHCGOGBA? ;H> IP?LNCGE?S GCHCGOGA?
CNI?NSNB7@?>?LAP?LHG?HNBIOABIN;N2M M?NB?0QH L;N?MB? =OLL?@P>?LLIN?@I1?R;GIF?

CM QBCHYBZ;NTTHNBMN;N@4 ;MBCHANCNI 4B?H NB?LMa >C@?L?HNBBCABRLN?2JIFC?M
20 ?J,LNG?HND);<IL S F;Q ?GJFIS?LEBIOMRMULIPC>2?LN;GRH? @ CNM]MMZ;BDLCADERC=B
JLIPC>AMNCL?G2PHIP @ COINPGIFISG?BNMOL; HBC=BLIN?=NMCHNAWMMXCH=IGZH;M?@DI<FIMM
;H>QILE?LMAGJI?HM;NCIBBC=BIP?LMIMY;A?MH> G?>C=EIMNOH:;M2@H NB? DIEHDOUIS8MN F;lA?
=IGJ;HC?WS GIMN@NB?QILE?LEIL? NB;-6CHCGQEBA?;H> 1@ AIHMC>?L ;<5 >?L<?H? @ CHAFO>CHA
G?>C=;F >?HN;F ;H>PCMCIH =;L? ;M Q?FF ;M J?HMCIH <?H?@CNM

Customers

1B?JOLJIMR@,HS<OMCHEZMINM;NCM@ENIG 78| L?Q;L><OMCH?MBIRUISCHYB ?CLI>O=NOPFF?LI\?
;EFMIL?MJIIHMC<F?]<MNBC=;ERS F?A;FFS]|@NL?;NCHAMNIG?@NCLES? LCABNBAIHMOG?I(ML2@CLMN
;LNC=0OF;& 3+ ?MC>7HA # (?HH?>SCH QB?HB?MO<GCNNZHAL?MMJIL?MC>?HEEMAM; AA2PIN?>

NI =IHMOG?L CMM(RB/H4A (?HH?>S C>?HNC@C?> @IOL =IHMOG?L LCABNM

The right to safe mducts =IGJ;HS MBIOF> M?FF HI JLI>O=N NB;N CN MOMJ?=NM I@ <?CHA OHM;@?
1BOM JLI>O=7?LM B;P? ;H I<FCA;NCIH NI M;@?NS N?MN JLI>O=NM <?@IL? L?F?;MCHA NB?G @IL JO<
1B? ;ONIGI<CF? CH>@MNPR;GIF? =IH>0=NM ?RN?HMCP? M;@?NS N?MNCHA <?@IL? CHNLI>O=CH¢
NBIOAB L?=;FFM L?G;CH =IGGIH

The right to be informed about agatuct 0?FF?LM MBIOF> @OLHCMB =I[HMOG?LM QCNB NB? JLI>O=N C
NB;N NB?S H??> NI G;E? ;H CH@ILG?> JOL=B;M? >M-QBERTFABN B;P? F;,<?FM C>?HNC@SCHA NB?
G;N?LC;FM OM?> NI G;E? NB?G @IL CHMN;H="?

The right to choose what to bulHMOG?LM B;P? ; LCABN NI >?=C>? QBC=B JLI>O=NM NI JOL=B;M? ;H>
M?FF?LM MBIOF> F?N NB?G EHIQ QB;N NB?CL IINCIHM ;L? -B;LG;=CMNM @IL ?R;GJF? MBIOF> N?F
JL?M=LCJINCIH =;H <? @CFF?> QCNB ; =B?;J?L <L;H> H;G? IPFPIBMC=IS.IAC2M MBIOF> ?RJF;CH
:FN?LH;NCP? =;FFCHA JF;HM

The right to be hear 1GJ;HC?M GOMN N?FF =OMNIG?LM BIQ NI =IHN;=N NB?G QCNB =IGJF;CHNM IL :
1B?S MBIOF> ;FMI FCMN?H ;H> L?MJIH>

IGJ;HC?MMB;LNB2?MIIHMC<@MNESF?A;FH> ?NBCHE?;NG?HBEIHMOG?IQCNB ?P?LAP?LHG?HN
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JA?H=C?NB#?>?L;AL;>? IGGCMMCIA1L  QBC=BH@IL=2MIMOGJILIN?=NCRQMNB#*!1> ;H>!LOA
>GCHCMNL;N@IH QBC=BP?LM??NB¥;<?FCH® @II> JLI>O=NNH> NB? IHMOG?L-LI>O=N0;@?NS
IGGCMMCIH QBC=B ?H@IL=?M F;QM JLIN?=NCHA =IHMOG?LM @LIG NB? LCME I@ JLI>O=N L?F;N?> CH

Communities

#IL 1<PCIOM?;MIHNEIMN-IGGOHCNGAA?NNCHA?Q<OMCH MM ;MM?2N> PC?@IMCHIA?]?MJ?=C;FFS

; FIA??GIFIS?L;M; >?NLCG?HDN?IEF NB?2=IHIGCCGJ;=N@<OMCHNCPCNIE TV F=IGGOHCNC?M
CNO<MN;HNBZSILIPC>PI<MI;S N;R?NH> MOJJILN=;F?>0=;NCIB?;FNBH> L?=L?;NCIHAL;GM INB

<CAH> MG;FEOMCH?MUPMN?@OHMNI=IGGOHCNSID?=NRH=I0L;A?GJFIS??MI PIFOHN4B?QICG?

;H> >IH;N??KOCJIG?HN JLI>O=N@&IL P;LC?N®;=NCPCNR?A?L=IGJ;HC?M;H G;E? AL?;N?@CH;H=C;F
=IHNLC<ONCIHM NyANBN <S N;ECHA ; KOC=E FIIE ;N NB? JBCF;HNBLIJC=;=NCPCNC?M 1@ ; @?Q 2 0 =ILJI

Financial Contributions

*HS F;IA?=ILJIL;NCIHNH;N? J?L=?HN;R@M;F?M ILI@ ONRILNBQBGFOM?RMN;CFALLA?ND IEPR;GJIF?
>|H;N?M J?L=?HMDCNILI@CNM];<ION GCFFCIAL Q??E]NI M=BIIFMH?CAB<ILBII>N{> FI=;FJLID?=NM
;=LIMMIBZIOHNLENWNIL? <;MARE;HNIMH>?LQLAUINAL;GMCH;LFSBCF>BI2>0=;NCINBALNNH> @;GCFS
PCIF?HIR?P?HNCIHA?NL;H>M&H= 1B?F;N?=NIL-;OF+?QG;H >IH;N?>  J?L=?HIENBJILI@QCNM
@LIG+?QG;HMQH_ @II>MV;F;>>L?MMCHMNM;O0=21J=ILH ;H> INB?ULI>O=NWFFCABNOHNLC?M
%CMIGJ;HS =IHNCH@OH?A;=3@>IH;NCHARILI@ CM¥ >CMNLC<OIBCEW NBIOM; HKRILA;HCT;NCIHM
CH=FO>CHA NB? %IF? €HR $iBA4;GIJM @IL M?LCIOMFS CFF =BCF>L?H ;LL?NN +?QG;H

Volunteerism

*HS =IGIJ;HC?MOJJILMGIFIS??@ILNNB?FFI=FFIGGOHCNCMNAIHC; @IPR;GJF? G;E?LI@ON>IIL
A?;L;H> =FINBCHERNRGJIFIS??M?;PNB?@I<MH> QILE @OFF N@HHS ?HPCLIHG?HALFOJ@IINQI
GIHNBM]QCNBONEF;LSH> <?H?@OQNMD;LGIL? NB;H  ?GJFIS??R;P?N;E?H>P;HN;A?@NBILIAL;G
-:N;AIHC;

Supporting Social Causes

IGJ;HC?MH>?R?=ONCPNMNHE?=NCR2F?I-CHCNC;NNCe@VLIPB?;FNBI> MI=C,R?F@;CMB2HCN?>
ON;N?M>?FM?QB?tC=LIMI@MRAILG?L, CFB;N?MCHN?H¥MCMNLCSORNNB;H <CFFONBLIOA®B?
CFFH>*?FCH>$;N?MIOH>;NCII®@BC=B OHAMI<;B?;FNBHCNC;NECEVFOF RESCH??M?;L58G?>N
JL?P?HNCHKQ ?=N&IO; MPIO=BIJIFCI CFEH>*?FCH>$;N?MIOH>;NCIH CHOH>?P?FIJ2{OHNLC?M
=EG;H +INCHAB;NBCF>L@LIGIQ CH=IG®;GCFBMRPNQC=S® G;HS =;PCNCPM I@N?GCMM
M=BIIK?=,0M®@>?HN;F L?F;NeM?;M?8B1 CHP?MN?XCFFCIFS?;LNIM?0J"=;PCNS @LPH?M@IL
GCFFCMIHIGC=;FE&EM;>P;HN; ABCF>LMISM ;H> $CLFMO<MH;NCIHQCEM>>CNCN ACPCHAS
NIINB<LOMB?MNIINBJ;MNZ  JLIPC>?2>0=;NCIHJEIAL;GMH >?HN;BSAC?HN MIG?FI=;NCIHNB?
=IGJ;HS?P?H5;CHN;CHFECHCENRC>CHAR IL>;<HAR;F=;L?NIJIIL =BCF>LP+NB?@;GCFQMNF?L )??
-LI=NIL  $;G<F?L?=?HNH&GCN?NIJLIPC>GIL? NB;HNQI<CFFGBN2@4F?;H-LCHEGBIAI ?INI
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;>OFNM> =BCF>LPEPCEWIP?LNEH-?P?FIJCHAOHNLCEBP =IGJ;HS <?FC?PNB;NBCQWHCNC,QCR,P?
;H 2MNCG;N?> N?H NBIOM;H> FCP?M -LI=N?L $;G<F? Q?< MCN?

Key Takeaways

X Corporate social responsibility L?@?LM NI NB? ;JJLI;=B NBANMEMINCIH N;E?M CH <;F;H=CHA
L?MJIIHMC<CFCNC?M@2EN-C®;E?BIF>?LM QB?H G;ECHA F?A;F ?=IHIGC= ?NBC=;F
>?=CMCIHM

X IGJ;HC?M ;L? MI=C;FFS L?MJIHMC<F? NI NB?CL P;LCIOM MN;E?BIF>?LM]IQH?LM ?GJF
;H>NB? =IGGOHCNC?M CH QBC=B NB?S =IH>0=N <OMCH?MM

X ,QH?LM CHP?MN GIH?S CH =IGJ;HC?M &H L?NOLH NB? J?IJF? QBI G;H;A? =IGJ;HC?M |
L?MJIHMC<CFCNS NI CH=L?;M? NB? P;FO? |@ IQH?LMa CHP?MNG?HNM NBLIOAB JLI@

X *H;A?LM B;P? ; L?MJIHMC<CFCNS NI JLIPC>? IQH?LM ;H> INB?L MN;E?BIF>?LM QCNB ;
@CH;H=C;F CH@ILG;NCIH

X 1B?S ;FMI B;Piduciary r esponsibility NI M; @?AO;L> NB? =IGJ;i84?NM ;H> B;H>F? CNM @
; NLOMNQILNBS G;HH?L

X IGJ;HC?M B;P? ; L?MJIHMC<CFCNS NI AO;L> QILE?LMa M;@?NS ;H> B?;FNB ;H> NI JLIP
QILE ?HPCLIHG?HNW®@&N2a? @LIG M?RO;F B;L;MMG?HN

X OMCH?MM?M MBIOF> J;S ;JJLIJLC;N? Q;A?M ;H> <?H?@CNM NL?HN>; FHRIE7?RO@; CL
IJJILNOHCNC?M @IL ;FF ?GJFIS??M

X *HS =IGJ;HC?M B;P? >CM=IP?L?> NB? <?H?@CNM |@ P;FROCHQSCIB?LORCNLM? <;=EALI(
<LCHA H?Q N;F?HNM ;H> @L?MB J?LMJ?=NCP?M ;H> GGHTFCNIGU;M38P? ;H ?NBC=;H
>CP?LM? JIJOF;NCIH

X 0?FF?LM ;L? L?MJIHMC<F?]<INB ?NBC=;FFS ;H> F?A;FFS]@IL NL?;NCHWSOBANVGB | @
=?LN;CH LCABNM NI OM? M;@7? JLI>O=NM NI <? CH@ILG?> ;<ION JLI>O=NM>NWNE8AM?
B?;L>

X IGJ;HC?M;FMIB;P?; L?MJIHMC<QHONS=IGGOHCNCHDPBC=BIB?ILI>0=?H> M?ARB?CL|
JLI>O=NB? ?=IHIGCLGJ;=NQ<OMCH?NWIEM;F=IGGOHCNCRMO<MN;HNGFHC?MB;P?
NB? @IFFIQCHA @OH=NCIHM

-LIPC>? DI<M

-:SN;R?M

00OJJILN Fl=;F ?>0=;NCIH B?;FNB ;H>L?=L?;NCIH ;=NCPCNC?M
lIH;N? @OH>M NI =IGGOHCNS JLID?=NM

"H=IOL;A? ?GJFIS??M NI PIFOHN??L NB?CL NCG?

IIH;N? ?KOCJG?HN ;H> JLI>O=NM @IL ; P;LC?NS I@ ;=NCPCNC?M

A CNM
;H> MI=C;F

IS??M =ON
B:P? :

CN:<F? 1J?
=E=0OL;N? L'
OH>M CH
C>? NB?G

FS

DH>M
FES

:CLFS
QB;N NI <C
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Exercises

+IHILI@QCMIHCT;NCIHM MO=B ;M SIOL =IFF?A? IL OHCP?LMCNS B;P? MI=C;F L?MJIHMC<CFCN
MN;E?BIF>?LM &>?HNC@S SVOMNEBBRF?LM #IL ?;=B =;N?AILS |@ MEHEESBHN?INB?
Q;SM CH QBC=B SIOL M=BIIF CM MI=C;FFS L?MJIHMC<F? NI NB;N ALIOJ

(AACSB) Communication
-@CTANH? I@NBF;IA?MIB;LG;=?0ONC=j6J;HC? HNB2HCNBN;N? MNCHNBXOMCH PEM
>CM=IP?LCH?R?FIJCHB;HO@;=NOLEHA;LE?NCBILM=LCINCOHAMBCFTNB?;>KO;LN?L?3
CH?Q 6I1LE CNI1?FBM>O=NMLF>QC>MH> CNANLJIL;NL?MJIIHMC<CHINE ; NERPIVP AFI<;F
$I NINB?2@CT2I?<MCNENNJ QQIICEIG L?MJIIHMC<@BFGNSB?;FME-I<;F:B?;FNB DNIJ
L?;>;<IONNB®@ CINBe-I<;F=ILJIL;N? =CNCT ? HMBGIC ; NSEANFSNBF? @NC>?<;l4 LCNXLC?@
L?JILN?M=LC<QB& |=0@- @ CTR? @ ILNiV> C>?HNC @ S@R@& ?SILIAL;GM&HSIOUJCHCIH
QBSMBIOF20 =IGJ;HC?MCL?=NJIL;N? L?MIIHMCX@QNBII?1JF?CHIOHNLCONMCNB?
2HCN?> ON;N?M

A4

References

;GI>N * "%OG;H /?MIOL=? ON;NCMNC#M@IL> 2HCP?LMCNSINJ G;;GI>N ;MJ L;>@IL> ?>0
%/ ON;NCMNC=M O;F;LS <S 07?R ;H> /;=?BNG ;==?MM?> OAOMN

=EG;H | " CFB;N?MM $?HCOM>610aL?IN _Forbes.com'OFS BNNJ QQ@IL<?M =IG
=R:>;; NIJH?QM BNGF ;==?MM?>"HO;LS

LIH ! - Business and Its Enenment NB ?> 2JJ?L 0;>>F? /CPPL-L?HNC=? %;FF \

;LL?NN A 0?=L?R=CJ?@II00=="MMDF +?QG;H ;H> " %IN=BH?CMRJ *;H;A?G?HN1CINDLIG
+?QG;HMQH _ Newsweek+IP?G<?L BNNJ QQBLCAB<?;G =IGI= $ BNGF ;==?MM?>
"HO;LS

CFEH> *?FCH>$;N?M#OH>;NCIH HHO;F)?NN?@LIGCFR;N?M BNNJ QOQQN?M@IOH>;NEIH IL
JHHO;F F?NN?L-,A?M BIG? ;MIR;==?MM?> OAOMN

$?FF?LG;l9 4 74BS “$lI>a *H;A?LM*E? ;> "NBC=;BIC=?M Harvard BusinessReviewon Corporate
Ethics IMNIH %;LP;L> OMCH?MM 0=BIIF -L?MM \

$LIMMG;H 70?RO;F6;L;MMG?BNNB2 ILEJF;=?!l "GJFIS?LM&@® ILNMOFS.?P?H#b;L; MMG?HIN'OMN
-L?P?HNC;<CFCNSnd Laws Legal CommentaryWit BNNJ QLCN H?QOM @GH&EIQMG;H  BNGF
==?MM?>"HO;LS

(INF?L- ;H>+;H=S)?? "?MN @ L??Stanfod Social Innovation RevieWJLCHA

+?2QG;H - ~OL ONILS +?QG;HM,QH 4 2< MCN2NNJ QQE7QG;HMIQH =IGLMNIHISIR ;==?MM?>
OAOMN


http://www.pfizer.com/responsibility/global_health/global_health.jsp
http://maamodt.asp.radford.edu/HR%20Statistics/Salary%20by%20Sex%20and%20Race.htm
http://maamodt.asp.radford.edu/HR%20Statistics/Salary%20by%20Sex%20and%20Race.htm
http://www.forbes.com/2004/07/21/cx_da_0721topnews.html
http://www.forbes.com/2004/07/21/cx_da_0721topnews.html
http://www.highbeam.com/doc/1G1-109357986.html
http://www.gatesfoundation.org/annual-letter/2011/Pages/home.aspx
http://www.gatesfoundation.org/annual-letter/2011/Pages/home.aspx
http://writ.news.findlaw.com/grossman/20020507.html
http://www.newmansown.com/ourstory.aspx

2.5 CORPORATE&OCIALRESPONSIBILIT¥ 75

-N;AIHC; 4 ?7< MCN?"HPCLIHG?HNSIHN?LHMBG@GIMNI  QQIDN;AIHC; =IGOM;N;AIHC; Al ;MM?NC>
;==?MM?> OAOMN

-LI=N?L  $;G<F? N?MJ?=NCHNB?2 ILEJF;=? Our Values and Policies BNNJ QQIA =IG =IHN?HN@
H<ION:JA  <ION:JA:BIG?J;A? ;<ION:JA:NIIF<;I>IQHFI;>:L?JILNP;FO?M:;H>.JIFC=C?M J>@&?MM?>
"HO,LS

-LI=N?L $;G<F? 2003 Sustainability Report BNNJ QQI2 =IG =IHN?HN@:;<ION:JA
=ILJIL;N?:=CNCT?HMBCJ MOMN;CH;<CFCNS L?JILNM MOMN;Ch=CNBAPS LLIEN:  J>@

-LI=N?L $;G<F? 4 ?< MCN®I=C;H?MJIHMC<CFGNS BCF>LMa@LCHECHAN?L-LIAL;G _ -LI=NIL
$;,G<F? 4 ?2< MCNBNNJ QQIA =IG ?H:20 MOMN;CH;<@FCNSL?MJIIHMC=BEENSHM:M; @ ?MBNAF
;==?MM?> OAOMN

1;LA?NL;H>M&H="1;LA?NCP?M=E IP?L *CFFCIH4 ??ENI">0=;NCIINB?LNMH> 0I=C;RO?LPC=?M _
BNNJ KWIN =IG NMAPN:ALIOJ =IGGOHCNS:ACPCHA CH=2ZR MRS OAOMN

20 1?J,LNG?HND);<IL ~™*CHCGOG ;A?);QM CHNB®N;N?MBNNJ QQfF AIP?M;GCHQ;AXG?LC=; BNG
==?MM?>"HO;LS

20 "KO;F'GIFISG?HNJIILNOHCNSGCMMCIPE;=NKIOND?RO;Fo;L;MMG?HBINNI  QQ2I= AIP@;=NM
@M M?R BESMMM?> HO;LS

4 ;RG;H % %IOMP@/?IL?M?HN;NCH?8;LEMIH -LIJIM?> IHMOG?LCFFR@/CABNG "RN?HMG@&
[?G;LEM *;L=B BNNJ NBIG;M FI=ANEC <®D?LEL " */ ;==?MM?3.CF
\


http://www.patagonia.com/us/patagonia.go?assetid=1963
http://www.pg.com/content/pdf/01_about_pg/01_about_pg_homepage/about_pg_toolbar/download_report/values_and_policies.pdf
http://www.pg.com/content/pdf/01_about_pg/01_about_pg_homepage/about_pg_toolbar/download_report/values_and_policies.pdf
http://www.pg.com/content/pdf/01_about_pg/corporate_citizenship/sustainability/reports/sustainability_report_2003.pdf
http://www.pg.com/content/pdf/01_about_pg/corporate_citizenship/sustainability/reports/sustainability_report_2003.pdf
http://www.pg.com/en_US/sustainability/social_responsibility/childrens_safe_water.shtml
http://target.com/target_group/community_giving/index.jhtml
http://www.dol.gov/esa/minwage/america.htm
http://www.eeoc.gov/facts/fs-sex.html
http://www.eeoc.gov/facts/fs-sex.html
http://thomas.loc.gov/cgi-bin/query/z?r103:E15MR30-90

2.6 Environmentalism

Learning Objectives

&>?HNC@S NBL?;NM NI NB? H;NOL;F ?HPCLIHG?HN ;H> ?RJF;CH BIQ <OMCH?MM?M

MI=C;FFS L?MJIHMC<CFCNS CMMO?M

L2 :>>L?2N

1?7@CH? MOMN;CH;<CFCNS ;H> OH>?LMN;H> QBS =IGJ;HC?M ;L? HIQ @I=OMCHA IH PHPCLIHG?

11>;S PCLNO;HFASIH/AL??MB;NIGJ;HC?KOMB CACDRBIQ NIJLI>O=LI>O=NDMCNBISNKEILIGCMCHA
NBRCAB®@ONG@RH?L;NCINIG??NNB?CRH H??>MF?;LFSILIN?=NCGHNOL|PMIOL=CNMIB2CABNBCHA
>l <ORNMB;M<?=1G?; <OMCHPIHPMMOIBEHC?MaEOMNIG2AG;H>NB;NB?E5?MJI?NB?HPCLIHG?HN
)?NMC>?HNGARE? E?S?HPCLIHG?HRNMORM BCABFCABR; SMCHQBC=BIB’XOMCHZ2\B/GOHCNESM

>>L?MM?> NB?G

Land Pollution

1B?F;H>Q?FCRP B;M<??HIFFON2SNB20GJCHEQ; MNH> CH=L?;MCPRC;HH#P;ALC=OFNERIEC=;FM

&NAI=EG;LE?><SF;H>@ CHR@@CNBB?R=?M&, NBLIQ;Q;MI=C?NN&??HVINLCJ GCH2>?@IL?M

N?>

;H> OL<;H MJL;QF IH ?P?LS =IHNCH?HN B;M MKO??T?> ION Q?NF;H>M ;H> @;LGF;H>M ;H> >?MNLIS?> QC

#CAOL?
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IC> SIO EHIQ SIOL =ITS @F??=? D;=E?N CM GIMN FCE?FS G;>? @LIG L?=S=F?> JF;MNC= <INNF?M

ON?P?H I2JIFI\INNF?> AN?L *;=LIM 1?2=2G<?L \ 6

-LIN?=NCNBF;H>@LIG@OLNBX;A? NB?HG?;HM>CMJIMAERQ;MNCH.?MJIHMCQESM IL <?NNE&?N
L?>0=CNB?GIOHN@Q;MN? N <INBH;NCIH;fH> AFI<;FF?P?FI? GOMN?’MIFRYBZIH @ FCERHN?L?MN
<?NQ??NBIM®BI <?H?@%GMHIGC=;FFR8@LIG-IAACHA> GCHCHIA> NBIM®BI ;LAO?NB;NLIN?=NCRIB?
?HPCLIHG?HN CM7HRG;NNEI;<FS GOHC=CJ;FCNC?M GOMN MN?J CH NI M;P? IJ?H MJ;=?M ;H> Q?NF;H:

FINBCHB,HO@;=NOHRAIHC;B;M@IIS?;LM??HCHNB@IL? @ LIBR@ ILMNOLIN?=NBF;H>";,=B S?;L NB?
=IGJ;HS JF?>A?RCNB?LI?L=?H@®M;F?MPP?HOR  J?L=?HIRJILI@ CRMC=B?PCM;IA?L NI JLIN?=R>
L?MNINBM;NOLFHPCLIHG?HN;AIHC;4 ?<MCN? ==IL>CHAICNNIN;N?G?HROLJIIM? ~-;N;AIHC;
?RCMMM<OMCHRMWMMJIGL2CGIF?G?MNFONCMNINB?HPCLIHG?HNLEMGWMN P@\L;>CNCIBHR?LC;FM
@IIG;ECHAFINB?MO=BVL?AOF&INNIEH> @F??=2N;AIHC;L?FCHVILA;HC=;FR&IQH=INNIHQBC=BM
GIL? ?RI?HMCR?=;0MCNI?MHL?KOCIEMG@GB?GC=;F\N;AIHC; 4 ?<MCN®2,<LC=_ &N@BF??="?
JLI>O=NM G;>? QCNibstconsumerecycled-/  @F??€BC=8BMNO;FIEE>? QCNB=S=F35;MNANNF?M
0l @;INBZ2IGJ;HSAP@ILMNVKOCE>GIL? MOMN;CHASIMINBA/M;P?> GCFFCRMNONNF@LIGH>CHA
OJ CH F;H>@CFFM -;N;AAHWGCH? M <LC=_

Air Pollution

&NAG; TCHAB;NQ?=;H>l NIMIG?NBCINA;IA?;MNBNGIMJIB?LP?L NCGD?aPG;H;A?>NIJIFFONNB?
;CLQCNBGCMMCIBMIRCA;M?MH> J;LNC=R@VIGQ;=NILCHRQ?L JF;HNMID C<OCF>CHAMINLO=EM>
?P?H@;LGMH>>CNCIKLIL?@?LLG2NBIN@>?@IL?MN; O8I LHCHAG;DIL MIOL=R®; CLIIFFONCE&H
MIG?JF;=?MIFFON7CL=;,OM2MWMJICL;NILEF?GM;LNC=0OF,@RBIBBIOHAH> ?F>?LR8=NILSGCMMCIHM
CH=FO>GHD¥ @Dt INB?IA;M?MECRQCNECL;H> L;CHNI JLI>O="acid rain QBC=B?NOLNMB?;LNBNI
JIFFON@IL?MRM?MH> MNL?;GMLB;IJMGIMNCGJILN;HNEEHS ?RI?LNM]M=C?HRNEANNG ?HED C=C;FM


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/2.6.0.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/2.6.0.jpg
https://www.flickr.com/photos/stevendepolo/5233546650/

78 ¥ EXPLORINBUSINESS

;H> <OMCH?MMJ?IIF2HEPCH=NB;NBB?;PS?GCMMG+;L<IH >CIRC>CNFN?LCNB?;LNB&FCG;N?
-L?>C=NCI@WB? @ ?3@OH=B?=EA¥I<;FQ;LGCHAH=FO2RNL?G2?;NB?EIH>CNCIFII>CHA?;HC=
>CMLOJNCIHM MBC@NCHA MNILG J;NN?LHM >LIOABNM L?>0=?> @;LG IONJON ;H>?P?H ;HCG;F ?RN

OL<CHAFI<;FQ;LGCHACHFP?KOCCHN?LH;NGIHIFL;NCIHIL? NB;H H;NCIHMBIOABINNB2HCN?>
ON;N?;P?MN;NRB?G10JJILE INBCAHCNC;KERP>ILMCNBPSINI -LINI=IF ;H ;AL??G?HNMFICQAFI<;F
Q;LGCHA <S L?>0=CHA QILF>QC>? =;L<IH >CIRC>? ?GCMMCIHM

4B;N =;H<OMCH2MMB?S=;HL?>0=AL??HBIOPMBCMMCISM;ECHR?BC=F@/=NILCPM INB?I@;=CFCNC?M
GIL? ?H?AS? @ C=C&3HN\P’MJIIHNW?; AIP?LHG?HNH IH =BFILI@FOILI=;L<I@BIC=8;G;A? NBPTIH? F;S?L
10-IHN B;M=OKNRH AL??HBIORBCMMGEBM J?L=?HN?LNBF,;MNQ?HS3;LNNBLIOABGJILIP?G?HGIM
G;HO@;=NOUCHAMMM#* ; =IGGCNG?NNH=L?;MPH?AS? @ C=C?HESZS 10-IHN 4 ?<MCN?

$?H?L;PF?=NLCM?MCAHGH/ ?H?AS ?@C=CBIRC;H=?BPH?L;FF?=NLE2<MCN?  ;H>CHP?MNCHA
B?;PCFS NI L?M?;L=B QCH>JIQ?L ;L?S

Water Pollution

4 ;N?IG;E?MDJGIL?NB;H J?L=?HENB?;LNB&MOL@ ;#P>CNuI M?=LRB;QCNBICR? QIOF>H&?B?L?
2H@ILNOH;NPBEHIQF?>AA1?MHMNIDMDLIGIFFONGEAI=?;HMLCP?LM> F;E?M> A?H?L;FESECHA
IOLQ;N?IOH@@NOM?*;MMCPIIFFONQH+OLIPB?HVO=BIO<MN;HAPIEFH> =B?GC=;FHM >0OGJ?>CHNI
<I>C?MaQ;N?L1B?>;G;A? NINB®;N?LNINBTG;LCH?=IMSMN?8> NI=I;MN; RCF>F@RINB?==C>?HN;F
MJICFFCRIEF@LIGVIOJ?LN;HEPEM @ MBIERCFFCIPA;NCIHMH <? >CM;MNLIEBMNB2ZF?;HO3;H =IMN
<CFFCIHMN =IHN;GCH;HBM)?P?L=IG? @LIGALC=OFN@?ENCFQPRNC=CQ?MN?Q;N2LQ M?Q;A?

;H> MCHNB;IG;E? NB?@Q;S CHND;N?IMSMN?BVLNCGTL,HNT  (C@?LMN?CH  &HVIG?J;LNM@NB?
QILF>]CH=FO>G{?AN;CH?; MCHNBCNOHNLS]Q;NMOJIFCRM>QCH>FCBANFS?=,0MR®>CGCHCMBCHA
L;CH@;FF ;H> J;LNFS <?=,0M? |@ CH=L?;M?> =IHMOGJNCIH

1B? "HPCLIHG?HNLIN?=NCIB?H=S "-  B;M<??H G;DIL@IL=@HF?;HCHN20 Q;N?LMGJ;HC?M

:L? HIQ B?F>NI MNLCEMRIH>; LX#NB2>CM=B2|@Q; MN?CHND;N?INL?;NG?MSMN?@MMIG? JF;=?M
J;,LNC=OF QBSL®;N?IMOJIFCLRH;HA?LIOMFER) MO=BINBBIONBQ?NiN:;FAIP?LHG?HRA?CHMNCNON?>
=IHM?LP;NGIHAL;GM&HLCTIH; QBC=BIGEPLNV?P?IMBILN;A6IG? 12JIN QILENQCNEIP?LHG?HN:R
HIHAIP?LHG?HMPH=CM ; GCFFQIHN?EIHM?LP;NGii6J;CAH#LIG CNEILNSNIL?NB2IGI;HS
LOHRI??E?HRILEMBIIMI 2>0=;N2IHMOG 21V =IHM?LP;NGIMC=RH=FO>GH®ABN L?MCMN:?NCHA
N?=BHCKO?M (INF?L )??

Sustainability

IC>SIO?P?IL?;> IL B;P?L?;>NISIO TheLorax ; Q?FF EHIGHBCF>LldE QLCNNEHL 0?OMBH

&NI?FREMNILEBIQ ; <OMCHRHPLMAEL??>?MNLISPH?=IMSMN2G G;HO@;=NGL2M?ERLI>0O=NB;N
NBRQH?LLAO?2P?LSIHA??>?>B?=0ONIQHNBRL?BMB@IL?NMNFONRBRCP?H>@IOFNBZL1B?M?
;=NCIHMMNLISRBB;<CN@IINBZ?;LNNB; NCP 25 NB®@LOGNIR ?EHLINBNL??MB@CMB;NQ;GCHNB?
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MNL?;GN> NBXCL>NB; @ F?BCABJCHNBMEXH NB?N2NCIHQPLHINPC?Q?H?A;NCP?SMCH?MM
IQH?LM?FC?PRB;NB30LJIMZA<OMCHMINIG;E?; JLI@QIENBIOMA;LXINB? @ ?HNNB?HPCLIHG?HN

1BCMIE Q;MQLCNNZH5I0OHAI?IIF? <OICNI?H>M CGJILN; HBHPMM; ANNI>; SkOMCH?RIR-ONCRBVH
CKD;MQLCNNAH @?@OMCHJIMIF?FCMN?NPENG?MM;ATON NB?#M??QNI <? FCMN?HOGAP?L
NBJ;MNN?HNI @ C@NZ?EMGIMN@IOL F;1A? =ILJIL;NCIHBIP? ;>IIN?>G?;MOLB; DIOF>B;P? JF?;M?>
?HPCLIHG?HN;FIB2ZNIEHCNC; N@ B >?NB D G<L?FE;FF?2MOMN;CH;<CECNIB;N>I?MMOMN;CH;<CFCNS
G?;H 1B?L?L? 1@=I0LM%G;HS >?@CHCNSHBPL2CNH? NB;WBIOFQILE @ILOMMOMN;CH;{NBZNS
JLCH=CJ@ILIPC>CHAI>O=NNI>;S NB;}IHdN=IGILIGCMRB?<CFCN8@ON®?H?L;NCINM5??N\NB?CL
H??7>M IGJ;HC?MNB; OH>?LN; IOMN; CH;<CHCNG; NCPCVIRB; & ??N CHAMCHPIARE NH> JLIN?7=NOHBY
?HPCLIHG?HN ;L? HIN GONO;FFS ?R=FOMCP? 1B?S GOMN >| <INB

%IQ QIOF>SIO FCE? DI<KCHNB'MOMN;CH;<@RCNS ?FINQ?HNS MCRB2A<SH  ?;P?LMB;MIH? M
$IIAF?aM BC?@OMN;CH;<CEASMMBROHNB2IGJ;HSM$L??HCT ,IJM_ 8$L??HOMCH?NIRL;NCIHNI9>
CM L?MJIHMC<F? @IL L?>O=0H2GIANT& NB? ?HPCLIHG?HN (??@7

1B? MIF;LJ;H?FMB; Q7L ?=?HNEBMN;ENNB2IGJ;HSM=ILIIL;NB?;>KO;LN?NBAQILFd<CAA?MN
MIF;UIQ?LMSMNZBCERLN;CHPSO=4B2IGJ;HSMOMRA?F?=NLCMCNIF G2+t | G IMMBB?BB?H MBR&
HIN@ CH>CHBVNI L?>0=38IIAF?aVI@!INJLAHNNBBILF> MBE??JMOME;ECHMOLRIAF?aVii @ C=2i4
AL??H]?HAS?@ C=C2ORICNE_;>F? NI =L;>HAA>0=NM> B?;FNBEB?A?NNIJC=EON=;LJ?NCNB;N;H
<?L?NOLHYNBBG;HO@;=NORBRHCNQILHIONMICN;H <? ALIOH®J;H> OM?KIG;E? INB?ILOAM;NB?L
NB;HMCDH F;H>@EFRESCHAB?,(M QCH>IQVB;>?M> INB?IN?RNCBVMEHNB20<C=AAAS @NMBTM
;MMOLRB?3.?NIRCH @L?? MB&;E?MOLNB?LCNIF?HNE@CFNE;RRI@IPP?LSIHMH>  J?L=?HAL?MB
;CLl=IGCHEHNNBZOCF>CIIA CHIB2;S FNBIOABIBB;M FIN@F??Q;CH5,ECHA?=CMCIRMBJILID?=N
B;M NI <? L?PC?Q?> NI <? MOL? CN ;>>M P;FO? ;H> G;E?M @CH;H=C;F M?HM?

$IIAF? FCEG;HS INB?=IGJ;HC?M®BI ;L? JLI;=NCRCHHPCLIHG?HMN*MI=C;E?MJIHMC < CIRIN@BE@N ?H
B;P?; "NLCIARNIGCH®I=0MB?S<?FC?RB;NB20OLL?HRNIILNCBFA?FIQH? <INNIG-CH?]IJLI@QCN]>I?M
HIN=;,JNOLFANB2CG?HMCIENPL@ILG;H=IB?S,LAOTHMNNB;NIGJ;HC?MBIOFS?;MOLP?L@ILG;H="
OMCHNBLAA?J;L;NINNIGFCH?2I@CIRIJF? ;H>JF;H?NL NB2M  &H>>CNCN L?JILNCHwfit NBLIOAB
NB?CH=IGMN;N?G?H8J;HC?MBIOFFMIL?JILNMIB?CLIAL?MBA?CHWI=C;FESMJIHMCOXHRB?people
MN;E?BIF>?LM CH=FO>CHA ?GJFIS?? =OMNIG?LM Qs NB2 RHRBRIHG?HN

Key Takeaways

X 1GJ;HC?M <?;L ; L?MJIIHMC<CFCNS NI JLI>0=? JLI>O=NM QCNBION =IGJLIGCMCHA NB? LCABN I@
A?H?L;NCIHM NI G??N NB?CL H??>M

X OMNIG?LM >?G;H> NB;N =IGJ;HC?M L?MJ?=N NB? ?HPCLIHG?HN QN HEF @1="
?HPCLIHG?HN;F NBL?;NM

X );H> CM JIFFON?> <S NB? >OGJCHA |@ Q;MN? ;H> ;H CH=L?;MCHA L?FC;H=? IH ;AUC=0OFNOL;F =B
JI=EG;LE?> <S F;H>@CFFM MBL?>>?><S MNLCJ GCHCHA ;H>F;C><;L? <S >?@IL?MN;NCIH

X 2L<;H MJIL;QF B;M MKO??T?> ION Q?NF;H>M ;H> @;LGF;H>M ;H> >?MNLIS?> QCF>FC@P B;<CN;NN
X 11 JLIN?=N NB? F;H> @LIG @OLNB?L >,G;A? Q? GOMN >CMJIM? 1@ Q;MN? CH L?MJIHMC<F? Q;SV
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GCHCHA ;H> FIAACHA ;H> M;P? 13?H MJ;=?M ;H> Q?NF;H>M

X "GCMMCIHM 1@ NIRC= A;M?M ;H> J;LNC=F?M @LIG @;=NIL@CM?HQUEIEHAM @M NLU
;H>?P?H @;LGM JIFFON?QBC=B8ICM ;FMI B;LG?> <S NB? <OLHCHA ;MMI=C;N?> QCNB 3

X *HS ?RJ?LNM <?FC?P? NB;N NB? B?;PS ?GCMMCIH I@ =;L<IH >CIRC>? <S @;=NILC?M
NB? ?;LINBaFCG;N? =;L<IH >CIRC>? ;H> INB?L A;MXP NBPIVL "AL??HBIOM?_ IP?L NB? 1
JLI>O=CHA AFI<;F Q;LGCHA]; B?;NCHA I@ NB? ?;LNB NB;N =IOF> B;P? >CL? =IHM?KO?H
=IGJ;HC?M B;P? N;E?H ;=NCIHM NI L?>0=? ;CL JIFFONCIH

4 ;N?L CM JIFFON?> <S MO=B MO<MN;H=?M ;M ICF :H> =B?GC=:FM *IMN 1@ NB? =IHN;(
:ALC=OFNOL;F @?LNCFCT?LM J?MNCEQ-NVQRARINGDMCEN

FMI 1@ =IH=?LH CM NB? >QCH>FCHA MOJJFS I@ Q;N?L CH MIG? J;LNM I@ NB? QILF> <
>CGCHCMBCHA L;CH@;FF ;H> CH=L?;M?> =IHMOGJNCIH

1B? "HPCLIHG?HN;F -LIN?=NCIH A?H=S B;M <??H ; G;DIL @IL=? CH =F?;HCHA OJ20 Q
*HS =IGJ;HC?M B;P? DICH?> QCNB AIP?LHG?HN;F ;H> HIHAIP?LHG?HN;F ;ABGHERPMNIF(
B?FJ J?1JF? JLIN?=N ;H> =IHM?LP? Q;N~?L
OOMN;CH;<CFCNS =;H <? >?@CH?> ;M NB? JLCH=CJF? |@ JLIPC>CHA}IGOD+QUNNINB
;<CFCNS |@ @ONOL? A?H?L;NCIHM NI G??N NB?CL H??>M

IGJ;HC?M NB;N OH>?LN;E? MOMN;CH;<CFCNS CHCNC;NCP?M <?FC?P? NB;N G??NCH
JLIN?=NCHA NB? ?HPCLIHG?HN ;L? HIN GONO;FFS ?R=FOMCP? 1B?S GOMN >| <INB

1BIM? QBI MOJJILN ; *ANLCJF? <INNIG FCH?_;JJLI;=B NI =ILJIL;N? J?L@ILG;H=? ?P;FO;N
NB? =OLL?HN L?JILNCHA GI>?F |@ IH? <INNIG FCH?]JLI@CN]>I?M HIN =;JNOL? ;FF NB?
J?L@ILG;H=? 1B?8CQ? CHMN?;> NB;N =IGJ;HC?M MBIOF> G?;MOL? J?L@ILG;H=? OMCH
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Exercise

0 H;FSMCM

&N@?LIIJOF;INI>;S@IEIGI;HS MJIIE?MJI?LMNKL ; A;<IONNBAL?;INBCHABPEIGJ;HC?NL?>ICHA
NIB?FNB?HPCLIHG?HN>V +;MN; QILF>QC>®agazinepublishing=I1GJ;HS KO?MNCII@B2?NB~?L
G;HSI@NB?MP2=;F=IGJ;HC?;P??;LH?><L;AACHAABNMNOB?NBNB?SaG?L?F3HA;ACHIM?F@
M?LPCEA E?NCNINOHKIWN?7ERN?HMCRR?; L=BH>V +;MN-L?;N?NQIFCMNB?$L??H LIMN?@
All> AOSMH>NB?1IRC=_ FCMB@®?H>NBINIOF>x?>ICHA&IL? NIB?FNB?HPCLIHG?RC?Q
IH>V +;MNE@ CH>CEHEMMNC=FIB?1IRCA?H_;NBNNJ QQILN@IFCI =HZQM G;LEANMCIH;F
H?QMILN@IFCI 4 ILMN ILJIL;N? -IFFONQ2F?=N? I@NB2IGJ;HC?MJINFCABSI?AI
NB;N =IGJ;H8ad?< MCN? ;H> L?;> ;<ION CNM ?HPCLEHGRMNIB?@®;HMQ?L NB? @IFFIQCHA K(

X ;M?>IH NB? CH@ILG;NCIH JLIPC>?> CH NB? IH>V +;MN ;LNC=F? ;H> IH SIOLN/IZF2=N"?3

MCN? BIQ QIOF> SIO L;N? NB? NGHHEZLIHG?HN;F CHCNC;NCP?M
X IINB? MN;N?G?HNM IH NB? =13 HIACN? G?MB QCNB NB? =LCNC=CMG PIC=?> <S |H>
X &H SIOL IICHCIH >1?M NB? =IGJ;HS >?M?LP? NI <? IH MH>HREMNaFCMN 4HSQBS HIN

D?MNCIHM

> =|GJ;HSa

V +:MN



http://www.portfolio.com/news-markets/national-news/portfolio/2008/02/19/10-Worst-Corporate-Polluters
http://www.portfolio.com/news-markets/national-news/portfolio/2008/02/19/10-Worst-Corporate-Polluters
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X 4BS >I?M NB? =IGJ;HS JLIGIN? CNM ?HPCLIHGRNNMFENONBCM JLIGINENCP@

1B?)IL;R Q:MQLCNNBHL 0?0MEIQ;M@CURNFCMBR  <S/;H>IG %IOM22Q 6ILE 1B?=IJSLCABN
Q;M L?H?Q?> CH

#IL :H ?R=?FF?HIILPC?Q@ MOMN:CH;<CFGENB; MBILNHCG:N?:6IPC??RJIF;CHCM®MN;CH:<O¥FCNS
QQQSIONO<? =IQ:N=BP +C1+=BD GCH JLCF \ 2JFI;>?> <S/?;F"S?MPC>7H> =L ?;N?%S
/2;F"S?M <S &AFIl HCG;NCIHM

1LCIFANNIGFCHE&NIHMCM@®MBL?>M JLI@CIRIJF? ;H> JF;H?NLB? "=IHIGCMN-IP?G<?L ‘N
BNNJ QQZIHIGCMN =IG HI>? ==?MM?> OAOMN
References

L?S ' "$FI<;F 4 ;LGCHABusiness ek OAOMN

I0-IHN 4 ?2< MCN??>0=CHIO-IHNa/#IINJLCHNO-IHN 4 ?< MCNIOMN;CH;<CEENS QQQ >OJIHN =IG
OOMN;CH;<CFCNS ?H:20 #IINJLCHN G#=2NIVEIRGBAOMN

$?H?L;F"F?=NLCA&?< MCN?*E? NB? B;HA? NI "+"/$6 01/_  $?H?L;F"F?=NLCA?< MCN?
BNNJ QQ&?;JIFC;H=?M =IG ASMN;LIFC;H="NF=?MM?> OAOMN

%S<LC> ;LMF?=NLQ=M 1?@CHCMNOR2? %S<LC> ;LEMNNJ QQEBS<LC>=;LM AZX=NLC= ;5=?MM?>
OAOMN

??@? *??NS$IAF?aMBC?@OMN;CH;<C8aN32B;N ; IIF 'I< ICPCH7LIFCH?)C@CHIOLQIL>M
;N BNNJ QQtLCPCH?=;LIFCH? =IG G??N AlIAF? M =BC?@ MOMN;CH;BEENITRI T 34G1#&+(
;==?MM?> OAOMN

(INF?L- ;H>+;H=S)?? "?MN @ L??Stanfod Social Innovation RevieWJLCHA

(L;HNT ! JH> L;> (C@?LMN?CHM ;N?L  -IFFONCIH ;H> 0I=C?NS 2HCP?LMCN®
*C=BCA;BENNJ QQQGC=B ?>0 UAM MI=C?NS Q;N?LJIIFFGCMNEMCILCF

-N;AIHC; 4 ?< MCN? @ILNB?-F;H?N _"HPCLIHG?HN;FCHNEZN 4 ? I -N;AIHC; 4 ?< MCN?
BNNJ QQIN;AIHC; =IG OM J;N;AIHC; Al ;MM?NC>==?MM?> OAOMN

SNiAIHC; 4 2< MCN7#.<LC= LAHC= INNIH_ ~N;AIHC; 4 2< MCNBNNJ QQIN;AIHC; =IGOM
JN;AIHC; ALMM2NC>  ;==?MM?> OAOMN


http://www.youtube.com/watch?v=B5NiTN0chj02
http://www.economist.com/node/14301663
http://www2.dupont.com/Sustainability/en_US/Footprint/index.html
http://www2.dupont.com/Sustainability/en_US/Footprint/index.html
http://www.geappliances.com/energy-star-appliances/
http://www.hybridcars.com/electric-car
http://www.divinecaroline.com/22277/44799-meet-google-s-chief-sustainability-officer#ixzz1VWmTFINK
http://www.umich.edu/~gs265/society/waterpollution.htm
http://www.patagonia.com/us/patagonia.go?assetid=1960
http://www.patagonia.com/us/patagonia.go?assetid=2077
http://www.patagonia.com/us/patagonia.go?assetid=2077

2.7 Stages of Corporate Responsibility

Learning Objective

)CMN NB? MN;A?M |@ =ILJIL;N? L?MJIHMC<CFCNS

4 ? ?RI?=NIGJ;HC?MNIL?=IAHCTMMO@MI=C;EGJIILN;H=R> NI;>>L?MNB?G&?MJIHMC4B3=IGJ;HC?M
NB;&I NBCM.HL?JON;NC|MMII> =ILJIL;N?>=CNCTHWPHDIS-?LN;G?H? @ QNMA-BINB?2<CFCNEE??J
M;NCM@QANIG?NVNNL;=NJCN;FH> NIL?=LOEN L?N; HF?HN2SJFIS??MON=IGJ;HC?MIH&A<?=IG?

All> =ILJIL;NZ=CNCTEMHCABNLHCHNIC>?HNE® S?P?FINB2;J;=CNBI;>>L?MMI=C;#H=?LHVME?M
NCGHM> L?KOCIEARMGCNG?HNB? N;MEM.>0IOM?=;0MV¥I G;HS >C@?L?8BMMQ?MCGJIILN;HNMIG;HS
>C@?L7aRG<?LMINBIO<FC=]CMMCGRNCHALIGB?HPCLIHG?NNRILE?LQ?FF <?CHMNB;NBIG? ;H>

;<LI;> NI @;CLH?MM NI =OMNIG?LM NI L?MJ?=N @IL NB? =IGGOHCNS CH QBC=B ; =IGJ;HS 1J?L;N?M

The Five Faces of Corporate Responsibility

#;=7> QCNBO<FGRLCNC=[@IG;LNC=0BIL=NC=BIQ >I?M; =IGJ;HS L?MJIIH>4B;N ;=NCIHM?MCN;E?
NI >?GIHMNL;N'BCABR?P?KD=ILJIL;N?L?MIIHMC<CEGNS CHANI %;LP;L>2HCP?LMRNSGIH7;>?E
?R?L=CMEBHAN?£ILJIL;N?L?MIIHMC<@REINE,FE;HMAICHABLIOABB'M?LCREI@ CRT@?L?NINI;H=?M
MOGG;LCT?#CHOL?  "ON;A?M 1@ ILJIL;N? /2MIIHMCZESRENS

#CAOL? ON;A?M 1@ ILJIL;N? /?MIIHMC<CFCNS
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Defensive4B?H =IGJ;HC?M ;L? @CLMN =LCNC=CT?> IP?L MIG? JLI<F?G IL CMMO? NB?S N?H> NI N;
I@N?H F?A;FCMNC= MN;H=? 1B?S L?D?=N ;FF?A;NCIHM |I@ QLIHA>ICHA ;H> L2[@OKPNINBEP L?MJI+
@CRCHA NB? JLI<F?G IL ;>>L?MMCHANEBZBINDD? CMHa

Compliant !\OLCHA NBCM MN;A? =IGJ;HC?M ;>IIN JIFC=C?M NB;N ;=EHIQF?>A? NB? QCMB?M I@ NB
LOF? BIQ?PRIB?S >I IHFS QB;N NB?S B;P? NI > NI M;NCM@S NB?CL =LCNC=M ;H> FCNNF? GIL? 1B?
G;CHFS NI JLIN?=N <L;H>M IL L?JON;NCIHM ;H> NI L?>0=? NB? LCME I@ FCNCA;NCIH

Managerial 4B?H CN <?=IG?M =F?;L NB;N NB? JLI<W¥2G;QlB&IGJ;HC?M ;>GCN NB;N NB?S H??> NI
N;E? L?MJIHMC<CFCNS ;H> ;=NCIH MI NB?S FIIE @IL JL;=NC=;F FIHA N?LG MIFONCIHM

Strategic N NBCM JICHN NB?S G;S MN;LN NI L?;J NB? <?H?@CNM |@B 28| Ci&IN 217 G S
L?MJIH>CHA NI JO<FC= H??>M ACP?M NB?G ; =IGJ?NCNCP? ?>A? ;H> ?HB;H=?M FIHA N?LG MO==?V

Civil 2FNCG;NTESHIS =IGJ;HC?M L?=IAHCT? NB? CGJILN;H=? |@ A?NNCHA INB?L =IGJ;HC?M NI @IF}
F?;> 1B?S G;S JLIGIN? J;LNC=CJ;NCIH <S INB?L @CLGM CH NB?CL CH>OMNLC?M ?H>ILMCHA NB? .
JO<FC= CM <?MN M?LP?> NBLIOAB =IFF?=NCP? ;=NCIH


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/0e9abc43b7d3c26724cbc91a66a69c70.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/0e9abc43b7d3c26724cbc91a66a69c70.jpg
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HereOs Your SaladNHow About Fries?

0?P7?L;B?;LNAI  *=IIH;F>a M@IOHENMEZTHRIO<FA2F;NCIHRABNG;1B? @;MN @AC;H®;=?6;MMCP?
JO<FCA.CNC=@MGI?LPCBAB?;FNBBI>NB;NIHNLC<ONP> H;NCIH;FIC>?GA@I<?MCNSNMFIIE ;N
*=IIH;F>a ML?MJIHMRVNB?MA.CNC=CMSNM?NINMQR @;LFIHANB?Z@CP? MNjA2?MMB2IGJ;HS B;M
JLIAL?MM?>

The Defensive Stage

M NB?2I=OG?HN;l@CRsperSizeMe >?GIHMNL;N?MN?;>8C?N¥=!IH;F>a M<OA?LMH> @ LQNIFEOM?
SIONIA;CHQ?CABRNY;M=?LN;CHERS$?PCN;NBMH? >;S NBJIO<FGHOF>G;E? ; =IHH?=NC{#INQ??NB?
LCMOPRARI<?MCICENB2HCNDN;N?2M>; >C?BI?;PSCHD ;N F;>@pt MBI I>M=!IH;F>a M@ ;MBI I>I<?MCNS
FCHA&N; FIN@;NN?HNCHI QB?H<?M?>0FNM> N??H;A? @CARADCRMHMNB 2IGJ;HS =F;CGCIEA
Q;ML?MJIHMC@HRRIB?CR=?MNOH>M=!IH;F>a ML?;=NCIM NB30O<FCON=LA;CHMMBZIGJ;HSMG?HO
CN?GM>?@?HMER?R;GIF?,H IQH?U@VI?P 2! H; F>a MCHEC>NIQHHB;NN;HV;C*4 ? |@D R?;FNBS
=BIC=?MINCNDINICH>CPC>QM2NCGCNMNI<? CH@ILG?> [*=!IH;F>M>CM=FIMIMNLCN@H®ILG;NCIH
;<ION CNM @!I>M CH CNM L?MN;OL;HNM_ OLLCNN

The Compliant Stage

&HLFS  NBIO<FOANN?HNQIN>L: QHNI*=!IH:F>a MMOJMCTPINCIHVPMICN®B®;=NB:NMOJ?L
MCT%2;F>?FCP?LGH ? NB;HD C@BOHi>L 22FILC?MI? CHN?HOMNIG QRH®@INBDJIAL;>?=!IH;F>a M
@;=7>;CFSLCNC=CNIGMMOJMCTCH/SJ; CAH@LIGIONLCNCIHGMNM>PI=;=S ALIOIMH> F;QS?LM
QBI B?FERJ:M; "ALIMMAFRLQ?CABNMN2BCRRIR 0 I<?MCNS{=?LHNH#> NB2IGJ;HS @7?;L30O<FC=
=LCNC=QI06?M=;F;\B?HNBGIPCBuperSizeMe BCNBRB?;N?LB?>1=0G?HN; NPFREMNILS), SIOHA
G:H QBI A;CH?NQ?HNS @IOH>NH> QL?=E?BCB?;FN8S?;NCHAFS=!IH;F>a M@II>@IL. GIHNB'P?H
QILM?IH? M=?H?BIQBCGA?NNOWB-EBCML ; @NNLSCNIQIF@IQH ; MOJMCTS?;F 0l *=!IH;F>a M
CGG?>C;NTFB?> @LIGNB2?@?HMER?ARI NB2IGIFC;HMN;AM> :HHIOH=?NB;ICID;M?FCGCH;NCIKMA
MOJMCTINCIKSNB?H>@ 1B?GIP? NBIOABIG;FF);MCHNB2CABICL?=NGIM);MNIONZSNB?
=IGJ;HS :M; "G?HOMCGIFC@C=INEMMON MJIIE?MG;HCMN;NBN?LN; CHRSIHMCMNZFENBI> IH ;
J;L;FF?F J:NB QCNB IOL IHAICHA =IGGCNG?HN NI ; <;F;H=?> FC@?MNSF?_ %ILIPCNT

The Managerial Stage

LCNC=0@&!IH;F>a MEIHNCHQRE=OMNIGMUN;S?29);S ;H> CNMI@CNIOGG?N2AB?=IGJ;HS M?;L=B?>
@11Q;SMNIQCH:=E=OMNIG?EM E??INB?GIHA N?LGl > NBOMQIOF>B;P?NI=IG? OJQCNBB?;FNBC?L
G?HO1BIOAB=!IH;F>a MB;> M?LPM;F;>I@IIS?;LMIB?9?L?HR?LRAII> 1B?=IGJ;HS AINVI?LCIGNDN
M:F;>NH> CHNLI>O%P2Q CGJLIP?2JL?GCO®;F;>M=IGIJF?NQCNB?QG;HM,QH M;F;>L?MMCHHC="?
JO<FQC2F;NCINMD=BM;FRILI@CNNNBM;F;>L?MMCHAMH;N?>NI=B;LCNC2BR=IGJ;HS ;FMICGJLIP?>
NBP6;JJS *2;F <S F?NNEO»MO<MNGNIBRMFC=PM FIQ @;8CF@IINBDMO;@LCH4 MI>; ,JL;B

4 CH@IMB4AMIH;RL;CHRM<LIOABSHNIJLIGIN?:H ;>OFR?LMCI@NB%:;JJS*?;F =:FF?NB%| =NCP?
G?;F QBC=BH=FO3>?MF;>; <INNF@Q;N?L <IIE IH HONLCNEH =FCJ Id?>IG?N?NB;Kb?;MOLMNB?
HOG<?L@MN?BI0N:E?1B? @:N;FILC2AHBC=E?#=+OAA?NR?LFIQ?L?xS=IGCHAONQCNEF QBCN?
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G?;N*=+OAA?NMH> NI;JJ?;M?NBIMZ?NQ??H GTFOH=BCRB2IGJ;HS ;>>?>; @LOCN ;H> Q;H:FONI
CNGPHO*=!IH;F>a MAL,F Q;MNI=IHPCH=DMNIGABLILE;> NOLH?=ILH?LH> QIOF>X@IL?P@AIL? |@®?L
B?;FNBS =BIC=?M NI <INB ;>OFNM ;H> =BCF>L?H

The Strategic Stage

1B?H?Q@1=0M B?;FNBSBIC=RILE?>;H>=OMNIG MM;LNZ2NOLHCHA;F>a MV;F;>R?LQ?FE?=?CP?>
{H>;==IOHN@It<ION  J?L=?HE@M;F?MP?L;FFNBCHAGULIP?@CH;H=C@IESB2IGJ;HS 0;F?NH=L?;M?>
;H>JLI@ANM?1I =IGIF?NEBNL;HMCNGIB?;FNBCIE;A?*=!IH;F>a M=;G? OJQCNBH?QNB?G B?FJCHA
;>OFNM> =BCF>LPBP? <;F;H=7>;=NCPRC@?MNBR4 ;FIHAQCNBBNB?G7CN;0H=B2>H?Q;=NCP?
FC@®@<FC= ;Q;L?H2MBJ;CAHOCNEB'N;AFCHEINVQB;N& ?;N;H> QB;N&>I[&aG FIPCHaN *=!IH;F>a M
>2GIHMNL; NZNMH=2L @ | INB B?; FNERCNAOMNIG NBLIOARLG; H?HE?HC=B;HA?M> ;H ?GJB;MAM
NBP;FOP@IBSMCGCNHMRMM/IH;F> *=!IIH;F>  NB2IGJ;HSMG;M=INB?FJ?}ONSMBIINCIBAIM QCNB
+  <ME?N<MN;| *CHA 1B?=IGJ;HS F;0H=B2XLIAL;G=;FF?$| =NCPNIB?FJ?IJF?@CI®OB;SM
NI <OCF> JBSMC=;F ;=NCPCNS ;H> @CNH?MM CHNI NB?CL >;,CFS FCP?M

The Civil Stage

*=IIH;F>a MB;MHN>P;H=?>NINB®@ CHVIN; AS?NCE;MH&Y?HFCMNB2I1J?L;NCIHAINB?I@;MN @41SJ;HC?M
CHPPH=IOL;ACHBCF>LPH ;>OFNWP;NB?; FNB@@L>MNé&e CAC=NRN?>CENB?NBTURNCEMMOGPBCM-CH
NB@ONOL?P?HQB?NBRIB2IGJ;HS QCARANCOENBN\BP; FNBEAQ@ ? MNEBFKF & H>??CNB;L>NIL?=IH=CF?
*=lIH;F>a M=IGGCNG?HNB?FICHAIIF??;NB?;FNBCXCNBJILIGINCIFCHNB?BC=;Al ;L?; NB;;P?; @L??
@ILNS NQI IOWMDIMCTMI>; NI;HSIH?<OSCHACA*,= ;H>@LC3UP?HIB;N CA*;= ;H>G?>CO®@LC?M
>?FCP?L =;FILC?NINB;L>NIDOMNZE@I®L;ACHAMNIGNNCHHM ;H ;>>CNCIH;F =FILCWIIL. <CALCHE
;NF?;MENB;L>NIDOMNIEEE@IOaL ILIGINCHBIOLM?AM@ =IGJ;HS B?FICHAIIF??;N<?NN??LG;H

Key Takeaways

#,=?>QCNEBD<FGECNC=H@G;LNC=08;Ll=NC=?=1GJ;HS CMCE?RBILIAL?MBLIOAB CPZ@?L?HIN
MN;A?M

Defensive4B?H @CLMN =LCNC=CT?> IP?L MIG? JLI<F?G =IGJ;HC?M N;E? ; >?@?HMCP? MN;H=?
L?D?=N ;FF?A;NCIHM |@ QLIHA>ICHA ;H> L?@O0OM? NI N;E? L?MJIHMC<CFCNS

Compliant '\OLCHA NBCM MN;A? =IGJ;HC?M >I IHFS QB;N NB?S B;P? NI > NI M;NCM@$ NB?CL =L
JLIN?=N <L;H>M IL L?JON;NCIHM ;H> L?>0=? NB? LCME |@ FCNCA;NCIH

Managerial 4B?H CMa=F?;L NB;N NB? JLI<FAE QS =IGJ;HC?M N;E? L?MIIHMC<CFCNS ;H>
FIIE @IL FIHA N?LG MIFONCIHM

Strategic N NBCM JICHN NB?S G:S MN;LN NI L?;J NB? <?H?@CNM |@MNEHPHLMIIHMC<FS
JO<FC= H??>M ACP?M NB?G ; =IGJ?NCNCP? ?>A? ;H> ?HB;H=?M FIHA N?LG MO==?MM

Civil 2FNCG;N2868J;HC?M L?=IAHCT? NB? CGJILN;H=? |@ A?NNCHA INB?L =IGJ;HC?M NI @IFFIC
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F?;> 1B?S ?HFCMN NB? =I1J?L;NCIH 1@ INB?L =IGJ;HC?M CH MOJJILNCHA NB? CMMO?(l@ =IH="LI

Exercise

0 H;FSMCM

1BCMB;JN?CM=0MM2KIP? MNIA2?MNB;KIGJ;HC?MI NBLIOABH.?MJIH>CNAIO<FGECNC=CMG
IHMC>?NB"MCNO;NCHYBC=B=!IH;F>a M@IOHENMTHEPHCND ;=75;MMCRBO<FCLCNC=@NG
M?LPCBHAB?;FN@J>NB;NIHNLC<ONI?>H;NCIHFHC>?GCal<?MCNEP?IDB;NSIOEHIQ;<IONNB?
=IGJ;HSML?;=NCI@>?HNCI@BIN?MMB; )CNIIE CH.?MJIIHNM NBGMCNC=GMGLNC=OMRIBIQBIQ
CNWMMJIHM2ML >IHAL? @ FRB CRIN;A?@=ILJIL;NL?MIIHMC<CHERNSHENB 2B; JN? & H510L
[JCHCIH BIQ @;L ;FIHA NB? @CP? MN;A? JLI=?MM B} NL1ALRNAHE>
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http://english.sina.com/business/1/2005/0127/19504.html
http://english.sina.com/business/1/2005/0127/19504.html
http://www.freerepublic.com/focus/f-news/1424786/posts
http://www.usatoday.com/money/industries/food/2004-03-02-mcdonalds-supersize_x.htm

2.8 Cases and Problems

Learning on the Web (AACSB)

Lessons in Community Living

"R?=ONCRINMC>CINH BIHIL NIB;P?NB?GIGJ;HS H;G?>IH? |@Businessthics G;A; TCHR&
?MNILJIL;N? CNCT?HMGJ;HC?M,L? =BIM?K®LIG ALIOJ@IH? NBIOM;H==IL>CHNIBIQ Q?FF
NB?8I?LAIB?EIN;E?BIF>?LM]IQHZGIFIS??MOMNIG?IHA NB2IGGOHCNQEWBBC=BB?8IB;L?
NBMI=C;HH> H;NOLFHPCLIHG?HICHACHNBNIJ IH? BOH>L®@IL@CB2;LMCH LIQ CM;OM®IL
=?F?<L;NC1i9| |@NBNQ?HNS HEIFGI;HC?MB;IHDINBCM MNCH=sNTIEG<?LF;HE> NB2?2Q
6ILE 1CG?M IGJ;HS

1B? NQI=IGJ;HC?NL? CHP?LS>Q@?L?IBN>OMNLIICTBA?LF; HPMCAHM G:HO@;=NOKPNM;H>
INB?I@IINQ?;LJJ;L?F ;H>;==?MMILCRB??Q 6ILE 1CG?MGJ;HS CM G?>CAC;HQCNBCH?N??H
H?QMJ:J?LEIH=FO>GHMew York Times;H> NBBostonGlobe ?CABNPF?PCM@MNENCIEHA GIL?
NB;H @ILNS} 7< MCN?)MCHE NI NB? 1CG<?LF;H# ?< MCN?BNNJ QQQCG<?LF;H> =IEJ
CH>?R DMJ J;A? =MLIP?LBIESQBA?Q 6ILE 1CG?MGJIHS 4 ?< MCNBNNJ QQE8N=I =IG
MI=C;F:L?MJIHMCEEECR BNNIF?;LHBIQ ?;=B CKCNIH Q;S MOJJILNB2IGGOHCNQPMBBC=B
CMB;L?NBMI=C;fH> H;NOLFHPCLIHG?HE MJ?=C@C@RES @ILG;NSBIQCRB?FBI0;:HMQ?L
NB? @IFFIQCHA KO?MNCIHM

%IQ >I?M ?;=B =IGJ;HS ;MMCMN CNM =IGBIBINMNE;HCT;NCIHM >I1?M ?;=B >IH;N? GIH?S
%IQ >I ?GJIFIS??M PIFOHN??L NB?CL NCG? 4B;N MI=C;F =;0M?M >I?M ?;=B MOJJILN
%IQ >I?M ?;=B =IGJ;HS QILE NI JLIN?=N NB? H;NOL;F ?HPCLIHG?HN

L? NB? =IGGOHCNS MOJ@ILNM@ NB? NQI =IGJ;HC?M MCGCF;L IL >CMMCGCF;L &H QB;N Q;S
NB?M? ;=NCPCNC?M L?@F?=N NB? J@.BICMTMCE® ?;=B IL

&H SIOL IICHCIH QBS >I NB?M? =IGJ;HC?M MOJJILN NB?CL =IGGOHCNC?M 4B;N <?H?@CNM >
>?LCP? @LIG <?CHA AlI> =ILJIL;N? =CNCT?HM

Career Opportunities

Is OWbrldCom Ethics OfficerO an Oxymopn?
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M SIO @IOHIONCHNBGB;IN?14 ILF> IGaMG;MMCP2=IOHNCNK:;H>; EIMNCHP ?MNKIOW F C [1HIM
NBL?QBZIGJ;HS CHNY;HELOJIN=8.? NB;HH? BOH>L72GJFIS??IQBl ?CNB3ILNC=CJ;I\CHNB?
@L;ak J;MMCPHHE?>NBMB?IQ;S Q?L7CH>C=N?2@& CLTH=FO>GIOHN;HRNNS CHMIH,
O=INMOFFCP;H> ",  ?LH;L>"<<?LM4 CNEBBM;G?"4 ILF> IG_ CH>?FCNAFHCMBIBZIGI;HS
L?=F,CGTNM?PCIOG? ™ & _ &NQ);MJIONH =IOLN CGJIIMPA<;NCIEH> IL>?L?>N| @IFFIQIB?
>CL?=NCRMNBZIOLNH? I@NBIM3CL?=NCRPNM?@IIM?NNCHA] ?NBCEM C=P,H=S %CAACHM
=ILJIL;NZNNILH?8> IH?NCAEZC=3L?MC>7@NNBCANM=EB??>*;,LNCHQ;M<LIOABGH)CNBBRCNFP
|@ =BC?@ ?NBICHMLD

%CAAQMNMEG;LE?MIIHMC<CRURBMONB;N& FCP®INIH?Q", *C=B;?F;J?FF,M&MM?LNCIH
NB;NB2IGJ;HS CM?>C=;NRFCHN?ALBNENMBIFIS??M? =IGGCNNRFBCABNBCIMN; H>; L >HPL
N;MEM? NB™M;G?MNBIM@GIMN?IIF?QCNBBM; G?DI<NCNEQWBROH>?GIL? IL?MMGB?2;0M?
*& = HN@ILHSGIL? ?2NBCERM?B?IP?LM?NB2IGJ; HSWM?NBCEMCNC; NCR2RMO>RHLEHCHA
JLIAL;GMH> ;H ?NBCBMIFCHB?MJ?H>MFIN @B?LNCGQRCNBGJIFIS??NFCMN?HINB?GLH=?LHM
;H> JLIGINCHA =IGJ;HS P;FO?M

%CAACEM G?G<?U@NBM?HCRR?=ONOP?G;H> L?JILNMINB?", ;H><I;L> |@>CL?=NIOR?
SNN?H<;L> G??NCHAMILIPC>2M?G<?LRICNRLCI>@I>;N?M NB2IGJ;HS&WYH?QFSHMNCNQN?>
?NBC=M JLIAL;G CH=FO>CHA CH@ILG;NCIH AF?;H?> @LIG NB? H?Q ?NBC=M BINFCH?

HMQ?L NB? @IFFIQCHA KO?MNCIHM
4 10F> SIO <? =IG@ILN;<F? CH BCBACHMANB? DI< |@ ?NEDEHPLEII?;F NI SIO 4BS
QBS HIN

4 10F> SIO @CH> CN QILNBQBCF? NI QILE GBICH?EBC=@?@ S?;LM ;N MIG? JICHN CH SIOL
=L?7L 4BSIL QBS HIN

4B;N KO;FCNC?M QIOF> SIO FIIE @IL C@ SIO Q?L? BC@Z#RtH ?NBC=M 1@
4B;N @;=NILM QCFF B?FJ IL BCH>?M %$CRENBM&=;LLS ION B?L G;H>;N? NI <IFMN?L CHN?ALCN
;H> @IMN?L ?NBC=;F MN;H>;L>M

4 |OF> NB? ;==IOHNCHA M=;H>;FM B;P? =3+ & & %CAACHM B;> <??H IH NB? DIq <;=E
QB?H EHMIH 0OFFCP;H ;H>"<<?LM Q?L? MNCFF NB?L? "RJF;CH SIOL [JCHCIH

Team-Building Skills (AACSB)

What Ar e the Stakes When ®u Play with Wal-Mart?

&H.?MIFPCHANBC=EF?GGSIOB;P?NI=BIIM?<?NQ??NQIIL GIL? IJJIIMCHA=N?LH;NCRMN& @
QBC=E)BCFE2=?JN;<F7L.? CGJILN;H\N>C@?L?ANOJMINB ;FN?LH;NCP8%? ?NBC=;H?ACNCG;N?
<ON SIO =;H ;=N CH NB? CHN?L?MN I@ IHFS IH? ALIOJ

1BCNLID?=0M?MCAHYB?FISI0 F?;LHBIQ NI;H;FST?H> L?MIFPPNBC=EF?GG;8H <OMCH?MM
=IHN?RB8IOaFRILECHN?;GMII;>>L?MNBL7”NBC=EF?GG,®HPIFPCHA *;LN NB®ILFdF;IA?MN
=IGJ;HS ?@IL?G??NCHM ; ALIOJ ?P?LIN?;GG?G<?LMBIOFAI NI NBBusiness\&éek 4 ?< MCN?
BNNJ QQCDOMCH?MMQ??EAGCH2IHN?HN < :GT BNG JH> L?;>"&Mt ;F *LN
1l -IQ?L@OFLB?;LNC=FCM=0OMMRPMLNMCH>OMNGEH;H=H>;>P;H="MAOG?HMMQBSNB?
=IGJ;HS CM <INB ;>GCL?> ;H> =LCNC=CT?>

610LN?;GVIBIORB?A?NIA?NBNLH;FSTRBRBL2ZCF?GGNB; R IFFIQN;LNSL?;>CHRBP?LPC?Q



http://www.businessweek.com/magazine/content/03_40/b3852001_mz001.htm
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I@NB?2CF?GGH>;HS;MMCAHZN?LC;EB?H>?<;NNBTMMOQMECHNIL?;=B L?MIFONRBiLIOAB
NB? @CP? MN?J JLI=?MM MOGGAGI?> CBblQ NI #,=? ;H "NBC=;F |ICF?GG;_
17@CH? NB? JLI<F?G ;H> =IFF?=N NB? L?F?P;HN @;=NM
&>?HNC@S @?;MC<F? IINCIHM
MM?MM NBP?2® |@ ?;=B IINCIH IH MN;E?BIF>?LM
"MN;<FCMB =LCN?LC; @IL >?N?LGCHCHA NB? GIMN ;JJLIJLC;N? ;=NCIH
0?F?=N NB? <?MN IINCIH <;M?> IH NB? ?MN;<FCMB?> =LCN?LC,;
#CH;FRE.?J;L? L?JILNH SIOL>?FC<?L;NCRIM?;=B>CF?GGG;ECHMOLYB;N;=BL?JILNIHN;CHM
;FF NB? @IFFIQCHA CN?GM
X 1B? N?;34 L?=IGG?H>;NCIH @IL L?MIFPCHA NB? >CF?GG,;
X H?RJIF;H;NCIH 1@ NB?NYBAGG?H>;NCIH

X MOGG;LS I@ NB? CH@ILG;NCIH =IFFR=NB2@R=CMCIHM G;>? ;N ?;=B MN?J |@ NB? >CF?GG,;
L?MIFONCIH JLI=?MM

Three Ethical Dilemmas

Ethical Dilemma 1: Should Wal-Mart Close a Store because It Unionizes?

Scenario:

&HE?<LO;LS 4 ;F *;LN=FIM?>MNILCHO?<?= ;H;>, ;@NENMLE?LMIN?NI@ILG OHCIHB?
>?=CMEHAL;GC@C=;NGHN_CIOMN;E?BIF>TTNEFO>CEIIS??MOMNIG?tLHA MNI=EBIF>2%MN
;H;FSTCHA> ;LLCPCHNAL?MIFONEINBGIZF?GG;MMOGIB;SI0aLRB?, @4 ;F *;LN <Olgnore
the decisionalreadymadeby thereal CEO LLCP?NSIOUQH L?=IGG?H>;NCI@BC=8;S IL G;S HIN
<? NB? M;G? ;M NB;N L?;=B?><S SIOL L?;F FC@? =IOHN?LJ;LN

2@IL2H;FSTCHBCIBF?GGAI NINBWashingtonPost4 2<MCN2NNJ  QQQMBCHANIHIIMNGEIG
>SHLNC=F?M #?< BNGF ‘H>L?;>NBLNC=F2;F *LN BC?@@?H>MIMCHRHCIHCT?>
ONIL? _

Ethical Dilemma 2: Should Levi Strauss Go into Business with A-Mart?
Scenario:

#IL S?;LMNBRIL>Means;H> Levi® Q?L2MSHIHSGIO)XPCONL;OMIB®IOH>P@NB2IGJI;HS NB;N
= LLCBLCM;G? CHP?HNGEOD?;HIGH @IM;FENIILIMI?=NIIGINBAIF>@C?R@MFC@ILHC;
IGJ;HS M;F?0P;E?>;N <CFFQCDH <ONNB?HFOGG?NM  <CFFGIS *H;A?G?HN
B;M;>GCNN®RB;NIBZIGJ;HS GOMMNP?LNBCNDHQ;L>NL?HE@B1J?MNIL?N; OB MOJJILIMICNM
NQ?FRIBIOM;FPSIFIS??NU?L;NTCNMG;CHCRBA @;=NILCPM =IHNCHORINL;>CNG®=ILJIL;N?
L?MJIIHMC<CHEINNEC;NCPRBCNCHM ;F *;.LN G;>? ;H ;NNL;=NCE®?)?PCONL;ONMHIOF>>?P?FIJ

; FIQ =IMNL;H>@D?;H@IIM;F?N4 ;F *;LN 1B?>?=CMCBIQ?P?LCMNMMCGJIEVICIE;S M??G

4 ;F *;LNaML?F?HNRRXMMOU AR ?1?P?LS>;61Q JLC=?M;HB;P?QC>? L;HAQHBC @ C=;NGIHNNM
MOJIFCNMAE ?BIF>?LMNBGIYM?)?PCONL; ONMMKB; L ?BIF>?RRJIFIS??NH> =OMNIG?LINMQ?FEM
NB%?H?@C=Cl@NRILCIOMI=C;F L?MIIHMCAGACSM MMOGRIB;NMNB?',  1@)?PCONL;OMM



http://open.lib.umn.edu/exploringbusiness/chapter/2-2-the-individual-approach-to-ethics/#frank-ch02_s02_s01_f01#frank-ch02_s02_s01_f01
http://www.washingtonpost.com/wp-dyn/articles/A15832-2005Feb10.html
http://www.washingtonpost.com/wp-dyn/articles/A15832-2005Feb10.html
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SIOB;P?NI>?=C>QB?NBRMl;==?JM ;F *;LNM@@?1A;CH CAHILHS>?=CMCHH?;>S5;>? <SSIOL
L?;F FC@? =IOHN?LJ;LN ;H> CHMN?;> QILE NIQ;L> ;H CH>?J?H>?HN L?=IGG?H>;NCIH

?@IL?SIO ;H;FSTNBCAMCF?GG;Al NI NBFast Company4 ?< MCNBNNJ QOQ@;MN=IGJ;H&
GA TCH? Q;FG;LN BN{H> L?;> NB? ;LNC=F? "1B%KN 610 !IHaN (HIQ_

Ethical Dilemma 3: Should You Welcome Wal-Mart into Y our Neighborhood?
Scenario:

&H 4 ;F *;LN ;HHIOH=?3F;HMII<OCKILN#MOJ?L=?HNCEMrC@ILHC;]M?=NG@NBZIOHNLS
NB;B;MNL;>CNCIHIFPRECMNE* LNaM;NN?GINMV>INNBF;H>M=;JQCNBCA <IRMNIL?0ECLGCMB?M
MIIH <LIE?IONCH;FC@ILHEIGGOHCNG?MQ??NBIMEZH®; PIU@Q?F=IGCHA;F *;LN ;H> NBIM?
>?N?LGCH?> NI @@H3;&5BINB L?N;CF IONF?NM

6l10aL? G?G<?U@NBFI=;F=FIOH=0@&; ;FC@ILHECNFI>SIOaFR? PINCHA?’RR??EH QB?NBA
;FFIQ4 ;F *;LN NI<OCFEASIOL=IGGOHCNSB?=I0H=0FR&=CM@QRBEED ?4NF *;LN ;MQ?FMG;HS
FlI=;AVIN;E?BIF>7CNEFO>CPMC>?MBIFFOMCHIBHVPLMH> ?GIFIS??N=IGGOHCINE®DJ?LG;LE?NM
;H>INB?L?N;CHMN;<FCMBGRHOMO;EAHILHS>?=CMCJHM;>S35;>? <SSIOLL?;F FCGAIHN?LJI;LNM

?@IL?QILECHM NBCMF?GG;Al NI NBUSA Today 4 ?< MCNBNNJ QOQQM;NI>;SIG GIH?S
CH>OMNL®PKF Q;F G;LN:R BNG ;H>L?;>NB2LNC=F?FC@ILHTO;C?NIOF;G)C>IH CA
IR?>4 ;F*LN _

The Global View (AACSB)

4 ;M +CE? I?MJIHMC<F? @IL IGJ?HM;NCHA %IH>OL;HE?EMLS 4

%IH>0OL;NH CGJIP?LCMBPOHNLSHOBC=B |I@CNMMC>?HRMZHIIP?LNSI<M ;L? M=;L=?
J;LNC=0OF;NBEMRB;N;S >?=?HR;A?MFIHAQCNB?H? @ WM=BVI B?;FNB;L? &NCNHINMOLJLCMQHA
NB?NB;RQILE?LMNNQI%IH>OL;K2;=NILEZMCHALI>O=N#@I2 0 =IGJ;HC?NMCH=FO>€8R?Q?L?
?RNL?G2BIMPB?HNB?@),;=NILGAM?>IQH ;H> NB?EIMNB?CIU<M'P?HQILM?NBPQH?LNMaNB?
@;=NILC2@ONRI;S NB? QILE?LM GCFFQUHM?P?L;H3®S ;H>INB?k?H?@EQMINB?G:S
F;Q FNBIOABB®@;=NILQH?LN;> <??H);C>CHD OFF+CE@INBJ;L?FNB?3LI>O=?>NBQILE?LM
;LAO?NB;MCEMBIOR2? L?MJIHMCgH3;SCHAB? GCFFCGIHM?P?L;HNB;NB®@;=NILQH?LN3;>
HIN L?=?CP?>

+CEMLCACH;FMIIHNEZMNIMSGJ;NBCIJCNBBQILE?LMON?@ONM3;S NBRILE?LMBM?P?L;H="
J;S NB?8;> HINL?=?CP@LIGNB@;=NIUQH?LMLBCMIN; H=C>HINM?NNFZFRCNENO>AINOIM
;LIOH>NB2IOHNI@EBI L;FFCZHOJJILINBDHJ;CQILE?LMHNB?H>CEA;P?CHNIL?MM@RIG
NBR®INO>?HHM; C> GCFFQIH L?FC@@HRINB?GJIFIS??MH>>CNCINB2IGJ;HSM;CERIOF>
JLIPC>? PI=;NCIH;F NL;CHCHA ;H> B?;FNB =IP?L;A? @IL NB? OH?GJFIS?> QILE?LM

11 F?;LH GIL? ;<ION NBCM =;M? L?;> NB? @IFFIQCHA

X +CE? -L?MM /?F?;M? +CE? ON;N?G?HN /?BMECGHRA;BI> %OAA?L JLCF
BNNJ QQECE?<CT =IG G?>C; JL :3 CMCIPR;H>%O0AA?L%IH>0L;M BNGF

X 4 ILECHA CH 1B4&=Z?M %IH>OL;HE?LM 0J?;E ,ON A;CHMNMGQERNa3CIF;NCIHM JLCF
BNNJ CHNB?M?MCQRPHCHA ?HNLS
BIH>OL;H:QILE?LM:MJ?;E:ION:;A;CHMN:HCE?M:F;<IL:PCIF;NCIHM



http://www.fastcompany.com/magazine/77/walmart.html
http://www.fastcompany.com/magazine/77/walmart.html
http://www.usatoday.com/money/industries/retail/2004-03-02-wal-mart_x.htm
http://www.usatoday.com/money/industries/retail/2004-03-02-wal-mart_x.htm
http://www.nikebiz.com/media/pr/2010/04/20_VisionTexandHuggerHonduras.html
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X New Yrk Times -L?MMOL?> +CE? NI %RE24M CH %IH>0L;:M 'OFS
BNNJ QQESENCG?M =IG <OMCH?MM AFI<:F HCE? BNGF

X Time MagazineOMN -;S &N +CE? L?;N?M #OH> @IL %IHERILM '‘OFS
BNNJ QQQCG? =IG NCG? JLCHNION BNGF

X +CE? -L?MM /?F?;M? +CE? ;H> $1 ON;N?G?HN 'OFSBNNJ QQACE?<CT =IG G?>C; JL
:+CE?:;H>: $1:MN;N?G?HN BNGF
HMQ?L NB? @IFFIQCHA KO?MNCIHM
I SIO NBCHE +CE? Q;M L?MJIHMC<F? @IL =IGJ?HM;NCHA NB? QILE?LM CH %IH>OL; 1!
CNM MN;H=?

IC>NB? MNO>?HNM OHCP?LMCNC?M ;H> QILE?LM NB?GM?FP?M B;P? ;FF 1@ NB? (
<?@IL? <?=IGCHA CHPIFP?> CH NB? JLIN?MN L? NB?CL @;=NM ;==0L;N?

0BIOF> MNO>?HNM <? ;=NCPCMNM !l =IGJ;HC?M MO=B ;M +CE? CAHIL? NB?G ;N NB/

v 4BS >C>

TH@ILG;NC

PCL IQH J?I



http://www.nytimes.com/2010/07/27/business/global/27nike.html
http://www.time.com/time/printout/0,8816,2006646,00.html
http://www.nikebiz.com/media/pr/2010/07/26_Nike_and_CGT_statement.html
http://www.nikebiz.com/media/pr/2010/07/26_Nike_and_CGT_statement.html

Chapter 3: Business in a Global Environmen

[tOs a Small World

(?PCH $CFB\ ,: QCNB 0B;>?> FO? *,L<F? );H>G,MM\ 6 0

I SIOQ?,L+CEMBI?M. 1CG<?LF;HHNM OS ALI=?LCANLIIM#LC?H>ESE?NM$C;HNNIL?ML ONIJ

0BIJ )CMNM ?SIH=? -CN<OREENHT®?;,LM?HHC@RI2T NBPCRCBC=EMIMN?ZNB??IJF? IL NB?
LP? 5NNB?QNH> &@IO;HMQ?L?S?MNI;HS I@NB?MO?MNCIBIMaL? AFI<;OMCH2MNIG?INB
+CE?H> 1CG<?LF;KxzHO@;=NGILVIN@NB?QLI>O=NR?LM?;MB?!ON=B@CLS;F BIF> IQHMFRNBL??
MOJ?LG;LEBBICHMIHS *OMCANBTF;<?MB;N?=IL>MSIH=? ' )] NBPCRC”BC=EMH>NBMNB?,LNCMNM
G?HNCIH?> <?FIHAM NI ; ;J;H?M? =IGJ;HS

1,E? ;H CG;ACH;G,FE>IQH ,L=B;L>/l;> NBGIMN®;MBCIH;4mBIJICHA?; CHDCHA;JIL?610aFB;MM
>?J;LNG?IMWNILMO=BILIESI <;M?>1;E;MBCG;SH>)IH>IHaVP?LS.CNCNVMEM 0J?H=?INB@CFRZNB
MO=B7?FF EHIQEHN?LH;NGH;ANM/;FIB );OL?H-IFI OL<?LLSB;H?F ;H>+IEC; &@IOH??> <L?;E
SIO =;H ;FMI MNIJ @IL ; F;NN? ;N 0?;NNF? <;M?> ON;L<O=EM

4B?H SI0aLZHNBBCH?M2,JCN;k@ ?CDCHAHANGCMNC;H;HG?BKO;L?-;LE?>CHOLIHE@NB$L?;NYo; FF
I@NB??1JF? NBM?;N@ BCH?MRP?LHG?HN? @F?28MF,=EOC=EM;LM5;>? <S$?H?L;EINILM CHFCHN
*C=BCA;.®@I0aLZ>P?HNOLICHMOABII @CIBIOLM?E®,CM;F;<;> G?>COG METNIH,ECMN;BIOaR#??
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FI=;FMC>CHIE?SM;G?FNIOFFCHANICF2QCNBLC=0OFNQUIFO=7,H>%;G>,L>2HCP?LMENN?EH
L?@OL<CBIB2BON?LHMCRMEIJONFE;<MH>NB®I?HM;N@H?CHBH @;L;Q;SF;=QCHCE?FSM;JJ?;L
IH NBZIGJON?M=L??H0aAF=IAHCNB®;GCF&I=LIMI@RIF; AINBY;G?IH? ?G<F;TIH?3H M=L??1dM
*C=LIMI@MNBIG?NIQH I@ 0?;NNF? ;H> DOMN ;<ION ?P?LSQB?L? ?FM? IH NB? JF;H?N



3.1 The Globalization of Business

Learning Objectives

"RJF;CH QBS H;NCIHM ;H> =IGJ;HC?M J;,LNC=CJ;N? CH CHN?LH;NCIH;F NL;>?
I?M=LC<? NB? =IH=?JNM 1@ ;<MIFON? ;H> =IGJ;L;NCP? ;>P;HN;A?
"RJF;CH BIQ NL;>? <?NQ??H H;NCIHM CM G?;MOL?>

1B?AFI<;FCT;NCG#OMCHEMNOH>NI; @ ?-NO +IN IHFSQCFHO<OSILI>O=NBJHO@;=NOIPZ:M?;MON
CNBCABFEE?NSB;$10aF6??NH> QILE QCNBH>CPC>@ENP;LCIOMOHNLCAM=0OFNOIAMOMNIG?LM
MOJJIFCRIM?;,AO7RGIFIS??NL ?GIFIS?LMIB?<INNIGFCHZMB; NBAFI<;FCT;NGRQILF>=IGG?L=B;M
;HCGJ;=NIH ;FF 1@ OM 1B?L?@IL? CN G;E?M M?HM? NI F?;LH GIL? ;<ION BIQ AFI<;FCT;NCIH QILEM

#CAOL?
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4 ILF>=IGG?L=8B;M<?=IG? CH=L?;MCHARE?LH;NCN{,BGH>?LMN; HBIQ AFI<;OMCHEZMMEMCM
E?S NI ; MO==?MM@OF =;L??L

/C=BN?L #L;HEAQH \%IL;MCM $FI<;F BCH; OMCH?MM *??NCH& 0

+?P?<?@ILB;M<OMCHRNIMH?NBAFI<NB®;S CRI?MNI>;S ONQBSCMHN?LH;NGIENFCH@@NILN;HN
4BS > =IGJ;HC?MH> H;NCIHRHA;ATCHCHN?LH;NQIH;B? 4B;N MNL;N?A&?NB?3GJFISCHNBAFI<;F
G;LE?NJF;=2B;N =B;FF?HA?M=IGJ;HC?\®;=RQB?HNB?S| <OMCHMRMIM?;M6IQ >I AIP?LHG?HNH
CHN?LH;NCAPR=C2UIGIN?;H> L?AOF; KMN?LH;NQH;5? &NNBAFI<;FCT;NG@®BKOMCH?MU> NBCHA
4B;N =;L??LJJILNOHCNCZNB?L@ISIOCHAFI<;KOMCH?XdIQ MBIOFSIOJL?J;L SIOLMRI®;E7?>P;HN;A?
I@\NB?G1B?M2?NBRO?MNQIBMNR ?aF?;>>L?MMCHRBGHE; JN?)?NEMN; KSFIIECHANBGIL? MJ?=C@C=
L?;MIHM QBS =IGJ;HC?M ;H> H;NCIHM ?HA;A? CH CHN?LH;NCIH;F NL;>?

Why Do Nations Trade?

4BS >1?MNB2HCNN;N?®GJIILNONIGI<KCF?MN?2FCACNBIH?M;H> ;JJ;L?F@LIGNB?I=IOHNLCZ2RS
>|HANQ? DONBE? NB?GOLM?FP 28BS > INB?I=IOHNLGRSEQB?;N=B?GC=;FM=BCH?LS> =IHMOFNCHA
M?LPC=@MIGOM ?=;0M?HI H;NCIH;Z=IHIGS JLI>O=?MFNBAII>M ;H> M?LPCBINCNIPIIF? H??>
IOHNLC?MP importers QB?HNB?SOSAII>M ;H> M?LPC=@UIGNB?I=IOHNLCQB?HNB?#M?RH.I1>0O=NM
INB?H;NCIHNB?Sa&porters 4 ?aFFCM=CGDGILNCH& ?RIILNCBBAL?;N22N; GEN2CHNB2B,;JN?L1B?
GIH?N;LE;FORQCHN?LH;NQIEFZIAHILGIOMH NBRNIN;P;FORAQILF>QCH}L;>CTH5?L=B;H>CM3
=IGG?L=C;F M?LPC=?M Q;Miillion 4 ILF>1;>? ,LA;HCT;NCIH

Absolute and Comparative Advantage

11 OH>?LMN@BS=?LN;GHOHNLGZ®UILN. ?RJIILN?LN;CHI>O=NBIO H??>NIL?;FCTNB;RP?LSIOHNLS
IL L?ACIH=;HAILI>O=NBM;G?JLI>0=NWB? =IMN@F;<IL NB?2P;CF;<CFCGRS;NOLF?MIOL=?M> NB?
F?PAREHIQ BIQ P;LSAL?;NFEOH>NB®ILF>*IMN ?=IHIGCMROMR B 2IH=?JNIigabsoluteadvantage H>
comparative advantagdl ?RJF;CH QBS =IOHNLC?M CGJILN MIG? JLI>O=NM ;H> ?RJILN INB?LM

Absolute Advantage

H;NCIB;MH ;<MIFONSP;HN;:AT@ CNRIBMHFSMIOL=®, JLNC=ORI>0=N. CN;HG,E?GIL? 1@,
JLI>O=RMCNB®;G?GIOHN@L @?QP2MIOL=RB;HNB?EIOHNLC?MOM2@=FCG;\2>MICHH>CNCIHM
@IPR;GIF#L;H=B;> ;H ;<MIFONSP;HN;ATH)CHEG;ECHOHNCRNG CH; H=RaQILF>QCXICHILI>O=NCIH
Q;M=B;FF?HAZSNBALIQCHACHEH>OMNLRMFSJ; CH;H>NB2HCNDN;N?RHF?MM; <MIFONSP;HN;A?
CM;M?3H MIG?FCGCNENOLIPMIOL=CNI?F>IG;MNM;NSMIQBSNB?L2? @ ?T @S ?R;GIF?M@<MIFON?
:>P;HN;A? CH NB? QILF> NI>;S

Comparative Advantage

%IQ =;H Q? JL?>C=@ILHS ACP?HIOHNLEBC=BLI>O=NQICFE? G;>? ;H> MIF3NBIG? QBC=RCF&?
CGJILN?:H> QBC=BCR®?RJILN?>3BCKO?MNE|H <? :HMQ?LXSFIIECHANB2IH=2JN@=IG J;L;NCP?


https://www.flickr.com/photos/horasis/10865462556/
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>PHN;AQBC=BRCMBBPH =IOHNI=SHJLI>0=7 JLI>O=IN; FIQ?UJIILNOHCHNSINIGI;L?>NI;HINB?L
H;NCIHONQB;NéH opportunitycost ,JJILNOHCNBANM? NB3LI>O=NB;N=IOHNISOMN=FCN?G;E? CH
IL>?INIJLI>O=MIG?NBCMM2B?H; =IOHNLEE=C>MNMJI?=C;FCH?J;LNC=0R;1>0=ICIBEOMN;=LC ONB=?
JLI>O=NCIH I@ ;HINB?L JLI>O=N

)?NMMCGJIFCBGHESCG;ACHCHRALF>QCNBIFNQI=IOHNLC?M]B® <FO@/%CAB?=BH>NBICHA>IG
I@)IQ 1?7=B 4 ?aFFL?N?HNB;;=B=IOHNLEHIQMBIQ NIG;E? NQI;H> IHFSNQIJLI>O=NRII>?H <I:NM
‘H>N?F?M=1J?MB =IOHNIBI?H>BIF @NMMIOL=PIL ;H>=:JCN;fH 2;=BAIl> #CAOL? * IGJ:L;NCP?
>P:HN:A? CHNBZ2=BMMBIQNNB2:CFSONJO®IL<INB=IOHNLCICAR?=BG;E?MNBL?2I;NMH> HCH?
N?F?M=I2BCHR 17=BG;E?MQI<I:NMH>IH? N?F?M=11B?SaLAINBCABBS>0=NCRIQ?aPTG;ACH?>
NQIveryMG;FF =IOHNLC?M

#CAOL? IGJ;L;NCP? >P;HN;A? CH NBBM

#CLMINNNB;BlCAB?=BB;M;H absolute;>P;HN;AL?F;NCRRIQ 1?=B CHINB<I;NMH>N?F?M=1J24;H
G;E? GIL? <;NMNBL?RP?LMOIDI ;H> GIL? N?F?M=IJPCHRP?LMONP NB;HIQ 1?=B=;HQCNBBM;G?
L?MIOL=2M QBS>I?MH&CAB?=BG;E? all NBZI;NMH>all NBR?F?M=IJ}PR?>?@ both=IOHNLC74;0M?
CR;=EMI@C=C7HNOL=RM;E? ;FINBXI;NMH> ;FINBN?F?M=1JWCAB?=BGOMNB?L?@k?=C>BIQ
GO=B@CNMMIOL=IM?PINNI?;=BIGNBRQIAII>M )?NBMMMOG®B; R;=B=IOHNI=30F>?PIN?  J?L=7HN
|@CNMMIOL=Meither @NBRQIAII>M 4 ?aFFC=EI;NMM; MN;L&&@ INB=IOHNLG2WMHall NB?CRMIOL=?M
IH <;NM ;H> G;E? HI N?F?M=13?M MBQB?4 B;JJ?HM

X 4B?H Q? ;MMOG?> NB;N %EBBII?HN B;F@ I@ CNM NCG? IH <I;NM ;H> B;F@ |I@ CNM NCG? IH N?F?M:
;<F? NI G;E? HCH? N?F?M=1J20AMP? " |GJ;L;NCP? >P;HN;A? CH'NBML&@ CN ACP?M OJ NB?
IJIILNOHCNS NI G;E? NB? HCH? N?F?M=13?M CN =;H OM? NB? NCG? A;CH?> <S HIN G;ECHA NB? N?f
NBL?? GIL? <I;NM NB? HOG<7?L I@ <I;NM CN =;H G;E? QCNB B;F@ 1@ CNM’NEGOF3CHF? %CAB 1
NBL?? GIL? <I;NM <S ACPCHA OJ NB? IJJILNOHCNS NI G;E? NB? HCH? N?F?M=IJ?M NB? IJJILNOHCN
?;=B <I;N CM NBL?? N?F?M=1J?M N?F?M=1J?M b <I;NM N?F?M=1J?M

X 4B?H Q? ;MMOG?> NB;N )B2B MJ?HN B;F@ 1@ CNM NCG? IH <I;NM ;H> B;F@ I@ CNM NCG? IH N?F?M-
;<F? NI G;E? IHFS IH? N?F?MAIJOL? M IGI;L,NCP? >P;HN;A? CH'NBML&@ CN ACP?M OJ NB?
IJIILNOHCNS NI G;E? NB? N?F?M=13? CN =;H OM? NB? NCG? A;CH?> <S HIN G;ECHA NB? N?F?M=13?


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/2699b6db081c4c941bcbee76e65044fc.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/2699b6db081c4c941bcbee76e65044fc.jpg
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<I;NM ?=;,0M?)IQ 2=B =IOF> G;E? NQI GIL? <I;NM <S ACPCHA OJ NB? IJJILNOHCNS NI G;E? IH? N?F?I
NB? IJJILNOHCNS =IMN 1@ G;ECHA ?;=B <I;N CM B;F@ ; N?F?M=1J? N?F?M=1J?Db <I;NM @ ; N?F

X)IQ1 ?=B NB?L?@IL? ?HDI&\M opportunity cost?=;0M? CN GOMN ACP? OJ F?MM NI G;E? NB? ?RNL,; <I;
N?F?M=1J? PM N?F?M=1J?M CN B;M ; =IGJ;L;NCP? ;>P;HN;A? @IL <I;NNV &PNP2L DB INOM
GIL? 2@C=C?HN];N G;ECHA <I;NM NB;H ;N G;ECHA N?F?M=IJ?M CN MBIOF> MJ?=C;FCT? CH <I;N G;E

+1Q NIN?F?M=1J202L MY B;NB;JJ?HN @=B=IOHN MR ?H>NMFCNWC G3;ECHN?F?M=IJPMG;E?M| <I;NM

X 4B?H Q? ;MMOG?> NB;N %EBBII?HN B;F@ 1@ CNM NCG? IH <I;NM ;H> B;F@ I@ CNM NCG? IH N?F?M:
;<F? NI G;E? NBL?? <I;NM\OL? " IGJ;L;NCP? >P;HN;A? CHNBML&@ CN ACP?M OJ NB? IJJILNOHCNS
NI G;E? NB? NBL?? <I;NM CN =;H OM? NB? NCG? A;CH?> <S HIN G;ECHA NB? <I;NM NI G;E? HCH? GIL
?=,0M? %CAB-B =IOF> G;E? HCH? GIL? N?F?M=13?M <S ACPCHA OJ NB? IJJILNOHCNS NI G;E? NBL?
[JJILNOHCNS =IMN I@ G;ECHA ?;=B N?F?M=1J? CM IH? NBCL> I@ ; <N <I;NM b N?F?M=1J?M @

X 4B?H)IQ 1 ?=B MJ?HN B;F@ |@ CNM NCG? IH <I;NM ;H> B;F@ |I@ CNM NCG? IH N?F?M=1J?M CN Q;M
<;NM &@ CN ACP?M OJ NB? IJJILNOHCNS NI G;E? NB? NQI <I;NM CN =;H OM? NB? NCG? NI G;E? IH~
1BOM C@ %ZTABQ;HNM NI G;E? IHFS N?F?M=1J?M CN =IOF> G;E? IH? GIL? N?F?M=1J? <S ACPCHA O.
[JJILNOHCNS NI G;E? NQI <I;NM 1BOM NB? IJJILNOHCNS =IMN 1@ G;ECHA ?;=B N?F?M=13? CM NQI <

N?F?M=1J? <I;NM

X &H NBCM =;M? %€E\B; M NB®er opportunity cost?=;0M? CN B;> NI ACP? OJ F?MM NI G;E? NB? ?RNL,;
N?F?M=1J?M 1@ ; <I;NPM <I;NM CN ?HDISM ; =IGJ;L;NCP? ;>P;HN;A? @IL N?F?M=NPM H> <?=;0I|
<?NN?L]GIL? @@&=C?HN];N G;ECHA N?F?M=1J?M NB;H ;N G;ECHA <I;NM CN MBIOF> MJ?=C;FCT? CH N
G;ECHA

";=B =IOHNIGCR#J?=C;FCHB;ECHABAII> @IIQBC=BB;M =IGJ;L;NCP2P;HN;A?]NB;KMNBAII> NB;N

CN;HG;E? GIMNR @ C=C?HRESIORNBMNB?EIOHNLBCAB?=BQCERPPINZNMMIOL=IIMI?F?M=IJQBC=B

CN&AII> ;NG;ECHA;H>)IQ 1?=BQCRIONCNMMIOL=CMNI;N G;ECHABC=BNI?MQ?FF%CAB?=BQCFF
?RIILICNNR=?MNZF?M=I11MQ 1?7=BQBC=BCRFS @IINBN?F?M=IQENBB&GIH?SCR;LHMSM?FFCHNM
?R=?MM <I;NM NI %¢SBB INB =IOHNLC?M QCFF <?@&?NN?L |@

1BCHAM; FINGIL?=IGJF?RCHNBR?;RILF><OM?H?L,FNS?,ECHANCIHML,>RI?RIFIQNB?CP;HN; A?M
1B?S<?H?@@NGOMI?=C;FCT;N@IHOMCHAB;NNB?SI <?MNH> NL;>CH¥BPONJONI INB?I=IOHNLG2M
QB;Nhey>] <?MNB?2HCNDN;N?@IICHMN; HSH=L?;MCHAFRJIILN?@EHIQF?>A? <;MH>0=NMO=B
MMI@NQ; GAPC?NMGOMCH?> JLI@?MMCMEEPC=GW;A?G?HNRIHMOFN@H2H; HACAEPC=PM MI @ILNB
G?LC=;MFIFF?AZN> OHCP?LMONBZRM@IL? ; MIOLI®=IGI;L;NCP2P;HN;A%2H>MNO>?@NNGFAP?L
NB? QILF>=IG? NI NB? 2HCN?> ON;N?M @M &BANBECEZEE,NCIH MSMN?G

#CAOL?
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*HS J?IIF?MNOEENB2HCNDN;NNIN;E?>P;HN;APQIH? |GNBQILFdIL?GC7A>0=;NCMEMN?GM

*?LLCG;=E IFF?A?4L;>0O;N? IGG?H=?G?HN \ 6 + +!

#L;H=?H> &N;F3.? =?HN?I@ML@;MBCJH> FOROILH>M ;H> ;L? F?;>CH2RIILN?UL@QCH?I?L@OGHM>
>?MCAHRAINBCHAHaM?HACH??LZRIPLNGWACP2EINH ?>ATHIO=@ C?EFM\ONIGI<CF2NF =IHMOG?L
?F?=NLIHG$EMQCNBIA?HOG<?L@BCABNECFRAR:>O; NN ?=BHIFIABH>®; M ?=IG?NB®ILFe-?;>7L
CH FIQ =IMN =IGJON@NQ;L? ?HACH??LCHA

How Do We Measure Trade between Nations?

11 ?P;FO;NYBH;NOLM> =IHM?KO?H+@CNEHN?LH;NQIH;5?; H;NCIHIIEM;NNQIE?SCH>C=;NI&N
>?N?LGCH2IOHNIEaF;H=1@NL;><SMO<NL;=NBBFOPQCNMEJIILNEILIGNBP;FOP@CNNRIILNM @
=IOHNIN?FBEW? JLI>O=NWB;H-CNOSMCB;M @;PIL;<F2F;H="?=;FF?> NL;>MOLJFQ@NOSKEIL? NB;HCN
M?FFM CN B;M ;H OH@;PIL;<F? <|RiH=2>2@C=CN

#IL G;HSS?,LMNB2HCNBN;NB/IVB;>; NL;>2?@CLINOSD;GIL? AlI>M@LIGIBR?MENBQILFNB;K)?
M?HP?LM?;NIBCI@;=NBIOF¥4& MOLJLCMCENBCABH=IGF?P?FQP HINHFS=IHMOG?MCT;<BR-NCIH
|@OLIQH >IG?MNC=;FESO=?AlI>M<ONHNBOMC;MNGSEESILN A 1>M ,NB?L=IOHNLO?AR=B1 BCH;
;H>1;,CQ;HQBC=6;HO@;=NOLCG;LCE&B?RIILNB;P?F;IA?NL;>MOLIFONPZNOMYB?BI?K® ; GIL? AlI>M
IP?LM?;M NB;H NB?S <OS

Managing the National Credit Card

L? NL;>2?@C=CNMNBCHAIN H?=?MM;LCB3S=;H <? JIMCNCP@=I0HNINsz=IHIGS CMWINLIHAIIOAB
<INBNIE??JALIQCHAI> NIA?H?L;NNBDI<NH> CH=IG?NB;N?LGCBNAMCNCTRHDNBZ?MNBQILF>B;M
NI@?LB;NQ;M=?LN;CHES2;MZTCHNB2HCNTN;N?OHNB? M 0IG? ?RJI?LNBIQ?P?L;L? ;F;LG?>N


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/3.1.1.jpg
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IOLL;JC>FS=?F?L;NOHA>??@CAENP?MNGREND ;LL?HO @ ?I® 1?R;GIF?=;ONCIHNB; NI =IOHNL=SH
=IHNCHOIOMBSINEQA?;H> <OA?IHCHAL;>2?@C=EBB/HIN ?=;0M2=L?>CNtNCIHMCFP?HNO; M J
N;ECHA2M @LIG?<NIH;NCIHM> QB?H\B;B8;JJ?HVMNBHM;NCIHAJ?H>CMAL?QCHEP?NI=?;M?",0OL
H;NCIHFA?>GIN.> _B?Q;LHM;FFIQNDNNI=B;IA?NLOES?;NBN;EQEI®OHNMONNB; N;L>8=L?>ECHMIN
FCGCNF?MNR?MD@

S NBM;G?NIE?HNL;>MOLJFOM?MBH?=?MM;LEES @I, H;NCINEIHMOG?LM;HaM?RJILN @O?F?>
?=IHIGSJLI>O=?BCAB=IHIGCALIQNEBHNB? M ;H> M ONGIMNIG?MNC=;6:8? =IHMOGAII>M
Q?LILC=?N;LNC@C=BIARP?RMMCIHH CNM?F@QBRARHD;=NIB;&;HS";J;H?M?NL;P?FPB?LM?;M
NI<OSNB?F?=NLIHG+MNB?IBCAB KO;FEANSM IH QBC=BJ;H?M?NL;>Q;M>?J?H>?HN JF;S?LNH>
N?F?PCMQMW CAHC@C=BMWNPECHoIHIFOF )IM HA?F?MIB;FCHIESI %IQ >CNBQWCNO; NTIGP

;<ION 1BIOAB;J;H G;HO@;=NOLPMLC?N@AII>M G;HSI@NB?GL? G;>? @II?RJILNLI M?=0OIMB;L?CH
CHN?LH;N@GHE?NNI;H JLC=BMNNRIILN?AII>M=IGIJ?NCNCRHECIMH <?=0MAGI?NCNCIHCGCN?>
JLI>O=?LHIONLNC@C=RCIARC=1M ";J;H?M? G;>?AlI>M !0? NI; HOG<?1@@;=NILBCAB?G;H>@IL

; FCGCWRSJJRECGJIILN2AI>M BCABBCJICHA>CMNLC<GNNEH> INB?EIMNEH=0OLI<ESCGJILN?CH

; H;NCIH NB;N N?H>M NI JLIN?=N CNM IQH CH>OMNLC?M CGJILN?> AlI>M ;L? ;FMI ?RI?HMCP? 1B? ".J;H

Balance of Payments

1B? M?=IHE?SG?;MOL@NB?@ ?=NCP?KCHN?LH;NQNH; FTM; F;H=1@J; SG?HNINB2>C@?L?H##??L

; J?LCIF@NCGZR?NQ??NBNIN; B FIQAGIH?S=IGCHAHNI=IOHNLB>NBNIN; @ FIQ@GIH?SAICHAON

M CHCNF;H=21@NL;>NBRCAA?@N-NICH =IOHNINgF;H=2@J;SG?HNEMBGIH?SNB;NIG?MCHH>
AI?MONM; L?MOBCGJIILNM> ?RJIILNMON<;F;H=1@J;SG?HNEH=FO3RR?=;MBCH@FIBM ION@FIQM
MO=1=;MB_?=?CP@LICGL J;C>@ 1@ IL?CEHP?MNGRHNMNIOLCMECFCNARI?H>CNQBE2\@ IL?C AT
#IL ?R;GIF?C@2 0 =IGJ;HS <OSMIIG?L?;FP?MN;\CH @IL?CADHNLSB;ICHP?MNGABNNEHNB?2 0
<;F;H=2@J;SG?HNMOMINCHCNF;H=2@NL;>2QBC=87;MOLIMFSCGJILN> ?RJILNWIL;HM;=NC&MB?
FIHALOHB;PCHAd OH@;PIL;<€F;H=1@J;SG?HNMHH?A;NCP?&3 ?NNBMN;<CA@NSIOHNINM=OLL?H=S
0IG? I<M?LP?LIMP QILLC?><IONNB2 0 >IFF;LQBC=B;MOH>AIH?;H ;==?F?L;NCEHMN?UROH@;PIL;<F?
<;F;H=?MRJ;SG?HNMCHNB? M #IL IH? NBCHALLSCHIRA;NCRF;H=?R;M@IL="NB2HCNDN;N2M
=IP?LCNM<NS<ILLIQCH&LIGNB?EIOHNLC2MID ?N #CAOL? "2 0 &GJIILNNMRIILNMH> ;F;H="?
|@-;SG?HNM \ JLIPC>?M<LCBZMNILCRAPC?QI CFFOMMBR?F;NCIHMEBDIR ??NB2HCN?>
ON:N?Ma <;F;H=? 1@ NL;>? ;:H> CNM <;F;H=? |@ J;SG?HNM

#CAOL? 20 &GJILNM "RJIILNM ;H> ;F;H=?1@ -;SG?HNM \
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Note #CAOL?M ;L? @IL "AlI>M HINFA\II>M ;H> M?LPC=?M _

0lIOL=? 20 ?HMOM OL?;0 #IL?CA?1CPCMCIH

X +:NCIHM NL;>? <?=:0M? NBPSL#H@x? ;FF NB? JLI>O=NM NB:N NB?CL CHB:<CN:HNM H?72>
1B?S CGJILN NBIM? NB;N NB?S H?N-HOMO=Ma> ?RJIILN NBIM? NB;N :L? H??>7>
2FM?QB?L?

11 OH>?LMN;H> QBS =?LN;CH =IOHNLC?M CGJILN IL ?RJILN =7LN;CH JLI>O=NM $I0 H??> N
NB;N HIN ;FF =IOHNLC?M ;L? All> ;N JLI>O=CHA IL ;L? ;<F? NI JLI>O=? NB? M;G? JLI3O=NM

1B? =IMN I@ F;NB? ;P;CF;<CFCNS I@ H;NOL;F L?MIOL=?M ;H> NB? F?P?F |@ EHIQ BIQ P;LS
AL?;NFS ;LIOH> NB? QILF>

X 11 ?RJIF;GBIQ =IOHNLGZMC>QB;NJLI>O=NWMICGJILN>?RJIILN?=IHIGCMBIMRB2IH=?INI®
absolute;H>comparative advantage

H:NCIH B;M ;absolute advantageC@MENB? IHFS MIOL=? |@ ; J;LNC=OF;L JLI>O=N I|. =:H
G;E? GIL? 1@ ; JLI>O=N QCNB NB? M;G? ;GIOHN 1@ IL @?Q?L L?MIOL=?M NB;H INB?L =IOHNLC
comparative advantage?RCMNM QB?H ; =IOHNLS =;H JLI>0=?; JLI>O=N ;N ; FIQ?L
opportunity cosNB;H INB?L H;NCIHM
X +:NCIHM NL;>? NI ?RJIFICN NB?CL ;>P;HN;A?M NB?S <?H?@CN @LIG MJ?=C;FCT;NCIH |@I=OMCH
<?MN ;H> NL;>CHA NB? IONJON NI INB?L =IOHNyGCPNPEIN. QB;N

X 11 ?P;FO;N? NB? CGJ;=N |@ CNM CHN?LH;NCIH;F NL;>? ; H;NCIH FIIEM ;N NQI E?S CH>C=;NILM <;]
NL;>? :H> <:F;H=? 1@ J;SG?HNM

X 4 ?>?N?LGCH20OHNIM=mlanceof trade <SMO<NL;=NGB#FOPQCNIGJIILNBILIGNBP;FOP@
CNM ?RJILNM
&@ ; =IOHNLS M?FFM GIL? JLI>O=NM NB;H CN <OSM CN B;M ; @;PttadE? <;F;H=? =;FF?>;
surplus
&@ CN <OSM GIL? NB;H CN M?FFM CN B;M ;H OH@;fPHdeEefick;H=? IL ;
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X 1B?balanceof paymentsCMB2C@7L?H#??L; J?LCIF@NCGR?NQ?RBNIN;EFIQIGCHAHNI
; =IOHNLS ;H> NB? NIN;F @FIQ AICHA ION

M CH CNM <;F;H=? 1@ NL;>? NB? <CAA?MN @ ;M FCH=HI@HNEG2HNM CM NB? GIH?S
NB;N =IG?M CH ;H> AI?M ION ;M ; L?MOFN I@ ?RJILNM ;H> CGJILNM

ON <;F;H=? 1@ J;SG?HNM CH=FO>?M INB?L =;MB CH@FIQM ;H> ION@FIQM MO=B ;M =;MB |
@LIG IL J;C> @IL @IL?CAH CHP?MNG?HN FI;HM NIOLCMG GCFCN;LS ?RJ?H>CNOQL?M ;H> (

Exercises

L

(AACSB) Analysis

4 ? OMRBZIH=?INI®;<MIFONFR> =I1GJ;L;NCP>P;HN;ANI ?RJF; CEBS=IOHNLECABIILMIG?
JLI>O=NM>?RJILNNB?LM ? =;H;FMIOMRB?®I ?RJIF;CBIQ QILE=;H<?>CPC>2NQ?7NQI
J?LMIHNIQI =IHMOFN;HNM]?HHE&QBH]B;P? ; =FC? Bl H??>M =IGJ;HS L?JILNQLCNN?
;H>; -1Q?L-ICHNIL?M?HN;NZIPY;L?>QCNBABH?RNQI Q??EMINB '"?HHC@PE 'IBH B;P?
?RI?LC?HZZCNCRALNM>JIL?J;,LCHA?M?HN;NGIENM ?CNE2MNBRICGAY>] <INBDI<MELIG
J;MN ?RJ?LC?H=? NB?S EHIQ BIQ GO=B NCG? ?;=B |@ NB?G H??>M NI =IGJF?N? ?;=B NSJ? |@ JLI

L

Consultant Write a report Prepare a presentation
'IBH BIOLM BIOLM
"?HHC@?L BIOLM BIOLM

2MCHA NB? CH@ILG;NCIH =IHN;CH?> CH NB? ALC> ;<IP? ;HMQ?L ?;=B 1@ NB? @IFFIQCHA KO?MI!

(AACSB) Analysis

4B;N B;JJ?HNM@OLCHMACP?8?;L SIOMJ?HSIL? GIH?SNB;FBION;ETTH4B;N B;JJ?HM &IO
@CH;HsIOUP?LMI?H>GHA OHHCEASIOL=L?>CN =g£;%;H="NIMIG?IONL;A?IGRCGCNIOF>
SIOB;P?NLIO<KILLIQCHEHNB®@ONOALPOF>SIOB;P?NIJ;S BCABTHN?LRMNMAIQ QIOF>
SIO A?N ION 1@ >?<N

+1Q F?N&B;HA%¥ou NIthe United States 1B?2HCNBN;N7BIMDOMAHKDJIH? I@NBF;IA?MIN?
S?,LNL;>2?@C=CMBCMNILS]@IL NBNL;>?>?@CE0N;FGIMN <CFFCIPMJIH>NINB?
@IFFIQCHA CN?GM

A20 1L;>? CHBII>M ;H> 0?LPC=?M] ;F;H=R@-;SG?HNM,- ;MCM NBLO _ 'OH?

BNNJ QQE2PHMOM AIP @IL?CAH NL;>? MN;NCMNC=M B{FHARMN 2> QAONMNNRN


http://www.census.gov/foreign-trade/statistics/historical/gands.txt
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Learning Objectives

17@CH? CGJILNCHA ;H> ?RJILNCHA
"RJF;CH BIQ =IGJ;HC?M ?HN?L NB? CHN?LH;NCIH;F G;LE?N NBLIOAB FC=?HMCHA ;AL??G?HNM
I1?M=LC<? BIQ =IGJ;HC?M L?>0=? =IMNM NBLIOAB =IHNL;=N G;HO@;=NOLCHA ;H> IONMIOL=CH.
"RJF;CH NB? JOLJIM? |@ CHN?LH;NCIH;F MNL;N?AC=;FFC;H=?M ;H> DICHN P?HNOL?M

2H>?LMN;H>BIQ 2 0 =IGJ;HC?M ?RJ;H> NB?CL <OMCH?MM?M NBLIOAB @IL?CAH >CL?=N CHP"
CHN?LH;NCIH;F MO<MC>C;LC?M

2H>?LMN;H> NBOGE?HNM @IL ;H> ;A;CHMN GOFNCH;NCIH;F =ILJIL;NCIHM

1B? @;=NB;N;NCIHNR=B;HARCFFCIEMIFF;LRHAII>M;H>M?LPC2>MB S?;L>?GIHMNL; NBEHN?LH;NCIH;F
NL;>%;E?MAII> ?=IHIGCM?HMAL ;H G?LC=HIGI;HS QCMBAHARI;H><?SIH>H;NCIHHL>?LNNB?L?
;L?; P;LC?N@Q;SMCN;HA?NCHPIFPTHCHN?LH;NGIBNMCHVINGIN;E?, =FIMZEIIE ;NNB®IL? JIJOF;L
IH?M

Importing and Exporting

#CAOL?
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1B? 2HCN?> ON;N?M ?RJILNM <CFFCIHM I@ >IFF;LM I@ MIS<?;HM NI BCH; ;HHO;FFS

2HCN?> 0I1S<?;H [;L>*0 0I1S<?;H "RJIILNM &H@IALNBG=

&GJIILNCHOSCHAI>O=NWM?LM?; > L?M?FFRBRAEHH?MQH =IOHNL3H> ?RJIILNCHU?FFCHB&?MNC=
JLI>O=NNI @IL?CADMNIG?LM? NBAF>?MN{> GIMNIL?P;F?HRILGM® CHN?LH;NCN;B?#IL G;HS
=IGJ;HC?MCGJIILNCBMIBILCG;LECHREI NBAFI<;FG;LE?N G?LC=;H@II1>;H> <?P?L;ARQBIF?M; F?1@L
CHMN;HEGJILNBXINNFZEN?LPC;HOLIGCNWMOL=CHNB#L?H=B~IM@IL?M;FC2 0 MOJ?LG;LEOH?

4 ;N?LKP>C,; ,NB?L=IGJ;HC?M?NCHNNBAFI<;EL?H;<SC>?HNC@BCHN?LH;NCHLE?NDIINB?CL
JLI>O=NM><?=IG??RJIILN?LNB? BCH?M®@IICHMN;H£? CH=L?;MCHAHS@Q@ ; Ml I>M11E?> CHAIS<?;H
ICF ?=,0MNB?$MIB;P?;H CH=L?;MCHANCNRIIG?;N NB?&??>BCAB JLIN'NIS<?;HMIL;,CMPCP?MNI=E


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/3.2.0.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/3.2.0.jpg
https://www.flickr.com/photos/unitedsoybean/11731979063/
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$;F? M ; L?MORBPLC=;H@;LG?IHNQ ?RJILNP?L <CFFAML_NB@MIS<?;HMI BCH;?P?LS?;L
G7?LC=;H 01S<?;H MMI=C;NCIH

Licensing and Franchising

=IGJ;HS NB;Q;HNMIA?NCHNH CHN?LH;NGHLE?NMOC=EQ8CHY;ECHAFSFCGCN@EH; H=EFF?A;F
LCMB@ABNHMC>RPC=?HMBHZ?G?HPZNB®IL?CAIKSJ;HC?MH CHN?LH;NEEHMEH2?G?HRFIQM
@IL?CAKEI;HS NB%censee NIM?MBILI>O=N@; JLI>O=?INB%Hcensor IL NIOMENBHN?FF?INOFNS
MO=BAJ;N?HNNL;>?G;LEMISLCABIIMWR=B;HA@ILIS;FN&??M?LMBIQ CRILEMGIO IQH ; =IGJ;HS
CHNB2HCNDN;NINB; NI?FEN® ?? @F;PILI3=ILH 610aLMOLUYB;SIOLILI>O=RIOF><?; <CBCAHJ;H
<OBIO>IHaB;P?NBR2?MIOL=RN1?QJ; @;=NILSM;FAED CEMB;NIOHNLEO =;HAG;E?NB3IJ=ILHB?L?
;H>MBGINI;J;H <?=,0MCRIOFA?NIN;FAI SIO?HNTHNIFC=?HMBHZ?G?HRICNB;J;H?M?=IGJ;HS
NB;NFFIQNIOLFC=?HMW?P3;HO@;=NeI@ ?? @F;PW3=ILHOMCBOLMI?=CJEI=?MM>NIM?FEHSHJI;H
OH>?L SIOL <L;H> H;G? &H ?R=B;HA? NB? ";J;H?M? FC=?HM?? QIOF> J;S SIO ; LIS;FNS @??

HINB?LJIJOF;LQ;S NI ?RJ;H>IP?LM?;KNNI M?F®L;H=BCIANM?L;H CHN?LH; NG FH=BCAL??G?HN
=IGJ;HS NB?ranchiser AL;HNM®IL?CAKEJ;HS NB?Pranchisee NBRCABNOMENM,;H>H;G?;H>NIM?FENM
JLI>O=NMM?LPC=IBP@L;H=BCOMM?MIIHMC@HFHJI?L;NCIHONAL??MI1J?L;N?2==IL>CHKXI; <OMCH?MM
GI>?F?MN;<FCMBRB@L;H=BC&MNOLNB@L;H=BCDMO; FRIPC>?MP?LNCMRAHLHCHAH?Q JLI>O=N
;MMCMN; HEM=BCMCHNA;NOLBILG@AFI<;”PRJ;HMCEI=IGI;HC?MB; NI?L;N>IG?MNC=;ERSL>CHA
NI; @L;H=BGW?F CH=FO>CHAN;OLHHBNCHMO=p1*=!IH;F>a M;H> (?HNO=E8_C?>BC=E?HH> BIN?F
=B;CHM MO=B ;M %IFC>;S &HH ; MNRLW 4

Contract Manufacturing and Outsourcing

?=,0M?I@BCABIG?MNGE<IL =IMNNB;HS 2 0 =IGJ;HC?NB;HO@;=NOIB?QLI>0O=N&H-IOHNLGBPL?
F;<IL=IMNN? FIQ?L1BCM.L,HA?G?HN\N;FF?2HN?LH;NGHNL;,=8;HO@;=NOUCHANMIOL=CHRZ 0
=IGJ;HS GCABNHNL,;=QICNBFI=;F=IGJ;HS CH @IL?CAKDHNLE G;HO@;=NO1?I| @CNMI|>O=NENQCFF
BIQ?P?LL?N; GHHNLIKQILI>O=N?MCAH>>?P?FIIG?HN>JONCNMIH F;<?fiH NB@CHCMBI2O=NHNL;=N
G;HO@;=NOICMCNIGGIH CHNB2 0 ;JJ;L?FROMCHTOWBIMNG?LC=;HL;H>M?CH&;>? CH HOG<?L
@ MC;H =IOHNLC?M CH=FO>CEMNBGH&BI>IH?MC; ;H> &H>@ G?Er@>?LC=E

1B;HEMNINQ?HNS @CLMN CRENDENER4BHIFIASIHG;HO@;=NOI@BA=NGIHNFMI<? IONMIOL=R$
H:NCIHDCNBQ?LE;<IL=IMNRIO =IGJ;HC?RIH=L?;MCHAESBH ; P;MNIOJJF@L?F;NCPCRSRJ?HMIECFF?>
F:<ILNI1J?L@ILB;LCIOSDMCHRMP CAR=BIMI@NQ;+ZP?FIJG?HN=IOHNCHA> =F;CGMI=?MMCHA
S?;LMG?LC=;HCHMOL ;4GJ;HC?®;P?JLI=?MMBO=B@NB?CE;CGM L?F;N72LQILECHL?F;H4 CNB
F:1A? Q?FF ?2>0=;NROF;NCIBCNBIAFCMBHAO; AMECRENG B; Mk ?=1G?; =?HNRRIMI@NQ;ZP?FIJG?HN
:H>=OMNIG2|FF=?HN?@LG?LC=;H=IGI;HC?MHNB 2, MA@EH>C;MSIO =, HM?TH.<F?  "0?F?=N?>
%IOLFS ;A?M2HCNN:N?M> &H>C: NBINNL;=NTIMINIHFS, F;IA?JIIF I@EHIQF?>AQILE?LMONFMI
MCAHC@C=;HNFS FIQ?L Q:A?M

1,<F?  0?F?=N?> %IOLES?M 2HCN?> ON;N?M ;H> &H>C;
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Occupation U.S. Wage per Hour (per year) Indian Wage per Hour (per year)
*C>>F? F?P?F G;H;A?L J?L BIOL J?L S?;L J?L BIOL J?L S?;L
&H@ILG;NCIH N?=BHIFIAS MJ?=CJPCHENDL J?L S?;L J?L BIOL J?L S?;L
*HO;F QILE?L J?L BIOL J?L S?;L J?L BIOL J?L S?L

0I0OL=? I;N; I<N;CH?XLIG"%O0A ;A? $;,JM @ILNB?0;G? 4 ILE ?NQ??H IOHNLCAM'OH? _
4 ;A?&H>C=HIG BNNJ QQQA?CH>C=NAG,CH ;A?&H>C=AL?NNPA?CH>C=NRONBOA? Q;A?
AIM @NIB? M;G? QILE <?NQ??H =IOHNLC?M 'GE£?MM?> 0?2IN?G<?L

Strategic Alliances and Joint Ventures

4B;N C@=IGJ;HS Q;HNMI > <OMCH®WM@IL?CAHDHNLSONF;,=EMIB?RJ?LNAGMR?MIOL=?M QB;N
C@®BN;A?NH;NCINAIP?LHG?ENPMHNFFIQ@IL?CAKEI;HC?MI 1J?L;N?QCNBCNKML>?LINDHF? 12N, M;
FI=;RJ;LNH?I&HNB?M?M?M @ CLGCABMHNZTHNI MNL;N?AE€;HLXCNBFI=;F=IGJ;HS IL ?P?HQCNBB?
AIP?LHG?HNNM?F@&NL;N?AEE;HENMH ;AL??G?HRPNQ??NQI=IGJ;HC?ML ; =IGJ;HS ;H>; H;NCIHNI
JIIF L?MIOL=@ML>?LNI;=BC?PROMCHAVNMVNB;N?H?@ONBJ;LNH?L¥ML ?R;GJF?3C;=IG ; F?;>CHA
AFIS;EG?>CFIGIHS B;M, MNL;N?AEE;HE)CNBCDCHAF?PCMRIBLI>0=?BCH?M? F,HACGOMCH>
?HN?LN;CHG?HN JLIAL,G@GHA &HAN?LH;NCIH;F

H ;FFC;H=? =H M?LP? ; HOG<?L |@ JOLJIM?M

X "HB;H=CHA G;LE?NC@IA D

X OCF>CHA M;F?M ;H> G;LE?N MB;L?

X &GJLIPCHA JLI>0O=NM

X [?>0=CHA JLI>0O=NCIH ;H> >CMNLC<ONCIH =IMNM
X 0B;LCHA N?=BHIFIAS

FFC;H=2WHATH=1J2@LICH@ILGKI?L;NCPAL??G?HNM |ICHrPHNO];FFC;H=?RH)BC=BB3J;LNH?LM
@OHM?J;L;NZHNCIE_B;IN J;LNH?LMBRCIILJIIL;NCINIG;H;A?NB?OICHINL;NCIH;A; TCH?JO<FCMB?L
%7?;LM@I1?R;GIF?B;MDICHM?HNOLQRINBIGJ;HC?MHV?P?LFHOHNLCOM SIOHAQIG?H CHML;2EH
L?;>Cosmalsrael CH6?<L?QH>/OMMCEIG?H=;HJC=©EJ; /OMMC;H F,HAGARMCIE@CosmoNB;I&??NM
NB?EI??>MB?2 0 ?>CNQWPLP?M; MN;LNGKAINIQBC=B;NCIH;FR3SLIJLC;NG;N?LCEN>->?>CI?;=B
>C@?L?HNCIHBCKMJILIL=B ;FFIQMA6?;LMNI M?RA¥B%G;A; TCHTHSIL? NB;H® C@NSHINLCPM>

$:L<C ILI> $:L<C

Foreign Direct Investment and Subsidiaries

*HS I@NB?JJILI;=B?MNI AFI<;F?RJ;HMCINB; \Q?aP2>CM=0MMP®@;L,FFIQ=IGJ;HC?MII J;LNC=CJI0I?
CHN?LH;NGH,E?NOTNBICNP?MNIHEAL ?CAHHNM> @ ;=CFCNCGM.E?NRRJ;H>BIQ?P?L;, @CI&CABN
>?=C>RI?HB;H=CNMGI?NCNCH?2HN;AXS G;ECHA >CL?£NHP?MNGZHIPL;NCIHMH>O=NTZHHINB?L
=IOHNLSIL?CARCL?<HP?MNGZHN L?@7?NWBILG;PMN;<FCMBEEOMCHPMMNCIHM @IL?CAH
MICF]NB2OCF>C @& ;=NILCIYIVF? N C=7Nt> >CMNLC<CGIRNBILEMM?LPRI=;FG;LE?NGH H;NCIHNB?L


http://www.wageindicator.org/main/WageIndicatorgazette/wageindicator-news/huge-wage-gaps-for-the-same-work-between-countries-June-2011
http://www.wageindicator.org/main/WageIndicatorgazette/wageindicator-news/huge-wage-gaps-for-the-same-work-between-countries-June-2011
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NB;HNBZIGJ;HSHBIG? =IOHNLS NBMNB?B;H>I@MB|LT#7OLQPB?H\NB®;=CFOMZRMCHNB @ IL?CAH
=IOHNLRJF;=2 0 G;HO@;=NOI@#LEFCNEA? OM?NIJLI>O=AlI>MNB;QCK? M?HN=ENINB2HCN?>
ON;N7®IM; FOBC@NILHEO=NCOMFIQ Q;A?=IOHNLCWONZ2H. CNC=ITCR?MOENNBFIMMEDI<N® IR O
QILE?LM *H>?F

#& CM?H?L,FRNBGIMNRI?HMGRGGCNG?RNIB;N @CLGHG;E? NI;H IP?LM?;M;LE?NH> CNBNSJC=;FFS
>LCPASNBRICTH>;NNL;=NCPAGNEA; A?NG;LE?N/IL ?R;GIF?$?LG;H;H>"J;H?M?,0ONIG;E?LMO=’1

*4  *PL=?>?MLISIN; ;H>%IH>; B;P?G;>? M?LCIGNEGCNG?HNINB2 0 G;LE?NGIMN@NB?Z;LMH>

NLO=EM NB;N NB?S <OCF> CH JF;HNM CH NB? OIONB ;H> *C>Q?MN ;L? >?MNCH?> @IL M;F? CH NB? 2HC

=IGGIH @ILG@#'& CMBZIL?CAMD<MC>CH EH>?J?H>2HBU;HS IQH?><S; @IL?CEACLEFF?NB?
parent 1BCMJLI;=B NIAICHEHN?LH;NGHNHFSACPMNBIJ;L?HNIGI;HS @ OEE?MNMIFI=;FG;LE?N&DN
FMPR?GINBAR LIGHSF;QNIL L?AOF;NOMBWS; S B;GJ?LNB2=NCPCN@@W.?CECLGAR?J;L?HNIGJI;HS
B;MNCABNINLIFP?LNBPI?L;NCIHIMD; MO<MC>GO8DBCRA?HCHE;H;A?LMOLIGNBI;L?HNIGI;HS I@N?H
IP?LM?R?L;NCIHKE;HS G;H;A?LNH> ?GJFIS??N? =CNCTRENBBIMNIOHNLEN MOLIJLCMGBEIM®B?LS
FIA? @CLBNP? @IL?CMD<MC>CRC?NH> |I=; IF; @IPR;GJIF?B;P?<INBB;> MO==?UIMB?J;H?M?
G;LE?NBLIOAB?@IL?CMO<MC>CLC?2MH ;H> I=; IF;\;J;H #1& AI?MCHNBINB?ECL?=NQIH
;H>G;HS=IGJ;HC?M?L;NCHANB2HCNDN;N2M? CHD ;=MO<MC>Ct@EPM?CECLEVL<?L-LI>O=NMDIL
?R;GIF?CMMO<MC>ENBYQCMNMEI;HS +IP;,LNCIQBCFINIJ  0BIJ ;H>$C;HMII> ONIL?M?FIHAINB?
ION=B =IGJ;HS /IS;F BIF>

4B?L? >I1?MGIMN#!& =, JCN;RPH>0J #CAOL? 7B?L? #& $I?M_JLIPC>?MH IP?LPC?Q@ ;GIOHNM
>?MNCH;NCIHM >?P?FI13?> IL >?P?FIJCHA =IOHNLC?M ;H> NL?H>M

#CAOL? 4B7L? #& $I1?7M

FFNB?MANL;N?AEPIVI<??HVIO==?MNIENBRL?H; | @QAFI<;OMCH?RINMO==?NINCHN?LH;NGIBNMCH?MM
CHPIFP®IL? NB;HG?L?F& CH>CHBA?MR);S NI L?;=BCHN?LH;NCBELE?NMCHA AFI<;FROMCHHM
=IGIF?RLCMEB>?;PILM G;HS=IGJ;HC?B;P?F?;,LH?NBB;L>Q;S J?IIF?7H>ILA;HCT;NCHNBN>1 NBCHAM
NBM;G?Q;S ;<LI;> ;MNB?SI ;NBIG? 4B;N >C@?L?HEM? AFI<;KOMCHRNINLC=ES;N&INBKO?MNCIH
NB;N Q7aFF NOLH NI H?RN


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/fd4c5cbf9ccf21fd9e0e70d32c3c44ae.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/fd4c5cbf9ccf21fd9e0e70d32c3c44ae.jpg
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Multinational Corporations

=IGJ;HS NB;NJ?L;N?MH5;HS =IOHNLEM; FF?> GOFNCH;NGIHFL;NCIH+ Fortune G;A; TCHR&
LIMN?P@NBRNIJ@CBOH>L?* M CHNBRQILF>MJ?;EIINBALIQNBaHIH 2 0 <OMCH?MMRPSNQII@NB?
NIIN?KBOFNCH;NCGIGEHC?M?B?;>KO;LN?ICEB2HCNDN;N?H ;F *;LN HOG<?L ;H>"RRIH HOG<?L

#IOLINB?LM? CHNBRI?=IHNCN?HNNBLIOABY?HNC?BBPLIH $?H?L;FF?=NLCHE 1@G?LC=; ;H>
IHI=I-BCFFCINVB?L?G;CHCEAOLN?PRAHIH 20 @CL@WN?L?MNCERBSIQ?HNBI=IGJ;HC?NHCHR?
?H?ASMOJIFC2HA M?P?H.? CHMOL;HE@ CH; HEGHEPCE&CLGMAOL? M1B?4 ILFA1Q?HNEBL A?MN
*+ M_ JLIPC>?M ; FCMN I@ NB?MARWRHMNSF;E=IL>CHA NI L?P?HO?M

#CAOL? 1B? 4ILF>el D?HNS )A?MN *+ M #ILNOH?

Rank Company Revenues (in $ millions) CountryDType of business
4 ;F *;LN ONIL?M 20 L?N;CF?L
/IS;F 'ON=B O0B?FF +?NB?LF;H>M R87?L
"RRIH *I<CF 20 ?H?IAS
LCN;CH ?H3L
1ISIN; *INIL J;H ;ONIGI<CF? G;HO@;=NOL?L
"J;H -IMN %IF>CHAM J;H G;CF >?FCPXEECHA ;H> CHMOL;H="?
OCHIJ?= BCH; ?HAS
ON;N? $LC> BCH; JIQ?L ALC> <OCF>CHA ;H> IJ?L;NIL
5 #L;H=? CHMOL;H="?
BCH; +;NCIH;F -?NLIF?0G BCH; ?HAS
B?PLIH 20 ?H?IAS
&+$ $LIOJ +?NB?LF;H>M @CH;H=C;F M?LPC=?M
$?H?L;F "F?=NLC= 20 CH>OMNLC;F =IHAFIG?L;N?
1IN;F #L;H=? ?HAS
JHE 1@ G?LC=; ILJ 20 @CH;H=C;F M?LPC=?M
3IFEMQ;A?H $?LG;HS ;ONIGI<CF? G;HO@;=NOL?L
IHI=I-BCFFCJM 20 ?H?IAS
+--,LC<;M #L;H=? @CH;H=C;F M?LPC=?M
MMC=0L;TCIHC $?H?L;FC &N;FS CHMOL;H=? =IGJ;HS
FFC;HT $?LG;HS @CH;H=C;F M?LPC=?M

*+M  I@N?##IIN NB2JILI;=B ?H=;JMOF;NZENBGINNI"1BCHRFI<;FFS=NFI=;FFS 1B?SI@N?#DOMN
NB?CI?L;NCIHNLI>O=NM;LE?NCHA> >CMNLC<QINGMNE)CNBB?HPCLIHG?HRNBZIOHNLCH)BC=B
NB?&?L;N? ?=;OM?NB?®H>?LMNRE;N MH? MCT? @CNGPHN;FCNSVHNG;E? All> <OMCHMMAM?
QB?HNB?SaNt SCNAVI?RIEI>O=ND+-C@?L 78N E?NMNB?SaQTFFMHA=IGGI>;N? =OFNOJHPF ?=IHIGC=
>C@?L?H=83M=L?;MCHAFE MOJJF?G?NBI?C%;CHMNL?JGI>O=FCHQCNBLI>O=NMMCAH@LFI=;F
G;LE?NNF; IF; @IRR;GIF?ILI>O="M@ ?H>=CNLOM DOQCHBWP?FIJ?MI?=C@C&HRB?J;H?M?
G;LE?NIL A;H *IL AH 4B?HMO=HGJ;HC?MI+IEC; ;H>*INILIF; >?MCARFIBIH?MB?Sal@N?H
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A?,L?>NIFI=;AN;MNCHIFIL MCTH> INB?I@7?;NOL#AM ?R;GIF?+IEC; CHNLI>O5?2=?FBBIH? @IINBROL;F
&H>CHHMOGMNB;B;M >OMN L?M@EPSHNHNCMACIJIH>; <OCFNOHMBFCAMBRNO>S&H= =IG
*=IIH;F>a MILIPC>?2MP?A?N;LCRHC H>CQB?L2?FCACIIHIP C=NCIERPMB2?G;H>@1k??@>JILE
*=1IH;F>a M&H>C,; &HB?LG;HS *=!IH;F>a M=;N?LNI FI=;FN;MN2BI @ ?L CEZ?LCHMIG?L?MN;OL;HNM
*=IIH;F>a MILJ &NaR?LMB;L;D; *= CHH>C; *=&N;FSOLA?ICHN;FF>; 1?LCS;EEOL A?L
QCNB 07;Q??7> 0B;E?L #LC?M CH ;JJ;H ;M?0NO>S&H==IG

)JCE?QCMZHS*+ M B;P?G;>? NB?GM?FBIW M?HMCNOH2;FG;LE?NIH>CNCKBA?=?HNL;FCNBRBL
>?=CMGHRECHABCFZILIIL;NB?,>KO;LNMMGEEHN; CH®; CGIOHN@=IHNLIBIG? =IOHNLG;H;A?LM
E??J;, MOCN;2EMN;HSL?FSCHAGI>?LHN?F?=IGGOHC=;NOHM @?QTh;H;A?LNL.? >CMJI;N=B@%I1G
B?;>KO;LN?EMM  >?2J?H>CHMN FI=;FN;F?HNIN IHFS>1?M>?=?HNL;FCIL23HCT,NCM??7>0J ;H>
CGJILIP2?=CM@HECHAOICNFMIFFIQNH *+  NIJLID?-NBTG;A2@;, FI=;F=IGJHS &* @IICHMN;H=?
B;M<??HKOCND==?MN @B JI;H?M?G;LE?N?=;0MPI=;FFOMNIG?EH¥ MOJIJFCIRM-?CIENM; ';J;H?M?
=IGJ;HS LO=C;NINBCVL=?INCGMNB®;=NB;NBP;MIi&;DILCN&®& *a MLIES| ?GJFIS??NCH=FO>GHA
F?;>?LMBCJ ;L? J;H?M? H;NCIH;AM *flL A;H

Criticism of MNC Culture

1B? AFI<;FL?;=BI@*+ M CNl MIOL=R@=LCNC=CMQ?FFM JL;CM?LCNC-AMONB;MB?3@N?H?MNLIS
NBFCP?FCBI@BIG? =IOHNLZILE?LMS GIPCHAI<NNI>?P?FIJCHAOHNLCRPLROILE?LM.? QCFFOMA
F;<ILOH>?0IIL =IH>CNCIiH¥ @IIE?MNS 1B?S;FMI=IHN?HNB;NIL;>CNCIFR ?MNSFPNFO?NM? <?CHA
Q?,E?H?>H>?P?E?MNLIS?MAFI<;<L;H>M IMNAFI<;FOFNO@G ?LC=;H5IPC?MD ; MBI 1> ;H>=B7?;J
G;MM JLI>O=2HMOGALI>O=NINCHB?L§F;,CAB;NB??G;H>I@*+ M @II=IHMN;¥NIHIGC-ALIQNB
;H>=B?,J?L==?MNMIH;NOLIPMIOL=2MCLL?P?LM&EEFAR? NINBIBSMC=HAPCLIHG?HI¥ NB?M?A;NCP?
=IHM?KO?H=MCNG;OHN;CMN?@&LIGNB?7<OM?NMOCHN?LH;NQH; 5?] @ LIGNBIIFC=82JF;=CHALI@CNM
<IP? J?IJF? IH ; AFI<;AM=;F2B?MPC?QMOL@ ;=P CIF?HMNL?2RGIHMNL; N GIHOP; NN FEH H>
$?HI; &N;FSH ;H>MCHNB?KE??NCHEANB&HN?LH;NCIHN;LS#OH>H>4 ILF>;HE B;P?L?AOF;LFS
<??HMM;CRZSF;IA?=LIQ>NMAILIN?MNQBI B;P?MO==??>Ct;N=BCNBNN?HN@NBQILF>QCX2?>C,;

In Defense of MNC Culture

*?2,HOQBCFMOJJILNA@H+ M L?MIIHNB;BOAZILIIL;NCIHMFCP2RNN2B?;J?LILI>O=N®II=OMNIG?LM
?P?LSQB?L2L?;NDI<M;H> L;CMRBMN;H>;LK® FCPCIgA>?P?FIJCHAOHNLC2H?S ;FMI ;LAO?NB;N
AFI<;FCT;NCHEL?; M2IMWIM =OFNIHSPLMN;H>EHA, (LOA?L@CEHAIONS;H;ACHACL?=N@NB&*#
M;SM NB? @IFFIQCHA

AMB?CGJ;=NaNB®@;MNYLQNEH FCPCHMN;H>;LBWK??HIB?HIG?H;HM ? B;P?I<M?LP?NBTH=L?;MQ2FR?CHK®;
F;IA?LI?L=?HN;A@NBRILFIIJOF;NCKS; AL?;NTH=L?GBIIPP?<?@ILCHBCMNIBEIQCHAH=IG?NCPI?I|JF?
NB?2<CFCNBVIJ?H#H NBCHINB?INB;H;MC@11>;H> MB?FNCH;LNC=OFLNBCHN@=p1?>0=;NCIH> B?;FNBBCM
;<CFCNE5<CH?®CNBBMB;LCHAIHA H;NCIH@®G?>C=;H> M=C?HNERE="MB;MNL;HM@ILGS@PG;HS J;,LNN@
NB2?P?FIJCHALF>&H@;BN.N;FCR3/>?=FCH@LIG J?7L <CLNBM NI J?L <CLNB®N?L;=ISN?M
B;P?LCM@LIGH ;P?LA1@ J?L=?HDHNB? M NIIP?L J?L=?HW>;S4 ILF>JIP?LNB;M>?=FCH22?MJCMRCFF BCAB
JIJOF;NCIH ALIQNB CH NB? >?P?FIJCHA QILF> __ (LO?A?L
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Key Takeaways

X #IL ; =IGJ;HS CH NB? 2HCN?> ON;N?M QCMBCHA NI ?RJ;H> <?SIH> H;NCIH;F <IL>?LM N
Q;SM NI A?N CHPIFP?> CH CHN?LH;NCIH;F <OMCH?MM

X Importing CHPIFP?M JOL=B;MCHA JLI>O=NM @LIG INB?L =IOHNLC?M ;H> MPNOHFFCHA N

X Exporting ?HN;CFM M?FFCHA JLI>O=NM NI @IL?CAH =OMNIG?LM

X 2H>?L ;franchise agreement ; =IGJ;HS AL;HNM ; @IL?CAH =IGJ;HS NB? LCABN NI OM? CNN

;H> M?FF CNM JLI>0O=NM

X
JLIJ?LNS CH ?R=B;HA? @IL LIS;FNS @??M

X 1BLIOAmternational contract manufacturing IL outsourcing ; =IGJ;HS B;M CNM JLI>O=NM
G;HO@;=NOL?> IL M?LPC=?M JLIPC>?> CH INB?L =IOHNLC?M

licensing ageement;FFIQM ; @IL?CAH =IGJ;HS NI M?FF ; ¥MGILE#&%=NM IL OM? CNM CHN

B?L?:L?:F

IB?G CH IH

I <L;H> H;C

2FF?=NO;F

X strategic allianceCM ;H ;AL??G?HN <?NQ??H NQI =IGJ;HC?M NI JIIF N;F?HN ;H> L?MIOLEF?M NI ;=B(
<OMCH?MM Al;FM NB:N <?H?@CN <INB J;LNH?LM

X joint ventureCM ; MJ?=C@C= NSJ? |@ MNL;N?AC=;FFC;H=? CH QBC=B ; M?J;L;N? ?HNCNS @OH:
J;LNC=CJ;NCHA =IGJ;HC?M CM @ILG?> NI G;H;A? NB? ;FFC;H="?

X Foreign direct investment (FDI)L?@7?LM NI NB? @ILG;F ?MN;<FCMBG?HN I@ <OMCH?MM [IJ?L;NCIHM
@IL?CAH MICF

X Offshoring I==OLM QB?H ; =IGJ;HS M?NM OJ @;=CFCNC?M CH ; @IL?CAH =IOHNLS NB;N L?JF;=?M
G;HO@;=NOLCHA @;=CFCNC?M NI JLI>0="? All>M NB;N QCFF <? M?HN <;=E NI NB? 2HON?> ON;N?
JLI>O=NCIH NI FIQ Q;A? =IOHNLC?M CM I@N?H =LCNC=CT?> ;M CN L?MOFNM CH NB? FIMM |@ DI

X =IGGIH @ILG |@ #!& CM KB&ign subsidiary ;H CH>?J?H>?HN =IGJ;HS IQH?> <S ; @IL?CAH
@CLG

X =IGJ;HS NB;N IJ?L;N?M CH G;HS =IOHNLC?MraMtingtlePral; corporation (MNC)

1B?L? ;L? @IOL =IGGIH Q;SM @IL ; @CLG NI ?RJ;H> CNM 1J?L;NCIHM CHNI IP?LM?;M G;LE?NM C

?RJILNCHA FC=?HMCHA ;H> @L;H=BCMCHA #CLMN ?RJF;CH QB;N ?;=B ;JJLI;=B ?HN;CFM 1B?H

NB;N SlOa> OM? C@ SIO Q?L? NB? A?@IGB;HS4BS Q;M NBCM ;JJLI;=B J;LNC=0OF;LFS
:JJ?:FCHA

(AACSB) Analysis

610 IQH; =IGJ;HSNB;RGJIFISMIONNQIBOH>L3?IIF?CH;CH? NIJLI>O=BI=E?SUNC=HBS
GCABBIO>?=C>RIIONMIOLSTOLILI>O=NCM&H>IH?M@; IOF>=FIMCI3fOLIF;HN> GIPCHA
SIOUJ?L;NCIHM?LM?;BPFIL BOLNB2 0 ?=IHIGS 4Bl QIOF><?BOLMBI QIOF><?B?FJ?>
+1Q ;LG?>QCNBIMQ?LNI NB?MKO?MNCINESIOLM?RB?NBAIO QIOF>CH>??61P? SIOL
@;=CFCNC?M IL =IHNCHO? G;ECHA BI=E?S MNC=EM CH *;CH? "RJF;CH SIOL >?=CMClI|
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*IL AAH' S H>' ?@@L?S *I\;H Cracking the Japanese Market?Q 6 ILE #L?? -L?MM

3C;=IG &HN?LH;NCM3,€;=IG HHIOH=?M ONL;N?AEEC;H=@ILBCH?MPHN?HNLI>O=NCIQCNBCDCHA
1?F?PCMCIH 13 _ =NI<?L BNNJ QQRL;=IG =IG JL?MM NCH CR-L?MM/?F?;M?


http://www.viacom.com/press.tin?ixPressRelease=80454169

3.3 The Global Business Environment

Learning Objective

JIL?=C;N? BIQ =OFNOL;F ?=IHIGC= F?A;F ;H> J@CNE=PFME@NQ??H =IOHNLC?M =LP?;N?
=B;FF?HA?M NI MO==?MM@OF <OMCH?MM >?;FCHAM

&HN\NBZF;MMGHRPC?TheWzard of Oz ; G;AC=;FRSCMJIF;=?€>Q?M® ;LA CL¥,E?MGIG?HNNIMOLPAB?
<CT;LIPH>M=;0@,T ;H>NB?HIGG?HNNIB?LFCNRF? &> IHANBCKERaLZH;HM;M;HSGIL? 1INI _1B;N
M?HNCGHRH<FS?=BI?NIB2?;=NCIEG;HS<OMCH?MMJQBF&® CNB?GM?FEMBGC>NIBCHN?LH;NCIH;F
P?HNOI@NNBD CINIIG 2B ?>C@?L ?H=<ANQ? IRB@IL?CAHI>M=;JP1>NB™MH? QCNBBC=EB?Sa@ GCFC;L
;L2 I@NBOAH>GOFNC@;=0NZ? ;L? KOCNPCIONVO=B1>C@?L?HEHM HAO;AZOLL?H+3>?P?LS>;S
B;<CNM;S OMCHBIIMNCEMWMNP@MCFP?LQ;LONINB?LM? MO<NEIGJIF?R;H> MIG?NCG?RPHBC>>?H
00==?MMCHN?LH;NGIBMCHB2NHMOH>?LMN; H>CRIB>2;HA1@=0OFNOLFEHIGC=F?A;FEH> JIFCNC=;F
>C@?L?H=?M <?NQ??H =IOHNLEPEI;N?MEG? |@ NB? GIL? CGJILN;HN |@RB?NM>AC Q@

The Cultural Environment

"P?HQB?HNQIJ?IIF?@LINBM;G?=IOHNLSGGOHC=;N¥B?M#Q;SM JIMMC<CR@ESMOH>?LMN;H>CHA
4B?H J?1JF? @LIGC@?L?HNOHNLCARNNIA?NB?NB; NIMMC<CRINE ?; MPND<MN; HNOH&S?L ?H=-CM
=IGGOHC=;NGINSHZN® F 2647 L ?HECMWO FNONBMSMNRGVIB; L?=?FC? @&MO?MOMNIGM> <?B;PCILM
NB;MIP?LHNBZTCHN?L;=NC@IB?G<?LNM@; MI=C?NOFNOLFC@?L?H=M;N2ZB;FF?HARMMO==?"MM@OF
CHN?LH;NCIH;F <OMCH?MM>2FEHGH, @7?Q 1@ NB?M? =B;FF?HA?M CH NB? @IFFIQCHA M?=NCIHM

Language

"HAFCMIBNBTHN?LH;NCGIHHARO; ARD<OMCH?”NBH;NCPREMO=BDLIJ?;H =IOHNLCGVML,;H=?H> 0J;CH
=?LN;CHEEILC>CHNB?CRH F;HAO; A?M>=OFNOI<D/K ?P?LNB?FPIMFMCBIBROMCHENHAO; AN B ?
"OLIJ?;H=IGGOHCNB?L?;MHFS, @?Q@>0=;N70LIJ?;HMB;P?MNO>@2¥;FCIH +ILQ?AC;HGIMNB;P?
MNO>CHAFCMEGCF;LFENB®IONBMC; HMO<=IHNCHZBRL BOH>L?#8FI=;F-;HAO;A7M> >C;F?=NVI
MJIE?H'HAFCNMBNB 2@ C=€;AAO; ARHGIMN-ILH?LMONBRQILF>"HAFCMB IH#$?;E?LM]MO:BGIMN

113
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G?LC=;HM]B;P?HI JLI<KF?G@CH>GHAN?N?HNL;HMF;NHMCHN?LJIL?NPLOBSCN;HAO;AH CMM@?IL
"HAFCMB MJ?;E?LM >ICHA <OMCH?MM CH NB? AFI<;F G;LE?NJF;=?

&H5;HS=IOHNLAPM#ASE?G<?LM@NB?>0=;N2F;MMYNI?;EHAFCMB?F;IA?LJIJOF;NCIH]|QBC£BOMO;FFS
NB®;LE?S$IOQ;HNNIN;JIMI?;EMNBFI=;MNIHAO?>P?LNCMGRNM; ATWNH M; F?MI?; FMGOMN E'NB@ =N
CHN#=IOHNIL? NB;HH?"HAFCMB;HMF;NGH ;>P?LNCMZHA;B;M_.?MOFE®’>BOGILIONH> J?LB;JM
M?LCIOM <FOBISZA=F,MMC=M ;L? FCNN?> CHIMN CHIHMFE;NCIH_

1,<F? )IMN CH.JHMF;NCIH

&H ?FACOG NB? NL;HMF;NCIH 1@ NB? MFIA;H 1@ ;H G?LC=;H ;ONP>S$>SHGCMBE=;G? ION ;M ~ ILIM? <S #CMB?L
1L;HMF;N?> CHNI $?LG;H NB? MFIA;H " 1G? FCP? QCNB -?JMC_ <?=;G? " IG? ION 1@ NB? $L;P? QCNB -?JMC _
20 =IGJON?L =IGJ;HS CH &H>IH?MC; NL;HMF;N?> *MI@NQ;L?__;M "OH>?LQ?;L
$?LG;H =BI=IF;N? JLI>O=N =;FF?>"7CNN MCPH&?FF CH NB? 2HCN?> ON;N?M

H"HAFCMB MJ?;ECHRMB =IGJ;HS CH #L;H=1JBIH? .0?<?= ;>P?LNCM?> anvedfeat dOatto =;L ?H?G;_ CHMN?;> 1@ NB?
=ILL?=NaVvage dOauto

JLIJIM?> H?Q MI;J =;FF?> A,CHNS_ CH "HAFCMB =;G? ION ;M A FIl@_ CH #F?GCMB  ?FACOG ">CGQCNN?>_CH #LMC &L;H ;H>
J?LMIH_ CH (IL?; NB? JLI>O=N Q;M MB?FP?>

,H? @;FM? QIL> CH ; *?RC=;H =IGG?L=C;F @IL ;H G?LC=;H MBCLN G;E?L =B;HA?>"4B?H & OM?>NBCM MBCLN & @?FN All>_ NI 2
MBCLN & @?FN All> _

&HNB? M $*aM B?PS +IP; >C>Na&?N IH NB? LI;> CH -O?LNI /C=| CH J;LNie?s=CbM3I;HCMB G?;HM "&N\>#2MHa

20 ;JIFC;H=? ;> @CTTF?> CH NB? *C>>F? ";MN <?=;0M? CN MBIQ?>; Q?FF MNI=E?> L? @REGAGL NBO@PEBRISCEHUANBR,L
M?HMC<CFCNC?M |@ *OMFCG =IHMOCZNMIIEBI >IHa

#OLNB?LGIL?FSCHANL;HMF;NHIMCHN?LIL?MINMO;M;H CHN?LH; NGIBINFCH?MMJIN,MIEM; >P;HN;A?
610aLILCPEHFSNIinterpretationsl @NBG?MM; ANB; I$10aLA?NNCHH* NBABYH>C=;3;H L?MOEN L?;F
=IGI?NCNQRRKF?G*;S<? SI0aF6CML?NBMO<NEHN?HNGCEBNBI?LMIHQCNBOBIG SIOaLNLSCINA
=IH>0=ROMCH?”NB?A<?MN);S NI=1G<;NNBCMI<F?GCMI MNO3BIL?CAHHAO;A?MMN J?I1JF?;JIL?=C;N?
MIG??@ILNI=IGGOHC=;KMB?€El=;F~;HAO;A?P?HH NBGIMN;MCE?P?EB?S?P?HJJL?=C;NZCMN;E?M
SIOG;E? L?MOFN@HIK >?MCN?>?GIHMNL;SIDLA?HOCBPRIN?LEWNB F;HAO; ARDSIOL=IOHN?LJ;LOHA
@IL?CAKDHNLCEBP M;G?ILCH=C2F2V>IO<FR)B?H510aLZHNLI>O=SKAM?R@IH "HAFCMB?;E?LOH
NB2HCNBN;N?K?QNBCHANME @; MNNIZH=IOL;A? @LC?HANEMIB?LXB;H H;NCRI?;,E'-MQCFFCHAH?MM
NI AL??N ; @IL?CAH AO?MN CM NBPCTOMINAO;A?

Time and Sociability

G?LC=;HM;E?@IIAL;HN?S;HS I@NB2Z0OFNOINB?=NI@IOL <OMCHJIMMNC=?NN |@IOL G??NCHABIL
CHMN;Ha@?=-aM <OMCHECMMQPMQ? N?HNIMN;LIN> ?HAOLG??NCHANV=B?>0EB?MB,<CNWIN?@LIG

; <LI;>?L=OFNOILRP@?L?H3?>IHANFCHRI Q;MNRCGEN);M;H G?LC=;H ?HD;GCHL;HEFQBBI =ICH?>
NB3BL;M?1CGTIGIH?S_ 1BCNL?@?L?HAR?P?LCMSHI G?;HMDHCP?LMIE? ?RJI?=N;NOIB;&??NCHAM
QCHAN;ININCGHR>;>B?LNIIL?=CMPH>;MMIGGIH CH;LNM2'OLIJ? ?MJ?=C;NES3?LG;HC=IOHNLC?M
sMQ?FEMCHNB2HCNDN;N?MORFM?QB?L?IME);NCHG?LC=;;H>NB?C>>F7;MN]J?IJF? ;L? |@NFIN?

NI G??NCHAM
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High- and Low-Context Cultures

)CE?QCMAHA ?RI?=NOMCH?MMJIIHENB?MZ??ACIHM]IL<OMCH?MMJ@IHEGIMN@*?>CN?LL;H?;H
"OLIJ? @IINB;NG;NN?LINPA?NIQH NI <OMCH?NMMIIH ;M ;. G??NCHBAAMMN;LNZB?SaRRI<;<FS;ME
;<IONSIOLB?;FNBi> NB;NOSIOL@; GCRHKO@QB?NBBIOaL?HDISCIAOLPCMUNB?GLOHNLBIOAA?MN
FI=,F@II>MH> A?H?L,FEB?;L NI<?;PIC>CHA?LCIGNIM=OMMCH=IMNMIL G?LC=;HMVO=RIJC=U?
=IH>O=CR HINBCHONC>F2BCN=BJONCH-?LN; GFOFNOLARNNCOHNR; LNRBCMS CNM G;NN?I@MCGJIF?
JIFCN?H?MM ;H> BIMJCN;FCNS

&@10?P?L@CIBHOLM?E@O=BMCNO;NEBBE?MMPC=CMI Al QCNBB®@ FICH> <? L?=?JNARZ=0OFNOL;F
HO;H=?KIHBCAB =IHN2RRNOINBMOG?LICBHN?LFI=EEHA@NZBHMN;NP2LMIH;H> @ ;GCEBH?=NCIHM
NB;BIF>J?1JF?NIA?NBBIP?;H ?@ ?3N ;FGIMN-FCHN?L;=NCPEHNDMJ?1IF?BU?LMIH;FCPRPLF;JQCNB
NB?€OMCHENIRPM> PC=R?LM;CNEGJIILN;HNA?NIEHIQSIOLIIN?HNGEBGMCHIMNH?tMBOG;H?CHAM
:H> CH>CPC>0O;FM

S =IHNL;MOHFIQ =IHN?RAMOFNOLM@=BM NBIMP@ NB2HCN?8N;N?M?LG;HS OQCNT?LF;H+> NB?
0=;H>CH;PGHOHNLCPNMMIH;H>QILEL?F;NCIHMBCIIL? =IGJ;LNG?HN;FCBPO>IHAH?=?MM; LITFS
NI EHIQ GO=B ;<ION NB? J?LMIH;F =IHN?RN II@FC@MNa?;F QCNB BCG IL B?L CH NB? <OMCH?MM ;L?H,;

Intercultural Communication

IC@?L?HDFNOBRP>C@?L?HBGOHC=;NGleg, @;=NB;N;HN;EMIG?A?NNCBM?KRI #IL ?R;GIF?
degeesof animationin expession=;HP;LS@LIGOFNOI20FNOUDNB?L@LII?;HMH> *C>>F?;MN?LH?LM
L? KOCN2CG;N?X@;PILCRRIL?MMERS F;HAO;AFIHAQCNB;H>A?MNOLRML;CMPBIC=?MILNB?LH
"OLIJ?;HML? @;IGIL? L?M?LP?EB? "HAFCMBI?R;GJF?;L? @;GION®IINB?@H>?LMN; NINSHT> NB?
$?LG;HM@IINB?@ILG;FOBIG IMNOMCH RMMN C BAM>CNCINBdlistance;NQBC=B1? @??EME@ILN;<F?
QB?H\;FECRENRBIG?IHP;LC?88=0OFNOIZRIF? @LIGNB?C>>F?;MNFCHQI=IHP?LM®LIG >CMN;H&R
@IIN IL F?MM QBCF? G?LC=;HM JL?@7L GIL? J?LMIH;F MJ;=?

#CH;FFRIBCH?IIF?CHNIG?=OFNOIZR@ RIL>?FCP2CL?=NF?;IG?MM; AINB?LOMRE; HAO; ARB; NMIO<NH2L
GIL? CH>CL?24DMNNBG?LC=;HMH>GIMN-ILNB?LHDLIJ?;HMR ;FFHNNB@ ILG 2 N?AILFH>G;HS MC;HI@HNI
NBF;NN?ON?P?HQCNBREB?M?N?AILCNB?LR? >C@?L?H=PBRIOABNSJC=;FFISCN'BCH?M®&> (IL?;HM
;L? 2RNL?G2FCSL?ENPRIL?MMQBCFJ;H?M?;L? CH>CLZEBPSOMP; AOF;HAO;AM> ;PIC>M;SCHAMI_
?P?HC@B?SI HINCHN?N#>1 QB;NSIO;ME1B?SQILLSNB; NOLHOWHG&?IH?>IQH QCHRPMOEMIB?CEIMCHA
@;=? _;H>MI NB?S ;PIC>>ICHA NBCM CH JO<FC=

1BCMCM=0OMMCCGHADI NQI CGJIILN;HNCHNMCLM{RIC> FOGJCHAIM?F&?F;N?=OFNOINIM?NB 4. ?
MIG?NCGNFE @IL?R;GJF? ;<ION” MC;H=0OFNOLZ0ONMO=ELI;> =;N?AILC?M " MC;H_;L? OMO;FFS
IP?LMCGJFC@C=;08MM=0OFNCIRC@?L7?ENLIGIL?;H QBC=BMGC@?L?@NLIGBCH?M0?=IH> H?P?L
;MMOGYB; NQIJ?IIF?@LINBM;G?=OFN@ECFEFQ;SM=NCH MCGCEIHH?L+IN ;FH;NCHG?LC=;HN.?

=,MO;F ;<ION G??NCHA NCG?M HIN ;FF &N;FC;HM OM? ;HCG;N?> <I>S F;HAO;A? ;H> HIN ;FF $?LG;HM ;L~

&HMOGG;LE?;LEKION =IOHNINBODFNOH2 OMSIOLEHIQF?>ARIB?FLGJILIPRBKO;FCNEBIOLKOMCH?MM
>?;FCHARILH NIP;FORBMO<NFZ@?L?H-GNHA =OFNOISERIHANFFIQ=OFNOUR?L?INSNPAMC=N; R
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SIOCHN?LGCNRIIF?@LIGny=0FNQOL??;NP;=BJ?LMIEM;H CH>CPCH@D3MJI?HRCGR?NNCHEHIQQB; N
B? IL MB? CM ;<ION

The Economic Environment

&@I0JF;HNI>I <OMCHZMM@IL?CAKDHNLSIO H??>NIEHIQ CNIWPPR?=IHIGC=>?P?FIJG?HBIO ;FMI
MBIOR=2;Q;L? 1@@;=NIOW@FO?HNEPRORACNMDLL?H#5>NBZGJ;=NB;NB;HA?UH\B;R;FOQCH:P?
IH SIOL JLI@QCNM

Economic Development

&@10 >IHANOH>?LMN; H;NCINE ?P?R2?=IHIGC=>?P?FIJG?HEIOaFB;P? NLIO<ERMQ?LCNWG?<;MC=
KO?MNCMOERI 4 CFAHMOG?OMNBGNDHNL® ;<F?NI; @@ ILNBILI>O=RQ;HNNIM?FB6IQ G;HSOHCNM
=;H&?RJ?=NIM?FB CREN?JIMMC<NG;E? ; L?;MIH;<FRLI@CN =IOHNINF?PA?=IHIGC>?P?FIJG?HN
= H<??P;FO;NXE ?MNCG;NUBIAHHO;EH=IG?;LH?=J?L=CNCTB?4 ILF>;HE QBC=B?H>@IH?S@IL
CGJILIP?G?HRMDH>?L>?P?FIJANCIHMCPC>2MDHNLC2IWN® IOCH=1G2;N?AILCMILF> ;HE $LIOJ

X High incomé IL BCAB?L 2HCN?>ON;N?M $?LG;HBH

X Uppermiddle incomg NI BCH; OIONB @LC=; *?RC-=l

X Lowermiddle incomg NI 3 C?NH;G -BCFCJJCH?M &H>C;
X Low incomeN IL F?MM (?HS; :HAF;>?MB %;CNC

+IN? NB;NIB; NP?HNBIOAB =IOHNLEM; FIQ ;HHO;EEH=1G3?L=CNCTCN;H MNGPFH ;NNL;=NGOP2Z?@IL
>|ICHAOMCH®®MC@I?R;GIF?CM FIQ?LGC>>F? CH=IGIDHNLS?NCB; M, JIJOF;NCIK®, <CFFCJH>;
M?AG?HN I@ NB;N JIJOF;NCIH CM Q?FF ?>0=;N?>];H ;JJ?;FCHA @?;NOL? @IL G;HS <OMCH?MM CHCNC:;I

1B?FIHA N?L&;F 1@QG;HS=IOHNLECNI GIP? OIJNB?=IHIGC=?P?FIJG?HN>>?L0IG? @;=NIEW>0=CP?

NI ?=IHIGC=ALIQNECH=FO>1L?FC,<KMHECHNSMN?GMNLIHMANI=E;LE?N;H> AIP?LHG?HNFC=CNV
?H=I0OL;ACHP?MNGPEINIGI?NCNQBCFRCM=IOL;AGHAOJINCEMNGFMICGJIILN;HNB;N =IOHNLESP?;
MNLIH#rastructue] CNMUSMN1@MGGOHC=;NCINRF?IBIHZHN?LHPNF?PCMCIQMJI; J?LML;HMJILN;NCIH

LI;>M L;CFQ;SMCLIILNNPH?AS A;M;H> ?F?=NLCICNE. JF;HNMH> MI=C;@;=CFCNCGBUFMBIMICN;FM

1B?M? <;MC= MSMN?GM QCFF B?FJ =IOHNLC?M ;NNL;=N @IL?CAH CHP?MNILM QBC=B =;H <? =LO=C;F I

Currency Valuations and Exchange Rates

&@P?LE;NCIBDM?NBM;G?=OLL?HEIAN?LH;NQNH;#H> NL;PBIOF><?; FIN?;MC?2H@ILNOH;NIB&N
HINNB2;M?1B?L2L?;<ION  =OLL?H=CENBQILF>01G? SI0aPB?;L.3@MO=BINBLCNCMBH>INB?LM
;L? FCE?ESIEHIQNISIO MO=BANBManat NBP@@C=EF.L?H® T?L<;CD;H MG;FR;NCIGHIONBQ?MN
MC; )?NBIL?N?HSHO MO>>?HEE ISHOLM?E@N ?L<;CD;H> ;FFSIOB;P?QCNSIO CM =L ?>Gi\L> QBC=B
HIH?I@NB2?MN;OL; HNBIN?FRICR¥FE?;H>2 0 >IFF;LMDBC=BII IH? Q;HNNVWCNB?%IQ =;HSIOA?MIG?
T?L<;CD;H&EH;NMWISIO=;H<OS All> G?;F;H>=B?=EHNIBIN?F&@N&OLCHB2;S SIOaLCHO=E,?;>
NINB2FIM?MMNE;H>;MEMIG?IHNB?LQBI MJ?;ENHAFCMB?R=B;HASIOL>IFF;LI@ILT?L<;CD;8;H;NM&@
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SIOACPRB%;HE=F?LE ;FAH@SIOWNL;PZEIH?S >IHA?RJI?=NIA?N;=E G;H;NMNBRIQI=OLL?H=C?M
;L? HIN?KO;FLI >?N?LGCBI® GO=BT?L<;CD;IGIH?SSIOaR&?NCHR=B;HA@IISIOL NB¥;HE=F?LE
QCHHIE OINB2;SM@IL?CAR-B; HAZNJQBC=BN?FBEMDBIQ GO=BH?=0OLL?HE®ILNBelativeto another
currency &®I1>;SQ?L?OAOMN NB2F?LQIOF@CH*?R=B;HAZN?@ 20 >IFF;I?KO;FM G;H;NM
QBC=B7?7;HMNB;SIOA?N G;H;NNRIZP?LSIFF;ISIOACPRINB®;HE=F?LE&HNB?RQIL>MQB?H510B;H>
NBZF?LBIOL SIOaRR?N;=EIHFS G;H;NM d *IMN FCE?RB2?;F>1?MHINMIOHAII> NI
SIO <OI8$10B;P?HI =BIC=?]NB;N&B;N\B?R=B;HAZ,NTMFOMIOaL FO=HSB;KN&OLCHB2;S ;H>NB?
<;HENL?1J?H MF??JCAMCERT?L<;CD; QCNBl ?GINS/INIG;=BI?MHMIOHFCE@ OHFNBIOABRQIOF>
ACPSIONCGRIQIH>?LQB;NQIOF>B;JJ?HC@ T?L<;CD;HQ ;P?FR#NB2HCNDBN;N?KB?H NBNL;P?F?L
AI?MNI?R=B;HAG;H;NN@I2 0 >IFF;L\B?IL MBRQCH?N;=E @I2;=BG;H;N "R=B;HACHA G;H;NM
@I2 0 >IFF,LRIC?F>M CR 0 >IFF;LM d 4 ?FINBCAPMHMIOH®@;CABS >CSI0L?=?CP?
@?QTEH;NM@IISIOL2 0 >IFF;LQBCHIB?T?L<;CD;NL;P?FRR=?CP&iL? >IFF,LI@IBCM B?LG;H;NM&N
CM?=,0MRB2 0 >IFF;ICID?;EL?F;NCRMNB?T?L<;CD;i&;H;N 1B?L7L? G;HSL?;MIH@IINB®?;EH?MI@®
NB2 0 >IFF;L<OMNH? JIIMMC<fOFJLCMBBOA? NLCFREENH> LCMCHALCASNB2HCNDN;N?M>
C@IO;L? FIECH®IINBCHNM?NDIJM?NION SIOLMB;LR@NB@DA2 0 >?<NCNKION ;H> LCMCHA
+,NCIH;F 1?<N FI=E

+IQ Q?aFFIIE ;N NQI <OMCHZVNGJF?MCLMRPNEM: SNB;NSIOL <OMCHBMIGJILNCIAN=B2M@LIG
0QCNT?LF;A=;0MNB®:;N=BG;EAQCFFHNNI<?J:C>CHQCMBIL;H=8I0B;P?NI@CAIDRRBIQ G;HS2 0
>IFF;LBIOaRf??>NI<ONB@L;HEMNBBC=RIJ:S NB®):N=BG:E?610a>MN;i$ @ CH>CBMIB?R=B;HA?
L:N? <?NQ??H NB? 0QCMM @L;H=;H> NB? 20 >IFF;L

#CAOL?

2H>?LMN;H>CBAL?HFSFO?MI> ?R=B;HAR;N?I@NCGJIILN;HN OH>?LMN; H>EI8AAFI<;F<OMCH?MM
@OH=NCIHM

?2J0IM >?\'R=B;HA? *IH?S IHP?LMCIH NI #IL?CAH OLNL?16=S

610 =IOFMCGJFEE CH H?QMJ:J7L Al NI;:HSHOG<?1@4 ?<MCN?M]MESINJ  QQIGH>: =IG NIA?NB?
=OLL?RREB;HAZN?1l E??NBCHMARIGIFZ?NEMMOGMB;NB?R=B;HAZNZTM 0QCM@IL;H=20 C?


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/3.3.0.jpg
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https://www.flickr.com/photos/epsos/8474532085/
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0QCMUIL;HEMDILNB )?NMFMI;MMOG®B;S101Q? NBRQCMMN=BG;E?L @L;HaNCHAMIG?
KOC=E;NB SIO @ CAOIR, KIQCHFE? NI<OS @L;H=M  @L;H=EMNB?R=B;HARZ;N?@

+1Q F?NBV:SNB;$IO >IHAB;P?NB2;MB@FIQI J;S NBD;N=BG;E?@IINQIQ??EMIB?H SIO =B?=ENB?
2R=B;HAZNNQIQ??ENM:N?SI0 @CHNB;EB;MAIH?0JNI  0QCM@IL;H= L? SIO<?NNREL QILM?

| @ &N4P; MSNI =B?=E @L;HaWBH?Q?R=B;:HAR;N1@ 610aPDOMR;LH?NBB;L>
Q:S NB;}DB?HNBP;FO?@NBL;H=?F;NCRPNB>IFF;LAI?MOJ CNIMNSIO GIL? NI <OSMIG?NBCEAIG
OQCNT?2LF619 JLI<;<FS=;HAB?FXONIH>?LQB;NQIOFB;P?B;JJ?H?>C®BP;FOPANB®L;H=2F;NCRP?
NB2IFF;1B;> AIH?dowriM;S NI J?L@L;HN NBAWN?SIOaH??3HFS NIJ;SNB?  @L;H=M

d &HNB?QIL>MQB?HNBP;FOP@NB@L;H=2F;NCRINB2IFF; >LIIMCNIMNFPMU<OSAII>M

@LIG 0QCNT?LF;H> &H MOG SI0aP? F?;LH?> NB? @IFFIQCHA

X &@ ; @IL?CAH =OLL?HpE AFNCP? NI NB? 2 0 >FR,IC=;HM GOMNdoE: @IL All>M ;H> M?LPC=?M
JOL=B;M?> @LIG M?FF?LM CH NB? =IOHNLS CMMOCHA NB? =OLL?H=S @IL?CAH JLI>O=NM ;L? GIL?
<;> @IL ?RJIILN?LM QBI B;P? NI J;S GIL? @IL NB? @IL?CAH G;>? All>M NB?S <OS NI <LCHA <;=E NI NB
ON;N?M NI M?FF

X &@ ; @IL?CAH =OLL?He8/AL?H;NCP? NI NB? 2 0 >EFRIC=;HM J;Bss@IL JLI>O=NM @LIG NB?
=IOHNLS CMMOCHA NB? =OLL?H=S @IL?CAH JLI>O=NM ;L? =B?;J?L

&HNBTHN?LEEHICHMBILIOAE?NEIIE ;NNBARB?HIG?HIHOLIGNB3I?LMJI?=N@P G?LC=HV?FFEPL>;
0QCMMDS?IECLMN? H??>NIEHIQNB?R=B;HAZN@IINB2 0 >IFF;IL?F;NCRINB®@L;HOBC=B;JJ?HMII

<? @L;H=N20 1BCKd?;HMN\B;K@IO0Q;HNNIM?AHG?NBCHA]JANISSIOLF;N?MICHNCHA]@IL

20 NILH;LNFIP?ICHQCNT?LFNBRQCMNDS?QCHFP??3IHFS  @L;HAMVA?NB? H??>?N1J;S SIO
&@B?R=B;HAZNDQ?HDINI @L;H=M0 NBZIMNANBJ;CHNCRHIOF><? &@B?R=B;HAZN?
Q?HN>IQH NI @L;H=M 20 NB?=IMN I@ NB? J;,CHNCHA QIOF><? 0l HIQ SIO ;FMI EHIQ NB? @IFFIC

X &@ NB? 2 0 >IFF;L é4p2MAF;NCP? NI ; @IL?CAH =@ILL?8AH <OS?LM GOdi @8- G?LC=;H All>M
;H>M?LPC=?M NB?S <?=IG? GIL? ?RI?HMCP?

X &@ NB? 2 0 >IFF;L ddWML?F;NCP? NI ; @IL?CAH =@LL?8AE <OS?UEE3®@IL G?LC=;H JLI>O=NM
NB?S <?=I1G? =B?;J?L 1BCM CM All> @IL CGJILN?LM ;M NB?CL *=B?;J?L_ AllI>M ;L? GIL? ;NNL;=NCP?
CHNB? @IL?CAH =IOHNLS

The Legal and Regulatory Environment

,H? IGNBGIL? >CRC=DRI=N@>|CHAOMCHANMM, FFSM?; FCHRCNBMRC@?L ?HEHPA; FH>L?AOF;NILS
?HPCLIHG?HBVRHCNBN;N?@IPR;GIF?B;MH ?MN; <FCNVEREF; QNH>L?AOF; NOWBMLIPC>2CL?=NCIH
NI <OMCH?MM2NNCHACNBCNML>?LMON<?=;,0MRB?LCMI AFI<;F-?A;MSMN7E>S;L?;MI@Q<OMCH?MM
F,Ql@IL ?R;GIF?=IHNL;=MN.IPCMCIHH% =IJSLCABNIN?=NCIH]=;K? NL?;NT+HC@?L?RQNMCHC@?L?HN
=|IOHNLCHR&I;HC?M>ICHAHN?LH; NGIEINFCHRNINGE ;=& ;HSCH=IHMCNMNMQMN> L?AOF;NCHM;PCA;N?
NBGHP;@=IH@OMGCB?LC=;HKOMCH?MMJEIVEHIQ;H> @IFFIQINB2 0 F;QMH>L?AOF;NCHMBIM?

I@ H;NCIHM CH QBC=B NB?S 1J?L;N?

OMCH?BOMNICS® CFEXCNEINILCRMON G?LC=;H=IGJ;HC?MB;B;P? MNOG<FZBNLSCNA=IGIJFSQCNB
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@IL?CRKOMH> L?AOF;NCIHEM IF; @I?R;GIF?L;H; @I OK&N; FCEQ QB?HCNLCHNCHNBHAL ?>C AW
IH NBRINNE?J L;NBB;HH NBRINNENM ZNGFCGHOLNMDFNB;NB¥;<?FCIQAMCH;>?KO;?=;0MGIMN
J?IIF?NBLIQNB2;J ;Q;S &HHINB?E;M?*  ;JIFC?NINB?J;H?M?AIP?LHG?HN=L?;N? DICHRHNOQEZNB
NBBOGCNIGEH>OMMNLIFKINIG;E? ;H>>CMNLCS@W?NCEIILI>O=NBHI;H * MI?HRIOCKR?;LMILSCHA
NIM;NCMERM=IGIF?R.?AOF; NCKHOKSNBRCCCHNINJILIP;F >IG?MNEKSJ?NCNIOW=FO>CHIS B;>

=, JNOL'NBG;LE?NS >?F;SCHA ';J;H?M2L?A0F;NIEM;A?> CR@ ?-NIMNC@RE?CAIBI?NCNCE+EM

,H? ;JILI;=B NI>?;FCHACNB=;F~;QMH>L?AOF;NCIHACLCHRARS?L@LINBBIMNIOHNIEBI =;HILIPC>?
>PC=M F?A;EMMOMNB?LCNDILECHACNBI=;FOMCH?MMJ@BFB;P??RI?LC?HSAIGIFSCHACNB
L?AOF;NCIHM ;H> IP?L=IGCHA <OL?;0=L;NC= I<MN;=F?M

Foreign Corrupt Practices Act

,H? 20 F;Q NB;NL?;N?UHCKGB;FF?HABMLG?LC=;H@CLGMNL;NCHR?LM?;I@NNB#IL?CAHLLOJN
-L;=NC=M QBC=H_I1BC<OWB2CMNLC<@RCIEL?M>INB?I@;PILEHNB2IH>O=@<OMCHZ2W@ ILNOH;N?FS
NBIOABB?SaCFF?AANBGNOHNLBO=B;=NCMEC=E<;=BNt <L C<?7MP <OMCH?MM ;MCHAMBIEH;NCIHM
==IL>CHAIMIG??RJ?LNM?LC=;FKOMCH?MMJRIIH?P, =IGI?NCNEERI;>P;HNA@B?SallABC<CN@kIG
ACPCHIEC<IMOH>?L=IP3|SG?HNN @ IL?CAg C=CLFHOMCH?MMJIQBF?RJ?=NB?GCNECERECHRAIL

All> M?LPCER L?MN;OLBBPHNBR);CNZEHIQMIO QIHAN<? ACPCHACEHNB?ILS?=,0MRB#IL?CAH

ILLOJN -L;=NC=?M =N Q;LHM @IL?CAH?LM NB;N NGACPZ;KMC<Md NB?SaFF ?P?HNO;FFS MNIJ ?RJ?=NCF

4B?L?;L? G?LC=;H<OMCH?MMJAMR-CE?HFS> F?;MRNCE?RE?H=IOHNZLC<R?KO?MNML?F;N2@ILGM
|@=ILLOJINCIHL;HMJ;L?H=EHN?LH;NCIH;EH>?J?H>%PNG;H <;M?3LA;HCT;NCIHHO;FASN?M;NCIHM
;==IL>CHNIN?L=?CP2H.LOJNCIPBC=BN?@CHYNNB<OMP@QIO<FC@ C&ZIULCP;NQCH 1;,<F?
NMLLOJNC<CFCNS LIOHHNB? 4 L?JILNM ; M;GJFCHA I@ NB?  L;HECHAM

1;<F?  ILLOIJNC<CFCNS LIOHHINB? 4
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Rank Country CPI Score*

1?HG;LE

+?Q 7?;F;H>
OCHA;JIL?
#CHF;H>
0Q?>7H

Hi>;

$?LG;HS

“J:H

2HCN?> (CHA>IG
2HCN?> ON;N?M
*?RC=I

&L;K
@AB;HCMN;H
OIG;FC,;

*A score of 10 means that a country is squeaky clean. Anything under 3 means that corruption is rampant.

OIOL=?" ILLOINCIFPL=?INCIE&M>?R  /?MOFNML;HMJ;L?HESIN?LH;NCIHIFOINCIFPL=?INCI&M>?R
[?MOFNM BNNJ QQYL;HMJ;L?H=SIIFC=S:L?M?;IMBLP?SM:CH=0?M L?MOFNM==?MM?>
0?JIN?G<?L

‘\

X 00==?MM CH CHN?LH;NCIH;F <OMCH?MM G?;HM OH>?LMN;H>CHA ;H ;MMILNG?HN 1@|=OFNOL;F
F?A;F @@.?H=?M <?NQ??H =IOHNLC?M

X OFNOL;F =B;FF?HA?M MN?@@18="8aCH F;HAO;A? =IH=?JNM |I@ NCG? ;H> MI=C;<CHCNS
=IGGOHC=;NCIH MNSF?M

X &@ SIO > <OMCH?MM CH ; @IL?GFHHPOHNLEHIQ NB? =IOWRRBAF 1@ ?=IHIGC=
>?P?FIJG?HN

X &H >?;FCHA QCNB =IOHNLC?M QBIM? #@PL?HNSLM>8I@LM SIO B;P? NI <?;Q;L? 1@ NB? CGJ;=N
NB;N @FO=NO;NRtHEhGélrateQCFF B;P? IH SIOL JLI@QCNM

X #CH;FFRSH >ICHA <OMCH?MM 3IR<GEHEN >?;F QCNB NB? =B;FF?HA?M NB;N =IG? @LIG NB? P;MN
>C@?L?H=?M CH F?A;F ;H> L?AOF;NILS ?HPCLIHG?HNM

Exercises



http://www.transparency.org/policy_research/surveys_indices/cpi/2010/results
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(AACSB) Communication

@N?@CRB?2;LNN; F;IA?MJIILNCHA AIFI&J;HS SIOL<IMMB;M;ME?>5I10 NIMJ?HMCRIHNBM
G;H;ACHAB CINB4?QI@CEHCI >?"H?CLI &Na All> 1JIILNOHCNONOH@ILNOH;S®BS
EHIQ ;<MIFONHBIBCHAONFC@?;HSNBCHRMECHL,; TCFOI NIA?NMIG?;>PC=P BIQ NI
QILE ;H> MI=C;FCQENRB; TCFC;HOMCH?MMJ?BIE>?=C>RI >l MIG?IHFCH??M?;L=BIOaL?
J;LNC=OFCHSI?L?NINDH>?LMN; H=CHA OCtT@? L ?HEMIGGOHC=;NCAINSF2MPMMCGH>
MI=C;<CFONZ;LH GIL? ;<ION L;TCFC;H <OMCH?MMJ?IJF? Al NI NB?M? B?FI@OF MCNPM

e "R?=ONCP?JF;H?NBNBIJ QQFR?=ONCP?JF;H?N =IG CH>?R JBJ NCNF? L;TCF

e (QCHN?MM?HBINYBE QQERCHN?MM?HNC;F =I OE L?MIOL=?M AFI<;F ?NCKO?NN? <L, TCF =IOH
JLI@QCF? BNGF

4 LCN?<LC?2A@JILNNI MOGG;LCTB;NSIO F?;LH?:><ION=OFNOEE@?L?H=NQ??RI0 ;H>
L;TCFC;H <OMCH?MMJ?I1JF?

(AACSB) Ethics

610aL? J;,LNHZCH 20 ?HACH??LGHANE; NEHN?L?MINRE>>CHA; Q;N?INL?;NG?BIND?=N
CHBCH; 610 EHIQNB; @ CLEGMIBAQIINB?EIOHNLC?M]*;F;SNK» &N; FS]QCMP<GEG>MB?
20 #IL?CAHLLOJINL;=NC=?8N @QIL<CSWD @LIG5;ECHAHS J;SG?HNNI BCH?M@R C=Q\fM
?HFONBPBRFIZA?NNOHED < 2H@ILNOH; NHBBIP?LHG ?HIM F; SMC; H>&N; FSHaNJLIBC<CN
FI=;,F@CLE@MIGER ?LCGHA<?M? SIO;N; >CM;>P;HN;ABIOFANBZIL?CAHLLOJNL;=NC=2
<? L?J?;F?> 4BSL QBS HIN

(AACSB) Ethics

610aL’NB?', 1@; GOFNCH;NGIH;HL;NCIHH> IH? @IOLN®SIOLQILE@IL-CNCH@ ?=QENB
&0  &@I0 B;> NBG?;HMNI B?FISIOLQILE?LMH> NB?@;GCFAQQNDF>SIO >I CN1BCNM
HINMNLC=SNBSJINB?NCKE?MNCOGNHH? NB;NED;=?%S "M I@GOFNCH;NGHHHAL;NCIHM
QCNB?L;NCIHEH@LC=J;,LNM@ BCH; ;H> &H>Cil @CHINQB;NMIG?I@NB?@®;P?>?=C>?>
Al NI NB? Business\aek 4 ?< MCN?BNNJ QQ{DMCH?MMQ??6AGCH2IHN?HN

< ‘GT BNG ;H>L?;>NBANC=FBS OMCH?”OBIOF=E? &!0 &NKMCH?MMB?H
;HMQ?L NB? @IFFIQCHA KO?MNCIHM

; 4BS B;P? MIG? GOFNCH;NCIH;FM >?=C>?> NI B?FJ =IHNLIF &!0 CH NB?CL QILE@IL=?M
< 4BS B;P? INB?LM @;CF?> NI B?FJ
= #LIG ; BOG;HCN;LC;H J?LMJ?=NCHWNBBINGABN NBCHA NI >I #LIG ; <OMCH?MM JPLMJ?=NCF

> 4B;N QIOF> SIO > C@ SIO =IH>0=N?> IJ?L;NCIHM CH ; H;NCIH QBIM? AIP?LHG?HN Q;M
OHQCFFCHA IL OH;<F? NI =IHNLIF NB? MJL?;> 1@ &!0
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4 |LF>;HE $LIOJ " IOHNLSF;MMC@C=;N@H _IOHNLSH> )?H>CHALIOIJMBNNJ >;N; QILF><;HE IL
;<ION =IOHNLS =F;MMC@C=;NCIHM =IOHNLS ;H>;E2PMM?22 QAOQNMN


http://data.worldbank.org/about/country-classifications/country-and-lending-groups
http://data.worldbank.org/about/country-classifications/country-and-lending-groups

3.4 Trade Controls

Learning Objective

I?M=LC<? NB? Q;SM CH QBC=B AIP?LHG?HNM ;H> CHN?LH;NCIH;F <I>C?M JLIGIN? ;H> L?AOF;N
NL;>?

1B?>?<;N?<IONNB?RN?HNQBC=BIOHNLGMIOFAHNLINB®@FIQ@@IL?CAH>M;H> CHP?MNG 2HNWM
NB?GLL>?LIMMIF>;MCHN?LH;NONH; FENMZBHRPLHG?HNWHNCHAP=IHNLIRNL;>?1l <?NN@H>?LMN;H>
BIQ ;H> QBSF?NBR;GCH;? BSIINB?NCS#A?00JJIMBI0aLTHB;IA?I@; MG;FEIOHNL&HBC=B?IJF?
>| NQINBCHAMJAL®@II>;H> G;E? =FINB?N=;0M?NBKO;FCN&<INBILI>O=NSGMBCAB-> NBILC=?M?
L?;MIH;<F8IOL=IHMOG?UMB;JISNI<OFI=;FFG;>? @II1>H>=FINB?M@NIH?>;S ; @;LG@LIG H?;L<S
SIOHNLEE IMMBOLIL>?LQCNRA?P?LEAIHF,>M@QB?;NNIM?FH NB™M;G?>;S ; @IL?CARINBTBIE?L
;LLCPRECNBF;IA?MBCJIGA@FINB?MB?MRQI?HNL?IL?HZQHMIM?F®11>;H>=FINB S IOL=IOHNLS
JLC=2FIQNBIMNB;RI=;FFIHMOG?H\Q J;S @IEIG?MNC=;E:8? @II>H>=FINB?M @ CLNBOAP?GNMCE?
; All> >?;,F@IISIOL=IHMOG?INB?QIHANB;P?NIJ;S ;MGO=B2Il@II>;H>=FINB?NMNNB?8I0L?G?G<?L
;FINB3?1IF?CHBIOL=IOHNIGBI ALIQ@I1>H>G;E? =FINB?&@&I IH? <OSMB?@LU>M <?=;0MRBZGJILN?>
AlI>M;L? =B?;J?L QB;NQCHE;JJ?HNINB?EICP?FCBIIAMCFRP?LS<I>8? ION@QILE H> C@P7?LSIHPR
OH?GJIFIS?> QB;N QCFF B;JJ?H NI SIOL H;NCIH;F ?=IHIGS

1B;NEIQB?HSIO >?=C>RI JLIN?=BIOL@;LG?LM> =FINBME?LMS M?NNCHAIL;>?. OF?KS<? SlOaFF
CH=L?;NBILC=MADCGIILNAI>M<S;>>CHA N;RNINB?GSIO GCABNP?HG;E? NBN;RVIBCARB;NB?SaL?
GIL? ?RI?HMO¥B; FBI0LBIG?G;>? AllI>M ,L J?LB;IN6I0aAB?FBIOL@;LG?IAMIQ @11>GIL? =B?;JFSS
ACPCNB?GCH;H=EZ2FNI>?@L;SB?GCIMNNB? AIP?LHG?HNSG?HNNB;SIOACPRINB®@;LG?INB?FJ

1@ MVING ?1@NB?GLMNIRILI>O=NCIE? =;FF?%I O<MC>IB2MRMO<MCXEZRFFIQNB®@; LG? INFIQ?LNB?
JLC=RaANB?@W>MNI; JICHN?FIQNB;N@CGJILN?>IGI?NCNIlAIaM 4B;Na?P?H?NNEIIB; NBFIQ?L
=IMNM QCFF ;FFIQ NB? @;LG?LM NI ?RJILN NB?CL IQH All>M ;N ;NNL;=NCP? =IGJ?NCNCP? JLC=?M

1B?2HCNBN;NBIM FIHABCMNIE@MO<MC>QaQIERLOD<MCISAL;GMO;L;HN®;LG?LEH=FO>EHX®
=ILJIL;N?@;LGN =?LN;CHC=@IINB?GLIJML?A;L>F?MBMNBG;LE?NLC=ABCMO;L;HN7ZHMOLNMWM;<F?
CH=IGTH\B®;LGCHAGGOHCN®N;HB;P?; H?A;NCE®GJ;=NH NBRILF>?=IHIGS %IQ LCNC#MO?
NB; CHFFIQCH&?LC=;H@;LG?INMI?RIILNLIIMN;LNC@C=EIB®BEC=?R0 ;ALC=OFNMIOEMC=CRMCN
NB?®II=IGI?NDH@; CQENB ;LG ? NV ?P?FIJCHAOHNLC?M?P?LNICNO;NEHDLIIHN B RN ?CH>OMRES

123



124 ¥ EXPLORINBUSINESS

QBC=BHOG<?1@=IOHNLC?M] BCH,H /OMMG$?LG;HS;H> L;TCF]MO<MC=>aG?MNGEI>0=?L&I0
NL;>DHCIHB;IA?NB;NBOM=NCATP?M OH@;EB;HN;ANI@IL?CAH>0=?LM>BOLNBG?LC=HMN??F
CH>OMREBE=B =MN&IGJ?N? IH JLC=? QCNB MO<MC>CT?> CGJILNM

4B?NB?NB?3OMBJINBILCTHERCGIILNMIOMBIQHNBILCHEFI=;FAII>M MO=BHCNC; NEHBNVF FI=;FFS
JLI>O0=?AlII>M=IGJ?NGIL? @;PIL;<KICNBIL?CAH>M INB MNL;N?AC2@&ILGNRNL;>ZIHNLIVWFC=C?M
NB;N?MNL@EMPL;>??=;O0MNB?ILIN?=NG?MNCH>OMNLEI?MO=CEAL?CAIKSI?NCNNIBDMRAMO=B
=IHNLIFBU@ N 2HFF?3LIN?=NCIHABIOABNB?UIAIHMC>?L;<P¥;NPP?LNBILIMH>=IHM@NBOM=NC="?
;FEEIOHNLEGMA AT HCNIMIG??RN?HR@IL2>?<;NCHBZTMMBR?P?LF?NE?;LEKIONNB®IL? =IGGIH
NSJ?M 1@ NL;>? L?2MNLC=QGCIHDIN;MC@> 23

Tariffs

1;LC@HKIL? N;R?NMH CGJIILNM=;0M?NB?%;CMRBILC=PANB@IL?CAH G;Al>M NB?%;E? NB?G-?MM
=IGI?NCNCH? 2HCNDBN;N? @ I12?R; GIF?JLIN?=N\G ?MNG;E?LN@M SHNB RGN NBCLMNMCGIIMCHA
; MN@NGL Q@ J?L=?HM CGJIILNMHMC>PIEFCH? 1LLC@\L? ;FMIOM?HI L,CMR?P?HO@IL
AIP?LHG?HN 0BI? CGJILNM ;L? QILNB <CFFCIH ;HHO;FFS NI NB? @?>?L;F AIP?LHG?HN ;LH?S

Quotas

KOINCGJIIM?RMCGANMIBKO;HNGES All> NB;R;H<? CGJILNAP?L; J?LCI3@NCG?OIN;M;L? OM?NI
JLIN?=MJ?=C@&a@=OMN O FAF3QCH>OMNLOBIM@ ;=CININLIHAGI?NCNCPZMM@RI@ IL?CACLGM
20 CGJIILMOIN;M;ENQI@ILGMH absolutequota @CRPMDIJ?IFCGENNB?GIOHN@; All> NB;N;H<?
CGJILN?>OLCHBACP?28PLCI> tariff-rate quotaJ?LGCNBTGJIILN®;, MJ?=C@CPHNCNSNB?H>M,
BCAB CGJILN N;R IH=? NB? FCGCN CM L?;=B?>

OIG?NCGROIN;MLIN?=M"? ALIOJNNB?RJI?HM®@;HINB?L1l JLIN?=MOA;k??NH> MOA;E;H?ALIQ?LM
@IICHMN; HSB2HCNDBN;N2®GIIM?MN;LGA; NKOINJH NBZGJILN;NG@MOA;L]; JIFC=8IB;8;M>LCP?H
OJNBZIMN@MOA;NINQININBLIRCGTLF>ILC=?MQ;L>M 1B?M7LNC @ C=B(FH. C=00MBJ
=IMN®ILG?LC=;H=;H>SG;E?LMMIG?I@QBIG B;P?GIP?> NB?CI?L;NCIHRM?QB?NECHZCAB J;SCHA
G;HO@;=NOIBIMCNBB?QCQ@T;P?LMRI?R;GIF?Q?L™G;>? CHNB2HCNDN;N2®IHCH?83;LMON.?
HIQ JLI>O=?>CH ;H;>; QB?L? NB? =IGJ;HS M;P?M GCFFCIH ;HHO;FFS IH NB? =0WR I@ MOA;L 4

H ?RNL?GRILG@KOINCMB?G<;lAl QBC=EI?=IHIGCAL JIFCNCEEMIHM;HMNBZGJIILN. ?RJILN
|@=?LN;GHI>MNIIL @LIG MJI?=C@IOHNLEB? 2HCNBN;N?®II?R;GIF?<;HVH?;LFSP?LSIGGI>CNS
ILCACH;NCHA CH Ox;

Dumping

=IGGIH JIFCNCE;RCIH; R II2MN;<FCMRBLIQEH > KOIN; IMBM??>NI=IG<;N>OGIJCHNBIL;=NCH@
M?FFCHRAILN?AII>M<?FIQNBILC=RB;NLI>O=?LIIOFHILG;FFSB;IA?CHNB?GILG? G;LE?NMH> I@QN?H
<?FIQNBZIMN@ILI>O=CHNBAII>M 2MO;FFS;NCIHNMMILNI NBOM,=NCH2A;CFPHNLE> G;LE?WB;LCH
@IL?CBH.E?NMOICN;H;FMK? OM?NIM?FEBMOLIFHQNMAMIF?NRII>M IOGICHAL?;NTOH@ AGJI?NCNCIH
@I>IG?MNEGH>0OMNLB2MIP?LHG?HNN DOMNC @CHFEH?QB?HNB?310MJ?@NL?CAHOHNLAEM
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>0OGJCHAI>O=NNINB?G;LE?NNVB?S @N2PN; FCHECGCIIMCHAHCNERTRB; NLCROINBILC=I@NB?
CGJILN?> AllI>M

The Pros and Cons of Trade Controls

JCHCIHRtLSIH AIP?LHG?HNMPIFP?GTEHEHN?LH;NQNH;F0I1G? ?RI?LNMFC?RB; RIP?LHG?HMBIOF>
MOJJIL@LML;>7H>L?@L; GHIECGIIMCHAAOF; NONEYN? MN LB R L 2@ FIQ@AII>M;H>M?LPC=<?MQ??H
H;NCIHMB?LMAO™NB; MIP?LHG?HNRBIOFEGJIIMMIG?F?P?KINL;>2.?A0F;NCIHN GJILN?A&lI>M ;H>
M?LPC=?M

-LIJIH?HNNM@ =IHNLIFMHN?HNB;NNB?LL? ; HOG<?L@ F?ACNCG;RMIHNDBS =IOHNLC?NA;A?CH
JLIN?=NCIHCMG?NCG?MB?3.?MNLEENNI JLIN?=NJ?=C@E>OMNIT2MNB?CRILE?LMDLIG@IL?CAH
=IGI?NCNCIH[;ALC=ORNI2PR;GJF?IL MN?@ZECHAN INB?INCG?MB?&?MNLCENILNNI ACPH?QIL
MNLOAABEEHAMNLEEM=NIA?RMN;<FCMBZt; FABIG =IO HNL CNELIN ?=NCIHENUB C2EH >0 MNILE; MM
;L? PCN;F NI NB?CL H;NCIH;F >?@?HM? MO=B ;M MBCJ<OCF>CHA ;H> GCFCN;LS B;L>Q;L?

I?MICN2FCHAOG?HIEM? <SMOJJILN?@NML;>2ZIHNLIFGIMNPRJI?LNVFC?RB; NIO=B?MNL C=NaN:NMM
;H> KOIN;M[;MQ?FEMJL;=NC=RE&; R} IHANILIGIN?F?P?2#~;SCH&® C?FM@=B1MO<MC>B3MOGJCHA][;L?
>?NLCG?HNNBRILF>?=IHIGS 4 CNBIQJI?>CG?HNNL;>?=IOHNLG?NEIGI?N@L??FSB H;NCIH;H
@I1=AM QB;NCNI?M<?MjNI><LCHANMI>MNI; @;CGH>1J?H QILF>G;LE?NiB?HNBE&VIJ?HMNBRQILF>QCFF
JLIMJ?LL MINBALAOG?HN?M&HN?LH;NQH; A B;MH=BC?P7%FI<;KLIMJ?LCNSICN&?LN; CHF?S>CHA
CH NB? >CL?=NCIH |@ OHL?MNLC=N?> G;LE?NM

Key Takeaways

X ?=;,0M? NB?S JLIN?=N >IG?MNC= CH>OMNLC?M <S L?>0=CHA @IL?CAH =IGJ?NCNCIH NB? OM?
L?MNLC=N @L?? NL;>? CMp@téetionjBi?>

X 1BIOAB NBMZAHMC>?L;<F? >?<;N? IP?L JLIN?=NCIHCMG ;FF =IOHNLC?M ?HA;A? CH OGN NI MIG?"

X Tariffs ;L? N;R?M IH CGJILNM ?=;0M? NB?S L;CM? NB? JLC=? 1@ NB? @IL?CAH G;>? All>M NB?S (
NB?G F?MM =IGJ?NCNCP?

X Quotas;L? L?MNLC=NCIHM IH CGJILNM NB;N CGJIM? ; FCGCN IH NB? KO;HNCNS I@ ; Al|> NB;N =;H
IP?L; J?LCI> 1@ NCG? 1B?SalL? OM?> NI JLIN?=N MJ?=C@C= CH>OMNLC?M OMO;FFS|H?Q CH>0O
@;=CHA MNLIHA =IGJ?NCNCP? JL?MMOL? @LIG @IL?CAH @CLGM

X H embargoCM ; KOIN; NB;N @IL ?=IHIGC= IL JIFCNC=;F L?;MIHM <;HM NB? CGJILN IL ?RJILN I@ =
AlI>M NI'IL @QLIG ; MJ?=C@C= =IOHNLS

X =IGGIH L;NCIH;F? @IL N @I> KOIN;M CM NB? H??>dmpBygNB? JL;=NC=? 1@ M?FFCHA
?RJIILN?> AllI>M <?FIQ NB? JLC=? NB;N JLI>0=?LM QIOF>ATICHNEXER;BIG? G;LE?NM ;H>
I@N?H <?FIQ NB? =IMNM 1@ JLI>O=CHA NB? AllI>M

X 01G? ?RJ?LNM <?FC?P? NB;N AIP?LHG?HNM MBIOF> MOJJILN @L?? NL;>? ;H> L?@L;CH @LIG CG.
L?AOF;NCIHM NB;N L?MNLC=N NB? @L?? @FIQ I@ JLI>O=NM <?NQ??H H;NCIHM

X ,NB?LMAO? NB;N AIP?LHG?HNM MBIOF> CGJIM? MIG? F?P?F I@ NL;>? L?AOF;NCIHM Il CGJILN?>
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M?LPC=?M

Exercise

0 H;FSMCM

?=:O0MNB2HCNDN;NBIMIF;=?>KOIN;M N?RNEFE?JIJ;L?FCGIILNWMINBF;MNBCLB®SLM=?LN;CH
=|OHNLCWI@=B/1 BCH;;H> &H>CB;P?<??H<F?NI?RJILMINB2HCNBN;NAAFSMGO=B=FINBCHA
;MNB?CRMJI?=NEPN;NPLGCN? ?@?+@NBAM-C=8;MMJIL?;>CNRRNEE?,JJ;L?FG;HO@;=NOL?
;LIOH>NB®ILF>H> JL?P?HNCHAMCHAFNCI LIGIGCH;NCNB®ILF>G;LE?NM ; L?MOBHS
>?P?FIJCHAOHNLCRND=BVI 3C?NH;G;G<I>C; ;H> %IH>0L;MQ?L?;<F?NI ?HN?NBG;LE?NH>
JLIPC>G0O=B H??>DA<MDIIFI=;FQILE?LMB? LOF?BIQ?P?LB;P?=B;HA?>MI@";HO;LS
KOIN;MH 2 0 N?RNCBJIILNRPLZ?FCGCH;N?:GCNNEBIA=IGI;HC?MICGJIILN?RNEEIIF@MG
;HS =IOHNLUSB?SBIIM? &HSIOLIJCHCIHOB;N?@?-QCHNBH?Q2 0 JIFC=8;P?IH ?;=BI@NB?
@IFFIQCHA ALIOJM

#CLGM NB;N IONMIOL=? NB? G;HO@;=NOL? I@ NB?CL ;JJ;L?F
1 ?RNCF? G;HO@;=NOL?LM ;H> QILE?LM CH NB? @IFFIQCHA =IOHNLC?M

X BCH,;

X &H>IH?MC;

X *?RC=|

X 2HCN?> ON;N?M

G?LC=;H =IHMOG?LM
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4 CF$ "OOA;LOIN;M-LI>O=0I0L/?MOFNMetroit News #?<LO;LS BNNJ QQt2PNH?QM =IG
?>CNILC;F FF BNG ;==?MM?> ,=NI<?L


http://www.cnbc.com/id/43239340/The_Affordable_Footwear_Act_Is_a_Real_Thing
http://www.cnbc.com/id/43239340/The_Affordable_Footwear_Act_Is_a_Real_Thing
http://www.cato.org/pubs/tbb/tbb_0607_46.pdf
http://www.cato.org/pubs/tbb/tbb_0607_46.pdf
http://www.insideronline.org/feature.cfm?id=270
http://www.detnews.com/2004/editorial/0402/15/all-62634.htm
http://www.detnews.com/2004/editorial/0402/15/all-62634.htm

3.5 Reducing International Trade Barriers

Learning Objective

ICM=0OMM NB? P;LCIOM CHCNC;NCP?M >?MCAH?> NI L?>0=? CHN?LH;NCIH;F NL;>? <;LLC?LM ;I
NL;>?

HOG<?A@LA;HCT;NCIBRIMENI?;MX;LLC?NINL;>?2H>GIL? =IOHNLG?MDICHCNIA?NBRLILIGIN?NL;>?
;H> GONO;F ?=IHIGC= <?H? @RNME) NNKIIG? 1@ NB?M? CGJILN;HN CHCNC;NCP?M

Trade Agreements and Organizations

#L?NL,>TMH=I0OL;A?%S; HOG<?A@AL??G?HN# ILA;HCT;NCMRIINIGIHCNINL;>3IFC=C2B?NQI
GIMN CGJILN;HN ;L? NB? $?H?L;F AL??G2E@NHHE2? ;H> NB?I4F> 1,;>? LA;HCT;NCIH

General Agreement on Tariffs and Trade

@N?NBZBL?;N!?JL?MMCIHI> 4 ILF>4 ;L && GIMN=IOHNLC@VE=OMPH JLIN?=NCBI&? CH>OMNLZI?M
CHN?LH;NQNH;¥8);MBCH>?L2SLCACH;>2?MNLC=NCIHRNO@BEWCNO;NRBPHNS NBLRTIHMCH?>
NIA?NBEH :H> MCAHRB®E?H?L;FAL??G?HIN 1;LC@W>1L;>? $ 11 QBC=BH=IOL;A?@LL;>?
<SL?AOF;NCHAL?>O=CNA.@@H> <SILIPC>CHAQILO@ILL?MIFPOMA>2>CMIONB? BCABRMOD=="MM@OF
CHCNC;NBEB?P MO<MN; HNSB=NCCHM; L Cigi> KOIN;MH>CH CNBPG<?LI@DIOH>NBZ ILF>1L;>?

,L A;HCT;NCIH NI =IHNCHO? NB? QILECK®IB?LM??CHA AFI<;F NL;>?

World Trade Organization

;M?>CI$?H?P; 0QCNT?LFRIENB?;,LFS G?G<?LNNB?Z ILF>1L;>? L A;HCT;NCH , ?H=IOL;AMNFI<;F
=IGG?L=7H> FIQ?LNL;>%X;LLC?LRH@IL=2WIN?LH;NQIBFA@NL;>?;H> JLIPC>?M@ILO@ILL?MIFPCHA
>CMIONNINAIGIIQ?L?>@IICHMN; H2>?N?LGCRB?NB?LG ?G<?LH;NCINBIL;>3IFC=CB\NP?PCIF;NNB?
ILA;HCT;NOQWHAF?M>CN;H>CL?2NOCFNEOHNLGRM?GIP?>CMJIONZZL C?INBIOABE; VHI F?A;BIQ?L
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NI@IL=HS=IOHNUE>| ;HSNBCBRI?MHNQ;HNNI>I &@BAOCFNSNL?@OMPMGIFSNB21 , G;S
;ONBILCT? NB? JKGCHINC@I NI ?L?=N NL;>? <;LLC?LM I@ CNM IQH A?H?L;FF@KH NB? @ILG |@ N;LC@

@@?=N32G<?LM?HEFQ;SNB;JJSQCNA. , ;=NCIHEH @IRR;GIFNBOMB>GCHCMNL CIGIH 7>

; NBL?? S?N;LGH CGIILN?MN?2&HLOFCEMCHMNBAVLG@WB2A1 , ;FFIQ?>NB7AALC?PNCIHN
CGJIM2IOHNN; L@ MIG2JIFCNC=HMREMCNEZRE =; HILI>O=NMO=B#FILC3L;HA?ML.?R;M\L;J?@LOCNM
;H> =IGJON?LMI> 4 CM=IHMB3?M?P?FO=N;HNRB?>GCHCMNL;NC@ICNN LCi#@ MN??P=EF?S

?HD;GCH

Financial Support for Troubled Economies

1B? E?SNI B?FICHAP?FIJCHAOHNLGZMIG? ;=NCPP LNC=CJ; KMNMBAFI<;FG;LE?NJF,=CMLIPC>CHA
@CH;HsURCMN; H2@ ?L OB ?N;LSMMCMN KA G 21 @NB3IIL?MNM; NCIHBNB QILF>CMBMB;L?AIF
I@NQIILA;HCT;NCINB&HN?LH; NCIH;AN; LS#OH>H>NB2 ILF>;HE 1B?MMLA;HCT;NCINMYBC=8BIMN
=IOHNLC?M <?FIHA Q?L? ?MN;<FCMB?>CH NI ;@?GIANMBNGEJF?G?HN;LS JOLJIM?M

The International Monetary Fund

1B? &HN?LH;NCIHPN;LS#OH>&*# FI;HM5IH?SNI=IOHNLECPENBLIO<F2=IHIGC?NNO=p1*?RC=ICH
NB? M ;H>GC> M ;H>/OMMGCH> L A?HNCEBHNBF;N? M 1B?L?7L? BIQ?P?LMNLCEMNI=B?NI
&*# FI;HMCHR=B;HA@IL?FCCENCG @@ CH; H=L,EMIM. 1Q?.=IOHNLGOMBHMNOWIGNRCGPRIH@OF
@CH;H=E8F?=IHIGCAL.?@ILGRHNB? M @IPR;GIF?*?RC=IL?=?CP®@CH;HICFC@RIGNB&*# IH
NBZIH>CNQIB; ENLCP;NCHI2 >?L?A0FAPLN; CHH>OMNHSRAC<?L;FAL23IFC=C28B? AIP?LHG?HNM
;FMIL?KOCIRI=0ON;=E?RJ?H>CN@.MNO=R ?LPC5>O=;NCIB?;FNBL? ;H> QILE?LM&H? @ ON4?LM

The World Bank

1B?4 ILF>;HE CMH CGJILN;HWOL=@?=IHIGCsMMCMN@HZAIL ;H>>?P?FIJCHAOHNLCLNENS=ECHA
@LI®?;FNBSHIL =IOHNLOAR=BINB2HCNDBN;N?M;H $?LG;HS;H>2HCNTEHA>IG NB% ILF>;HE
B;M=IGGCNNFEGIMN  <CFFCGIHFI;HMAL;HNM> AO;L;HN?RVMIG?I@NBRILFAJIIL?MNH;NCIHLVB?

4 ILF>;HE );HM ;L? G;>? NIB?FFIOHNLECBILIPNBFCPPE@NBIIIL NBLIOABGGOHCNS MOJJILN
JLIAL;GM >?MCAH?> NI JLIPC>? B?;FNB HONLCNCIH ?>0=;NCIH CH@L;MNLO=NOL? ;H>INB?L MI=C;F N

Criticism of the IMF and the World Bank

&HL?=?HBP;LMNB&HN?LH;NCIHETN;LS#OH>H> NB? ILF> ;HE B;P? @;=?6IOHNCHACNC=CB&®AB
<INBB;P?NB?MOJJILN?ONE? ;H;FSMNMPR;GIF?NBCHB; NB&*# CMONMI B;LMEHCNMG;H>M®IL
?=IHIGCE?@ILENB?LUAONB;NLIO<F?=IHIGC?MH<?NOLH23OHHFSQCNB LMB=IHIGC?;MOL?M
0IG? I<KM?LP?LMM?INB; NIl G;HS 4 ILF> ;HE FI;HMAI NI ?HPCLIHG?HNB;ES @ QEID?=NMO=BMNB?
=IHMNLO=N@LH>MNBLIOABL;ACFCKRD IL?MN?LNMICHNINB?Z ILF>;HEaM? @ ILNV-CL?@0H>CRIS
@LIGCAIHMNLO=NCIB?=NN> NIQ;L>CHCNC;NCRITCAHIP<?NNRIBFIN @NBRILFAIIIL]?>0=;NCHA
=BCF>L?H @CABNCHA &!0 ;H> CGJLIPCHA HONLCNCIH ;H> B?;FNBIMN:HIBR=M L?NNIH 4
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0l @;UOL>CM=OMBEGMOAA?MNBMNFI<;ML;>RIOF<?MNL?HANBCEBLQ?LHI L?MNLC=NCENIC@
=|IOHNLCO#INEONDJI<;LLC?DNWNL;>TL J?L@ILEJI?=C@;PIL@I>IG?MNCH>OMNLB?MGIF?N;XM?H="
|@<;LLC?0OWH C>?;MN;N@ @@;CNB; Q? B;P?HIS?NNN; CH&NBEG?;HNCG?=IHIGCMNM JIFC=SG;E?LM
N?HNI@1=0M ; GIL? JL;=NC=HKO?MNC|H Q?;=BC?PRB?AI;F I @@L79L;>PH NB?egional F?P?RI ;H
?RN?HWB?HMQ?CN?M&H-?LN; GHLNMANB RILF>ALIOIM@=IOHNLEF? DICHMRIA?NBRIL; FFIQAII>M
;H>M?LPCHI@ FIQCNBIQRMNLC=NLINWIB?GONOHL>?LNO=BALIOIM.? =;FF?L;>CH&I=N)?NM
?R;GCH? NQI I@ NB? GIMN JIQ?L@OF NL;>CHA <F=BNB? #DLIJ?;H 2HCIH

North American Free Trade Association

1B?+ILNB G?LC=;H#L??1L;>? MMI=C;NCHi#1 CNH ;AL??G?HIBIHA NBAIP?LHG?HNRINB2HCN?>
ON;N?NH;>; ;H>*?RC=INIIJ?H NB?QLL>?LMIOHL?MNLGENZAB?? @ ?+@NBCAM??G?HBDIMB; NBL??
P?LSC@?L?PHIGC?M? =IGKCH?EHNH? ?=IHIGCTIH?QCNBGIMMI NL;>%;LLC?:MIG NBMILNB?LH
NC@;H;>; NINBMIONBNBA®@*?RC=I ?;=B=IOHNI<SH?@GNMBIB2IGJ;L;NCP2P;HN; A?NECNM.NH?LM
?,=B H;NCIH CM @L?? NI JLI>O=? QB;N CN >I?M <?MN ;H> NI NL;>? CNM AlI>M ;H> M?LPC=?M QCNBION L"

4B?HNB?7AL??G?HQML;NC@CH>  CB;> HI MBILN;A®ME?JINCsING J?IJF?@7;L?@I1?R;GIF?NB;N
QCNBIGN.G# *?RC=;HAII>M GIL?2 0 G;HO@;=NODIMIOF><?FIMNI*?RC=] QB?LF;<ILCMB?;J?L
FGIMNNQI>?=;>?NF;N?GIMNMO=@?;LBAP?HIN<??H.?;FCT?2H> <S;H>F;IA? + #1  B;M<??H MO==?MM
OCH=CKR?HICHNI@ ?=NBP;FOP@NL;>%?NQ??NB2HCNDBN;N?M>*?RC=I B;MALIQHVIO<MN;HNGHFFS
;H;>; ;H>*?RC=I ;L? HIQ NB? 2HCN?> ON;N?Ma NIJ NL;>CHA J;LNH?LM

The European Union

1B?@ILNS JEGDHNLC@NOLIJ? B;P?FIHAVIBIQHH CHN?LCMNN?AL;NNB2REIHIGC?MB? @ CUM\HCT?>
?@ILNICHN?AL;N2?AG?HE®"OLIJ?d?=IHIGC2HNCNCAWHCHNBF;N? M QB?HVICROHNLTCAKIH?>
NIA?NBRIL@ LB EuropeanEconomicCommunity ™ ,P?L NBAH?RIPIOL?=;>?M5?G<?LMBELI?Q;H>
CHNBFE;N? M NB?" <?=;G?NB?0LIJ?;H2HCIH1I>;S NB?0LIJ?;H2HCIH"2 CMALIOJ@NQ?HNS
M?P?HOHNLCBYB;P??FCGCH;N2>%;LLC?LBMMHA NB?GM?FRPVNBS;J CHCAOL? "1B?+;NCIHMD
NB? "OLIJ?;H 2HCIH_

#CAOL? 1B? +;NCIHM I@ NB? "OLIJ?;H 2HCIH
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N @CLAMH=NB?2 FIIEMMCGCRL+ #1 INB @ILCHMN;HFFIQOHL?MNLMHN22GIHA G?G<?L
H;NCIHMONNBJLIPCMCIKAIB?2 Al <?SIH>NBIMa+ #1 CHM?P?LEGJIILN;HNSM*IMN CGJILN;HNFS
NB72 CIBIL?NB;H NL;>CHANHCT,NCENFMP?HB;H="NFCNCHPF MI=CHII?L;NCIFH><CH>BNBPG<?LM
CHNI MCHAMINCRSNENBILCNE.?KOCNB?NI @IFFIQIGGIH LOF?M> L?AOF;NCI&NNEO=B-CE?
@7?>?L;NGENMN;NQENBQ?;E =?HNLAP?LHG?HRICNBB ? @ ?+NNIHFS @?FCGCH; NCHM?LH;ELC?KKON
FMII@?H@IL=CHAGIH N;LC@H NL;>@LIGONMCNB?2 &H>>CNCIRBCF?#1  ;FFIQM\II>M;H>
M?LPC;ARI?FM=;JCN{/HJ;MM?NQ?2HL>?LNIB?2 ;FMIFFIQMeopleNI=IG? ;H>Al @L??ESBIOJIMM?MM
;H"2 J;MMJILN SIO =;H QILE CH ;HS "2 H;NCIH

The Euro

E?SMNNIQ;L>OHC@C=]REHL?EH QB?HGIMN<OMNIN;FF"2 G?G<?LMAL??>NI;<;H>IH NB?CL
IQH =OLL?H=G?M>IIN ; DICHOLL?H-AB?,=NO;EIHP?LMOH+OLL?EH QB?H =IGGIH =OLL?H=S
=, FF?NB2uro L?JF;=?NBM?J;L;N2OLL?H=CRVLNC=CJ;NCHAIOHNLCIBP=IGGIH =OLL?H&5=CFCN;N?M
NL;>? ;H> @CH;H=? <?=;0M? ?R=B;H&?LN=-20\@&| FIHA?L =IGJFC=;N? NL;HM;=NCIHM

E&NWLIJIH?HNMAO?>NB;NB?2 QIOF>HINIHFSOHCR2IHIGC=;FFES> JIFCNC=;FPEMNCHONNLGION
S FMI=L?;N?H ?2=IHIGCIIQ?L NB;MIOF>=IGJ?N?ZA,CHMNB ZIGCH;HNF; S?LKHNBAFI<;FG;LE?NJF;=?
&H>CPC>0OFEB"OLII?;H =IOHNLEBEMFCGCN2HIGCIIQ?L <ONM; ALIOJINB?SIOF><? ;H ?=IHIGC=
MOJ?LIIQ?IOLII?;H IGGCMMCIH ON IP?LNCGNBP;FOP@NB?0LIB;M<??HKO?MNCIHOMNMCM
NLOQCNBB2HCNN;N?NI>;S G;HS I@NB2?0LI_=IOHNLCAMCH &N;F$L??=7-ILNOA;FH> &L?F;HSH
J;LNC=0m,P?<??HQ@CH;H=C(RESMJIHMGEFZIBABOA2?<NM> ?RJI?LC?H=BBABH?GJIFISG?HN-

JLIKF?GI@HNBBIOMCHKALE?NON<?=;0MNB?MMLIO<FZOHNLGZRIL? =IGGIH =OLL?HEENBBPMNB?L


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/5035841729b251ea8c25fbced5bc51a6.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/5035841729b251ea8c25fbced5bc51a6.jpg
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A?0LI_=IOHNLCRR?S.? F?MMF?NI =ILL?=NB?CEIHIGCQI?M +-/ *HS ?=IHIGCMMP;INB;N
NB® CH;H=L,EMICRECICNAENB?MI CH;H=CRESMIIHMACFINLCMBIL?;NRIBP?LIMOLPCRGNB?0LI
OCN?L

Other Trading Blocs

,NB?L=IOHNL@&F?;FMIIIN?>@I?=IHIGC-CHN?AL;NEIBLBCMNILCEP; FBHOIONBG?LC=;] L A?HNCH;

L;TCF;L;AO;S ;H>2LOAO;S]B;P??MN;<FCMB 762/

@IIMercadoCommurdel Sur NI?FCGCHWL?>?

<:LLC?LMHOG<?1@ MC;H=IOHNLC2M=FO>&HAIH?MEF;SMC; NB?BCFCJJCH?MA;JIL?H>1B;CF;H>
:L? =11J?L;NCHA NI L?>0=? GONO;F <;LLC?LM NBLIOABs®)ctatidr?’of Southeast Asian Nations

,HFSNCGQCR¥?RPB?NBABNL?HYIQ;L>L?ACIHRL;>?AL??G?HXIMAII> @IINBRILF>?=IHIGS F?,LFS
NB?Sak?H?@CH0;NB?AI?MJI?=NCRNC=CJ;HIMIH? NBCHNB?3?NIL?@?L?HNCENG?KEN.IGNB?L
G?G<?LMON=?LN;GO?MNCMNEFP>NI <? ;HMQ?L?GIL? @OFR® L?ACIH;AL??G?HN®IL?R;GJIF?
GIPCHABRQILF>=FIMMNI@LML;>M ; global M=;F?INIQ;L> G;LE?NJF,<HQBC=BII>M;H>M?LPC=?M
<? NL;>?>;HSQB?L? QCNBION <;LLC?LM

Key Takeaways

X

X

X

#L?? NL;>? CM ?H=IOL;A?> <S ; HOG<?L |@ ;AL??@2HCIMNIEZ*HM M?N OJ NI GIHCNIL NL;>"

JIFC=C?M

2

1B?General Agreement on &riffs and Trade (GATT) ?H=IOL;A?M @L?? NL;>? <S L?AOF;NCHA ;H>

L?>0=CHA @MC@> <S JLIPC>CHA ; @ILOG @IL L?MIFPCHA >CMJON?M

1BCM BCABFS MO==?MM@OF CHCNC;NCP? ;=BC?P?> MO<@M;HXE O INZ¥O:HNOHM CKENNMC@

G?G<?LM @IOH>?¥WB@& Trade Organization (WTO) QBC=B ?H=IOL;A?M AFI<;F =IGG?L="7

H>

FIQ?L NL;>? <;LLC?LM ?H@IL=?M CHN?LH;NCIH;F LOF?M I@ NL;>? ;H>JLIPC>?M ; @ILOG @IL LI

>CMJON?M

-LIPC>CHA GIH?N;LS ;MMCMN;H=? NI MIG? |@ NB? JIIL?MN H;NCIHM CH NB? QILF> CM
ILA;HCT;NCIHMIt&national Monetary Fund (IMF) ;H> NB®World Bank 0?P?L;F CHCNC;NCH
B;P? MO==?MM@OFFS JLIGIN?> @L?? NL;>? IH ; L?ACIH;F F?P?F &H =?LN;CH J;LNM |I@
=IOHNLC?M B;P? DICH?> NIA?NB?L NI ;FFIQ All>M ;H> M?LPC=?M NI @FIQ QCNBION L?
GONO;F <IL>?LM 00=B ALIOJM ;lifadifre Btocs

1B?North American Free Tade Association (NAFTA) CM ;H ;AL??G?HN ;GIHA NB? AIP?LHG
1@ NB? 2HCN?> ON;N?M ;H;>; ;H>*?RC=I NI IJ?H NB?CL <IL>?LM NI OHL?MNLC=N?> NI
1B? ?@?=N |@ NBCM ;AL??G?HN CM NB;RBIIR P2HHSC®M ;L? =IGKCH?> CHNI IH? ?=
TIH? QCNB ;FGIMN HI NL;>? <;LLC?LM

1B?European Union (EU)CM ; ALIOJ I@ NQ?HNS M?P?H =IOHNLC?M NB;N B;P? ?FCGCH,;
;GIHA NB?GM?FP?M

NB? MB;L?
2M

NB? QILF:
MNLC=NCI

PHNM
>

HIGC=

N?> NL;>? -
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‘ Exercises \

4B;N CM + #1 4BS Q;M CN @ILG?> 4B;N B;M CN ;==IGJFCMB?>

4B;N CM NB? "OLIJ?;H 2HCIH 4BS Q;M CN @ILG?> 4B;N B;M CN ;==IGJFCMB?> 4B;N #B;FF?HA?|
B:MCN @;=?>

0?? ~1B?"OLI 1B? ;MCM@ILH 2H>?HC;<FEGI?NCNCRSP;HN;A? _BNNJ QQCHP?MNCHQ;FFIHC; <?
G;L=B?:?0LI BNG==?MM?>*;S
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http://web.worldbank.org/WBSITE/EXTERNAL/EXTABOUTUS/EXTANNREP/EXTANNREP2010/0,,contentMDK:22626599~menuPK:7115719~pagePK:64168445~piPK:64168309~theSitePK:7074179,00.html#statements
http://web.worldbank.org/WBSITE/EXTERNAL/EXTABOUTUS/EXTANNREP/EXTANNREP2010/0,,contentMDK:22626599~menuPK:7115719~pagePK:64168445~piPK:64168309~theSitePK:7074179,00.html#statements

3.6 Preparing for a Career in International Business

Learning Objective

2H>?LMN;H> BIQ NI JL?J;L? @IL ; =;L??L CH CHN?LH;NCIH;F <OMCH?MM

+1 G;NNARB?LBIOL=;L??7IN;E?BIO SIOQIHANK?;<F?NI;PIC>NBR?;FCNS L?;=B@QCHN?LH;NGIBINFCH?MM
4 ?aL?2FFCHPIFPEZHCNOIG? L?;>7LK8;S Q;HNNIP?HNOGHL? M?LCIONMHBNBCMR=CNQCIEPA; 1B?=;L?7L
[JJILNOHCNC?MR=CNGCHA=B;FF?HAGH2N; ECHMBX?MNP;HN;A?7@NB?G&?KOCINNG ??;LFSF;HHCHA
%7?L? ;L? MIG? BCHNM

Plan Your Undergraduate Education

*HS =IFF?A7N> OHCP?LM{@CANAILIHZDILNCHCHN?LH; NGIBINFCH 2MIVNBGIMOLMB@MNO=3H <? All>
JL?J;L;NCIH @IL ; AFI<;F =&P2AF;HHCHA SIOL ?>0=;NCIH L?G?G<?L NB? @IFFIQCHA

X Develop eal expertise in one of the basieas of businessIMN =IGJ;HC?M QCFF BCL? SIO ;M GO=B @IL SIOL
MECFF ;H> EHIQF?>A? CH ;==IOHNCHA @CH;H=? CH@ILG;NCIH MSMN?GM G;LE?NCHA IL G;H;A?C
<;=EALIOH> CH NB? MNO>S 1@ CHN?LH;NCE?EKQMWCNEHA<INB ;L?;M

X Develop your knowledge of international politics, economics, and euttiig? FC<?L;F ;LNM =IOLM?M NB;N
@I1=0OM IH J;LNM 1@ NB? QILF> NB;N ?MJ?=C;FFS CHN?L?MN SAPICHGZNNCHIBCRRNMSE-C;F
M=C?H=@7@; Q?;FNB |@ EHIQF?>A? ;<ION INB?L H;NCIHM ;H¥1OFRBEHNNB|8a=?MM CH
CHN?LH;NCIH;F <OMCH?MM

X Develop foeign-language skills&@ SIO MNO>C?> ; F;HAO;A? CH BCAB M=BIIF E??J OJ QCNB CN &GJLIP
L?;>CHA IL =IHP?LM;NCIH;F MECFFM ,L MN;LN ; H?Q F;HAO;A? CH =IFF?A? /?=;FF NB;N SIOL =1GJ?N(
AFI<;F G;LE?NJF;=? CM HIN DOMN INB?L G?LC=;HM <ON ;FMI CH>CPC>0O;FM @LIG =IOHNLC?M MO:
?P?LSIHWVR@FO?HN CH ;N F?;MN NQI ;H> OMO;FFS NBL?? F;HAO;A?M );=E |@ @IL?CAH F;HAO;A? MI
NI <?; >CM;>P;HN;A? @IL G;HS G?LC=;HM CH CHN?LH;NCIH;F <OMCH?MM
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Get Some Direct Experience

1,E? ;>P;HN;AP@MNO>S ;<LII3JILNOHCNQBANBPE@RD ?L?H SIOL=;GJOML <S;HINB?EIFF?A2B?L7L?
FCN?L;BESI>L?HEMO=BJILNOHCNEPVMEIOLCHN?LECMDHN?LH; NGIBMCHOMWAER? L?=?CPBO=B5IL?
M?LCIOREBOaPRMI?HNIG?NCGZLL;> M ; <IHOMSIOaRRI<;<FS@CIE¥H ?HDIS;<FBILCTIH ?RJ;H>CHA
?RJI?LC?H=? ;M Q?FF

Interact with People from Other Cultures

#CH;FFQB?H?P &0 =;H F?;LH<IONNBB;<CNM> NL;CNRINB?I=OFNOL MY JL;=NCE€HN?L;=NQENBB?
J?1IIF?NIQBIG NB?S?FIHASI NINBANLIO<RAG??NCHN?LH;NONE>?HNBIOL=;GJOMH> A?NNIEHIQ
NB?G)?;LH ;<IONNB?GOFNOIMP;FO?NH> N?IB?G<IONSIOLMIO G;S CHCNGREEH=IG@ILN;H{E?
=IH@OMZEMO=BHN?L=OFRRABFHA?NDOI$|OaFB CINIB?R\L?;N?;LHCHARJI?LC?H=8VIC=ECKAIH NB?
>?N;CFM SIOaFF ;PIC> ?G<;LL;MMCHA GCMN;E?M F;N?L ;H> ?P?H ?;LH NB? ;JJLIP;F |@ ;=KO;CHN;H=?M (

4B?NB?ISIOaLZIGGCNNM ; =;L??LCHAFI<;FROMCH?MML.CIQMONNBZTHN?LH;NQilPH2L MCGJFS

; SIHMOGA@QILF>QC>ILI>0O=NM> M?LPC=3W0 =;H&;PIC>NB?@ ?=NSIAFI<;FCT;NCHH;HN?>NB?
?RJ?LC?HsR <? @LOMNL;SEHAR ?P?HNLIO<KFCNACG?NL? |@N?BIQ?P?LCNECE?RNE<? MNCGOF;NCHA
;H> @OFF |@ 1JJILNOHCNC?M

Key Takeaway

X 11 JL?J;L?@IL AFI<;F=;L??LSI0 GCABR;HNNI =IHMC>2ICHAVIIG? | @NBW@IFFIQCRBCF?
MNO>?HN

*,DIL CH CHN?LH;NCIH;F <OMCH?MM
1?7P?FIJ SIOL EHIQF?>A? |@ CHN?LH;NCIH;F JIFCNC=M ?=IHIGC=M ;H>=0OFNOL?
ONO>S ; @IL?CAH F;HAO;A?

1;E? ;>P;HN;A? |@ MNO>S ;<LI;> IJJILNOHCNC?M

&HN?L;=N QCNB @?FFIQ MNO>?HNM @LIG INB?L =OFNOL?M

‘ Exercise \

0 H;FSMCM

&@IOB;> ;H IJJILNOHCNBVI?H> MOGGQILECHM;H CHN?CH @IL?CADHNLQBC=BIOHNLS
QIOFSIOM?F?=MBS &HDB;NQ;SMQIOF-NBTHN?LHMBEFO;<ARISIOL@ONSIL2?ICHOMCH?MM
%IQ QIOF> SIO JL?J;L? @IL NB? CHN?LHMBCJ




3.7 Cases and Problems

Learning on the Web (AACSB)

Keeping Current About Currency

,H ; >;SNI>S<;MCI8IO JLI<;<FSSIHANNBCHEONQB;NNB2 0 >IFF;L20 CNMDILNB.?F;NCRP
INB?EOLL?H=COMNB?LQCHCE?ESNCGMB?HOINH>>IQHMFPR=B;HAZN?NRICRF??GRNL?G?F$
CGJILN;HN SIO CHSIOL<OMCH2MW?L1B? @IFFIQCHA MIG?BSJINB?NCH:F?H;LCNB; \CFFOMNLN?
QB;\NNB?MCG S <? Note 11 L?MJIIHNINBKO?MNCAIHMICHP;=BM=7H;LAN?;L=BIIAF? @IL;
=OLL?H=S =IHP?LN~?L

Scenario 1610L 0QCMM;BICIH

6I0L@;GCES5? @LI@QCNT?LF;t> SIO;H> SIOLJ;L?HNRCMCN?B;NCINBPLL,=E CH +1Q
NB;SI0aLCHIFF?ASIOQ;HNIG;E? NBRILAB SIOUQH >OLCHALCKRA?;E4BCFBIOaLRB?L3IO
;FMIJF;HNINL;P2EIOH>H>M?? FCNBH?? |@NBZIOHNL&O L?G?G<?NB;EH 20 <IOABN

0QCMWIL;H=HKLM 610 ?MNCGMEZ;NNNBAYN?SIO =;H @CH;HSIDLNLCIR=FO>CBA@;LQCNB
NB? NB;BIO?;LH?NBGMGG?610aPB?;L>BIQ?P?LNB;NB?R=B;HAZNB;M=B;HA?>$CP?H
NB2OLL?RREB;HAZN?,<IONBIQ GO=B| SIONBCISEOINLCIOF=IMISIO M; 20 NL;P?FARICHA
;<LI;> BIQ ;L? SIO B?FJ?><S; MBC@N CH ?R=B;HA? L;N?M %IQ ;L? SIO BOLN

Scenario 26I10L LCNCMB #LC?H>M

@?@?;LMAI SIOG?NVIG? LCNCMBIO>?IBMQ?LPCMCNGBZHCNDBN;N?WBCI8?;L SIOaL?
?H=I0OL;ACNB?MNIPCMBNCHMINB;$I0=;H MBIQNB?GLIOH>+?Q 6ILE CN3AB?H SIO;H> SIOL
Q@LC?HROINVIRE?><IONNBZIMN@NBANLGI=ECH NBALCNCWMBH> W =IOF><?=IHP?LNZHNI
20 610 ?MNCG;NEB>N;=BI@SIOL LCNCIZR C?KHUF>H??>NIM;P?0J;<IONW  NIG;E? NB?
NLCA;CH?R=FO>CIHAI2@;L?$CP?MI>;SE?R=B;HAZN?BIQ GO=B)CFE=BJ?LMIH??NIG;E?
NBNLC30;P?SIOLIF;HM??HB?FJ?H. BCH>?LRSNB2B;HATHR=B;HAZN?M ;MNBMBC@ROM
@ILNB? 20 NL;P?F CH>OMNLS 4B;N MILN |@ ?R=B;HA? L;N? MBC@N BOLNM NB? CH>OMNLS

Scenario 3610L $?LG;H 0I==?L [INM

610L@;NBRIL?FEBLIQMSNBCHAS ;H>QBCEF?;HCHANBNNC®@?Q?;LNVAI B?=,G?;=LIMM
J;CU@PCHN;&T>;MMI==2kIINM5;>? CH [?;FCTCHNB;NB?Sa2?RNL?GHEO;<AU=IFF?=NILM
CH>C>;MeIBIG? =IOHNU&$?LG;HS B? BIJ?> NI M?ARB?G@ (120 ;H> NI;==IOHN®ILINB?
?R=B;HAR;N7NNBNCGIF;HH?NIIJLC=RB?GN CHOLIMIG?BIQ B?H?P?IAIN;LIOH>NI
M?FFQHBRIINMH>B;MME?€@O=IOF-M?MB?@IBCGH ? ;S &@?MNCFANMI?H>0JQCNB)
QB;NJLC=CFPOLINCFHOHIQ B;P?NIM?N IOF>3H G?LC=;H1GJ;HSNB;RRJILNMI>MNI
NB? "OLIJ?;H 2HCIH PC?Q NB? =OLL?HN L;N? GIL? @;PIL;<FS IL F?MM @;PIL;<FS NB;H CN >C> <;=E CH
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Career Opportunities (AACSB)

Broadening Your Business Horizons
N MIG?2JICHR B IOLFC@POaRRI<;<FSG??NH>QILEQCNRIJF?@LI®;LCIOMOHNLGR¥=OFNOL?

£

-,LNC=CJ;NCHA=IFF?ARINO>S ;<LI;}LIAL;G =;H B?FJSI0 JL?J;L?NI QILE CHNBAFI<;F<OMCH?MM

?HPCLIHG?HIY HIQ CMMAII> ; NCGM;HSNIMN;RIFILCHUBTINCIHN?LMH? Q;S NIAI ;<ION
CN

X 0?7F?=NMNO>S ;<LIJtIAL;GNB;ICHN?L?MAMI >l NBCHSIO H??>NI>?=C>QB;N=IOHNLSFO
Q;HNNIMNOES$H> SIOL=;>?GCx CABCHN?L2MN?MBIOMJI?; ENBF;HAO; ABSIOLIL?@7?LL?}
=IOHNLSIO MBIOF> JC=E ; JLIAL@?@> CH "HAFCMB

e &@ SIOL M=BI@2@ MNO>S ;<LI;> JLIAL;GM =BIIM? IH? NB;N B;M <??H ;JJLIP?> <S
CHMNCNONCIH

e &@ SIOL M=BIIF >NPM@BiaL MNO>S ;<Ll;> JLIAL;GM FI=;N? IH? NBR{OARBL 4B

v

SIOL

X 1?M=LC<? NB? JLIAL;G NB? M=BUR@BUGHA CN ;H>NB? =IOHNLS NI QBC=B CN QCFF N;E? SIO
X &H>C=;N? QBS SIOaP? M?F?=N7?> NBCM J;LNC=0F;L JLIAL;G ;H> ?RJF;CH BIQ CN QCFk B?FJ SIO

SIOL @ONOL? <OMCH?MM =;L??L

Ethics Angle (AACSB)

L

The Right, Wrong, and Wisdom of Dumping and Subsidizing

4B?H=1GJ;HC?M?FRJILN2&II>M<?FIQNB3LCIYB?S&B;IA?CHIB?BLG? G;LE?NM> I@NA?PFIQ
NBZIMN@JLI>O=CH¥BAII>M NB?SaRPA;ACHA-Hlumping 4B?H AIP?LHG?HNM;L;HN®;LG?LM
=?LN;GHC=2®II=LIIM.?A;L>F?NiE;LE?NLC=?MBX?H?@C=C;L€RCHsubsidized4B;N >| SIO
NBCHEONNB?M?;=NC=8MO0GIJCHN OH@;EDMCH3IMWNC=2BS IL QBSHIN !I?M MO<MC>CT{
@;LG?IE? ?=IHIGCM?HNRIINB2HCNDBN;N?MB;N ;L? NB?@ ?=NBQ;LBIO<MCHaE NBRQILF>
?=IHIGS L? NB? ?NBC=;F CMMO?M L;CM?><S NB? NQI JL;=NC=?NL-QBBELEKN? 4BS

J

CHA

Team-Building Skills (AACSB)

Thr ee Little Words: The China Price

==|L>CHAI<OMCHEZMMH; FGIMINIRHA;L>CLtH> 1?RN?II<?LNMNBM=;LCIWBLQIL>MNB;N 2 0
G;HO@;=NO£MB?;LNB?M2SM;L? the China price 11 OH>?LMN®BS Al NI NBBusiness\Week
4 2<MCNENNJ QQEDOMCH?MMQ??EAGCH2IHN?HN < BNG :H>L?;>CNMNC=RB?
BCH;-LC=? QBC=BCM=0OM\BAPH? @ EiIMNIMD BCH;¥<OMCH?RVMHMCI&I2 0 =IGJ;HC?M
QILE?LNH>=IHMOG?LM=? SI0aP2?;>NBLNC=RP?=BG?G<?U@NBN?;GMBIOR?;<F?NI?RJF;CH
NB73;L;>IRC=;P@?=3@®2 0\ BCH?MXOMCH2MKMNCIHMBCJIM]H; GPB:8NB?S;H BOLNG?LC=;H
=IGJ;HC?M ;H> QILE?LM QBCF? B?FJCHA G?LC=;H =IGJ;HC?M ;H> =IHMOG?LM



http://www.businessweek.com/magazine/content/04_49/b3911401.htm
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+?RNSIOLN?;GMBIORX?NNIA?NBM> >L;Q OINQIFCMNFCMBNBNIJ @ CBIMCNGON=IG?MH> ;

FCMBNBNIJ@CP2ANCEN=IG?ML?=?HRCH?MOMCH?RMHMC@EI2 0 <OMCH?MMREPLM
;H>=IHMOG?lU8?HNB®N?;GMBIOFE?<;NABJILIMH>=IHM@ BCH;8?G?A?H=M; AFI<;OMCH?MM
=IGJ?NCNIL ;H> @CBRLERE ; ALIOJ L?JILN NB;N ;HMQ?LM NB? @IFFIQCHA KO?MNCIHM

IHMC>7?L?> IH <;F;H=? B;M BCKMCH?MM ?RJ;HMCIH B?FJ?> IL B;,LG?>2 0 =IGJ;HC?M
QILE?LM ;H>=IHMOG?LM 'OMNC@S SIOL ;HMQ?LM

4B;N QCFF B;JJ?H NI 2 0 =IGJ;HC?M QILE?LM ;H>=IHMOG?LM CH NB? @ONOL? C@| BCH; =IHN
ALIQ ;M ; AFI<;F <OMCH?MM =IGJ?NCNIL

%IQ MBIOF>2 0 =IGJ;HC?M L?MJIH> NI NB? NBL?;NM JIM?> <S BCH?M? =IGJ?NCNILM CH NB?C
G;LE?NM

4B;N =;H SIO >I ;M ; MNO>?HN NI JL?J;L? SIOLM?F@ NI =IGJ2?HACHPRPL<;F <OMCHPMM
?HPCLIHG?HN

4B?H SIO B;H> CH SIOL L?JILN <? MOL? NI ;NN;=B ;FF NB? @IFFIQCHA CN?GM

X *?G<?LMa CH>CPC>O;FFS JL?J;L?> FCMNM 1@ Q;SM CH QBC=B <OMCH?MM L?F;NCIHMBCJM QCI
;H>B?FJ 20 <OMCH?MM?M QILE?LM ;H>=IHMOG?LM

X 610L ALIOJ JL?J;L?> FCMN 1@ NB? NIJ @CP? JIMCNCRP?+FN\HRA; TP P?RI@ <OMCH?MM PRJI;HMCIH
IH20 <OMCH?MM?M QILE?LM ;H>=IHMOG?LM

The Global View (AACSB)

Go East, Young Job Seeker

%IQ <L:P2L? SIOQB?HCNIG?MNI?GJIFISG?HNL? SIO<IF>?HIOABIIAI B:F@Q:SIOH>NBDILF>
NI@CIHLE &HMN2@=IGIF;CHCHAON2 0 DI<MICHAP?LM?;810=I0FN:ENBRORESNBBILHM
‘H> AL;<IH? DI<<:=E &NINNB;NIOABII>| ;H>CNIOFx?; FC@? =B:HABIALC?H2D =IFF?A?
AL;>0;NTYCNBOMCHAMNR=BHC=;EEALIOH>M? BCABREOAB®NRIS =IGJ;HC?MB;NJ?L;N?CH
&H>C&@IOKO:FC@S C® 0aLDCFFAHA?FI=;N?SIO=IOF@CIStOLM?O@ECHBH;HA:FIL? IL
+2Q 1?FBA@IIMIG?GOFNCH;NGIIGEHS FCERHN?ENC<;HE. $F;RIOGCNB(FCHZB;LG:=?0ONC=;
=IGJ;HS &H>>CNCIA?;LHCHMAQ NI FCPM> QILE CH @IL?CAMDHNLSH <OCAM?F@ =IH@C>7H="
‘H> G;E? SIO GIL? ;NNL;=NCR@ONGGIFIS?LMI A?N AFCGJINM@QB;NCNXDIOF><? FCERI FCP?
‘H> QILE CH&H>CAI NINB? ?< MCN@AmericanWay G;A; TCH?BNNJ QQG?LC=HQ;SGA =IG
DR@L?S P;H>?LQ?L@ BCAB N?=B IONMIOL=CHA <IIG <:HA:FIL? FP2F; ¥F:=? :H> *H?S
BNNJ GIH28IH =IG J@DILE?LM:NI:CH>CH> =B?=HONNBIMN?:LNC=F2NMM:;ANI
&H>C; :H> M2?5M'I< *IP?M NI &H>C; 1B?H Al NI NB?*IHMN?L4 ILE <Ll:> 4 ?< MCN?
BNNJ DI<M?:L=B GIHMN?LCHSEOLIG ILCBEHR BNGH @CH>DI< CH:H>Q\B:I$10a>FCERI
B:P? 2CNBRCAB®N2LL;>0;NCIH :<ION@CB?2;LNLHNSIOL=;L??L 4B?H M?F?=NEBBI< CAHILENM
-=NO;FI=:NCIHH> JLI=??>MC@NEH;HAFIL? @N?810aP3IH>?L?*NB3IMMC<CRONSPCHHx
QILECHA CH &H>C; :HMQ?L NB? @IFFIQCHA KO?MNCIHM

4B;N QIOF> SIOL DI< ?HN;CF
4B;N QIOF> FCPCHA ;H> QILECHA CH ;HA;FIL? <? FCE? 4B;N ;MJ?=NM QIOF> SIO ?HPIS 4BC=B



http://www.americanwaymag.com/jeffrey-vanderwerf-high-tech-outsourcing-boom-bangalore-leela-palace
http://www.americanwaymag.com/jeffrey-vanderwerf-high-tech-outsourcing-boom-bangalore-leela-palace
http://money.cnn.com/2004/03/09/pf/workers_to_india
http://jobsearch.monsterindia.com/return2origin/index.html
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QIOF> SIO >CMFCE?

4B;N =B;FF?HA?M QIOF> SIO @;=? ;M ;H ?RJ;NLC;N? ; J?LMIH QBI FCP?M IONMC>? BCM IL B?L }
=IOHNLS 4B;N IJJILNOHCNC?M QIOF> SIO B;P?

%IQ QIOF> NB? ?RJ?LC?H=? 1@ QILECHA CH &H>C; B?FJ SIOL @ONOL? =;L?7L
4 |OF> SIO <? QCFFCHA NI N:E? ; DI< CH &H>C: @IL ; S?:LUIQBSIHIBS




Chapter 4: Selecting a Form of Business
Ownership

#=NILM NI IHMC>?L

OIF? -LIJLC?NILMBCJ

-;LNH?LMBCJ

ILJIL;NCIH

,NB?L 1SJ?M |@ OMCH?MM ,QH?LMBCJ
*?L A?LM ;H> =KOCMCNCIHM

:M?M ;H> -LI<F?GM
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4.1 Factors to Consider

Learning Objective

&>?HNC@S NB? KO?MNCIHM NI ;ME CH =BIIMCHA NB? ;JJLIJLC;N? @ILG |@ IQH?LMBCJ @IL ; <

&@10aLMN;LNCHIF*Q<OMCH?ZBI®IB;P? NI >?=C>QBC=B?A;ILG@IQH?LMBCM?M@IISIO ;H> SIOL
<OMCH?MMIOQ;HNNIIQH NBROMCH3MMM ?2H21J?L;N?2M; MIF3LIJLC?NILMBICJI>l SIOQ;HNNIMB;L?
IQH?LMBCQJI?L;NCHN; J;LNH?LMBCJI=ILJIL;NCIH?@ILQ?>CM=OWBALIMH>=IHM@NB?NNBL712SJ?M
|@QH?LMBCJIMIBRIIJLC?NILMBCNH?LMBE3 =ILJIL;NCIH]F?Mz>L?MMIG?I@NBKO?MNONBYSIOa>
JLI<;<FS ;ME SIOLM?F@ CH =BIIMCHA NB? ;JJLIJLC;N? F?A;F @ILG @IL SIOL <OMCH?MM

4B;N ;L? SIO QCFFCHA NI >I NI M?N OJ ;H> IJ?L;N? SIOL <OMCH?MM !l SIO Q;HN NI GCHCGCT? NB"
A?NNCHA MN;LN?> 1l SIO BIJ? NI ;PIC> =IGJF?R AIP?LHG?HN L?AOF;NCIHM ;H> L?JILNCHA L?KOCL?

%IQ GO=B =IHNLIF QIOF> SIO FCE? !l SIO Q;HN NI IQH NB? =IGJ;HS SIOLM?F@ IL >I SIO Q;HN NI M
IQH?LMBCJ QCNB INB?L J?1JF? L? SIO QCFFCHA NI MB;L? L?MJIHMC<CFCNS @IL LOHHCHA NB? <C

I1'SIO Q;HN NI <? NB? MIF? <?H?@;=NIL |@IENM R@L? SIO QCFFCHA NI MB;L? JLI@QCNM QCNB INB?
J?IJF? 11 SIO Q;HN NI <? CH #82U@ >?=C>CHA BIQ GO=B I@ NB?MIAJE@EAM QCFF <? L?N;CH?> CH NI
<OMCH?”MM

I1'SIO Q;HN NI ;PIC> MJ?=C;F N;R?M I SIO Q;HN NI ;PIC> J;SCHA "<OMCH?MM_ CH=IG? N;R?M IH SI
<OMCH?MM ;H> NB?H J;SCHA "J?LMIH;F_ CH=IG? N;R?M IH JLI@QCNM ?;LH?> <S NB? <OMCH?MM

Il SIO B;P? ;FF NB? MECFFM H??>?> NI LOH NB? <OMCH?MM !l SIO JIMM?MM NB? N;F?HN ;H> MEC
<OMCH?MM SIOLM?F@ IL QIOF> NB? <OMCH?MM <?H?@CN @LIG ; >CP?LM? ALIOJ |@ IQH?LM L? !
;FIHA QCNB =I IQH?LM IP?L ;H ?RN?H>?> J?LCI> 1@ NCG?

OBIOF> CN <? JIMMC<F? @IL NB? <OMCH?MM NI =IHNCHO? QCNBION SIO &M CN CGJILN;HN NI SI¢
MOLPCP? SIO !l SIO Q;HN NI EHIQ NB;N INB?L IQH?LM =;H N;E? IP?L C@ SIO >C? IL <?=IG? >CM;<F?>
Q;HN NI G;E? CN ?;MS @IL IQH?LMBCJ NI =B;HA? B;H>M

4B;N ;L? SIOL @CH;H=CHA H??>M %IQ > SIO JF;H NI @CH;H=? SIGEEISIDH&?%> ; FIN |@
GIH?S NI MN;LN 13?L;N? ;H> ALIQ SIOL <OMCH?MM ;H SIO @OLHCMB NB? GIH?S SIOLM?F@ IL QCH
MIG? CHP?MNG?HN @LIG INB?L CABRICGIH??> <;HE FI;HM &@ MI QCFF @OCE)FNSG@NNCHA NB?G
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SIOLM?F@

%IQ GO=B FC;<CFCNS ?RJIMOL? ;L? SIO QCFFCHA NI ;==?JN L? SIO QCFFCHA NI LCME SIOL J?LM
:MM?NM]SIOL <;HE ;==IOHN SI@LS%P ?P?H SIOL BIG?]@IL SIOL <OMCH?MM L? SIO JL?J;L?> NI J;S
<OMCH?MM >?<NM ION 1@ SIOL J?LMIH;F @OH>M !l SIO @??F OH?;MS ;<ION ;==2JNCHA J?LMIH;F F
'=NCIHM |@ @?FFIQ IQH?LM

+I MCHABMLG@QH?LMBQIFCP3IO?P?LSNBCGHA>?MCI620aFB;P?NIG;E? MIG?NL;>? I@\W=;0M?
?,=BIINCIHB; M<INB>P;HN;A?M>>CM;>P;HN; ASIMDLDI<CMI>?=C>QBC=B1? 1@ ?INB ?;NOINBMAN?
GIMNCGJILN;HWNSIO &HNB®IFFIQCHMA=NCIRIRFAGJ;L? NBRNBLAQH?LMBONCIHNIFILIILC?NILMBCJ
J;LNH?LMBEUJIL;NCIHIH NB2?CABMG?HMCKBINQ? C>?HNCACPCIOMNEZNGIMNM> AIP?LHG?HN
L?AOF;NCHHNLIBLI@OMB;LCHAH=IGN;R?MECFAMNCHOENSIL;HM@?L;<SBERHNII<N; CK CH;H=CHA
;H> FC;<CFCNS ?RJIMOL?

Key Takeaways

X 01G? |I@NBKO?MNCONBEUSIOa=ILI<;<FSMESIOLM?E@BIIMCHNB2JILIJLC;NE?A;RILGDIL
SIOL <OMCH?MM CH=FO>? NB? @IFFIQCHA
What ae you willing to do to set up and operate your business
How much contl do you want
Do you want to sharpiofits with others
Do you want to avoid special taxes on your business
Do you have all the skills needed to run the business
Should it be possible for the business to continue without you
What ae your financing needs
How much liability exposerare you willing to accept

X +I MCHAF? @ILG 1@ IQH?LMBCJIMIF? JLIJLC?NILMBCJ J;LNH?LMBCJ IL =ILJIL;NCIH]QCFF ACP? S
?P?LSNBCHA SIO Q;HN ";=B B;M ;>P;HN;A?M ;H> >CM;>P;HN;A?M

Exercise

0 H;FSMCM

[?PC?QNB?CABRD?MNCOGHAHNC @ BNBOWP=NCONB; $10a>JLI<;<FS;MESIOLM?E@&-BIIMCHNB?
;JILIJLC;NE?A;RILG/;N? ?;=BI@NBKO?MNCIHACINBQWA;FB 9 HIN;N;FFCGJILN;H8I9 HINP?LS
CGIILN;HBIOMIG?QB;ICGIILN;HBI9 P?LEGIILN;HBI9 ?RNL?GAESIILN; HDOPF?=NBRQIKO?MNCIHM
NB;N.? GIMNCGJILN;HW SIO ;H> NBNQIKO?MNCNBWL? F?;MBGJILN;HIN SIO ;H> ?RJF;CSIOL
L?MJIHM?M NI NB?M? @IOL KO?MNCIHM




4.2 Sole Proprietorship

Learning Objective

I1?M=LC<? NB? MIF? JLIJLC?NILMBCABCGN@IH. ;H> MJ?=C@S CNM ;>P;HN;A?M ;H>
>CM;>P;HN;A?M

MIFALIJLC?NILMEMEXOMCHIHAP><SIHFIH? J?LMIHLB?GIMNIGGIH @ILG@IQH?LMBEIN=IOHNM
@IL<ION  J?L=?H®;FF2 0 <OMCH?MMNBZM;NCIH;FN; IIE &NANB?2;MC?MiN =B?;J?MNISJ?
|@<OMCHRVMMIILGC @10aL®MCIBOUQH H;G? ;MNBM;G? 1@SIOLKOMCHBI®DOMN?> FC=?HMZA?N
MN;LN?> ;H>IH=? SIOaL? CH <OMCH?MM SIOaL? MO<D?=N NI @?Q AIP?LHG?HN L?AOF;NCIHM

Advantages and Disadvantages of Sole Proprietorships

M MIF2QH?L SIO B;P?=IGJF?N2IHNLIFP?L SIOL<OMCH®I®I G;E? ;FFCGJILN;H}=CMCIHH* SIOaL?
A?H?L;FESMJIHMC@HFFE;S NI >;S;=NCPCNZPR=B;HA@ ILMMOGCHMABCNMJIIHMC<EFONZNFRNB?
CH=IG?;LH?><SNBROMCH2MI@ CRMH?>L? N;R?>MI?LMIH;EH=IGMISIO>IHAB;P?NIJ;S ;HSMJ?=C;F
@7?>?L;F ;H> MN;N? CH=IG? N;R?M
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#CAOL?

OIF? JLIJLC?NILM ?HDIS =IGJF?N? =IHNLIF <ON ;FMI @;=? CH=L?;M?> LCMEM

SII?L;HHN\ IG;H ;N QILE\M;F?M ;MMIAC;MN?  + +!

#IL G;HSJ?1IF? BIQ?P?LNBMIF3LIJLC?NILMBEUNVIOCN; S @ FRICA@?HDISCHIS JF?N2IHNLIFIL
?2R;GJF?CB:PCHNIMOJIEBANB2C@?L?NIF?HNBLIG: S <? H?=?MMMES;E? NBXROMCH?MI®=="M#
C®0>C?NBROMCHKIMMIFFEAM ;FMIB;P?NIL?F$H SIOLQH L?MIOL=@M®@ CH;H=CHA@ ?=8lOare
NBROMCH?MMHSGIH?S<ILLIQ?><SNB2OMCHEMIMH?>Nlyoupersonally "P?HGIL? CGJILN;HNBMIF?
JLIILC?NEZ;LMDHF C G OR = CF@NH S FIMMEW=OLI<KSNBXOMCH?MMBI0=;HM?BLIGCAOL? "0IF?
-LIJLC?NILMBECI2HFCGCNE<CFCNEBALCH=CIE®DHFCGCINEMIH;FC;<CFGRSIMIB;IC @B 2ompany
CH=OLMP<NL MG@PM;N; MNLIIBZ:S A?NNOHE?® | E; OMCHACHDOUIMIG?IH? NB@wnerCNPLMIH;FFS


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/4.2.0.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/4.2.0.jpg
https://www.flickr.com/photos/yooperann/8847791727/
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FC;<FM ; MIF3LIJLC?NRIOJONSIOLI?LMIH;MM?NNDL<;HE;==I0HNSIOL=;L G;S<??P?F5I0LBIG? ;N
LCM&IINBR;E?@SIOLOMCHBVM=;HF?MMSHLLCMECNEBHMOL ; F52$IOLFC;<CFZNEMO =2H MNGRF
MO<MN;HBCE?INB;NPH ;H>'"?LLS>?=C>28IMN;INB?CE=2L7?;GOMCHRIMANB?H> NB?L? @IBROMCH?MM
Q;M HIN IQH?> <S IHFS IH? J?LMIH NB?S =IOF> HIN M?N NB?CL =IGJ;HS OJ ;M ; MIF? JLIJLC?NILMBCJ

#CAOL? OIF? -LIJLC?NILMBCJ ;H> 2HFCGCN?> )C;<CFCNS

Key Takeaways

X sole prooprietorship CM ; <OMCH?MM IQH?> <S IHFS IH? J?LMIH
X &NANB? GIMN =IGGIH @ILG 1@ IQH?LMBCJ ;H> ;==I0HNM @IL ;<ION J?L=?HN 1@ ;FF 210 <OMCH’
X >P;HN;A?M @ ; MIF? JLIJLC?NILMBCJ CH=FO>? NB? @IFFIQCHA

";MS ;H> CH?RJ?HMCP? NI @ILG @?Q AIP?LHG?HN L?AOF;NCIHM
IGIF?N? =IHNLIF IP?L SIOL <OMCH?MM

$?N ;FF NB? JLI@CNM ?;LH?> <S NB? <OMCH?MM

llIHa N B;P? NI J;S ;HS MJ?=C;F CH=IG? N;R?M

X ICM;>P;HN;A?M 1@ ; MIF? JLIJLC?NILMBCJ CH=FO>? NB? @IFFIQCHA

%;P? NI MOJJFS ;FF NB?L2E® N;F?HNM H??>?> NI G;E? NB? <OMCH?MM ; MO==9MM
&@ SIO >C? NB? <OMCH?MM >CMMIFP?M
%;P? NI L?FS IH SIOL IQH L?MIOL=?M @IL @CH;H=CHA



http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/de9d138f19f01a61b8f079549ece73c8.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/de9d138f19f01a61b8f079549ece73c8.jpg
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&@ NB? =IGJ;HS CH=0OLM ; >@RUMMQEMNLIIB? SIO ;L? J?LMIH;FFS FC;<F? SIQ B;P?
OHFCGCN?> FC;<CFCNS

‘ Exercise \

0 IGGOHC=;NCIH

1;FEQCNBMIF3LIJLC?NKIONBCM B?LM?F?=N@H.G@<OMCHRYHPLMBONIE BCGL B?LQBC=ED

NB®@IFFIQCH2G?HMCHHBM=OMBRBGAMP=NCRPLZTGJIILN; HN#$?=C>CNIJ?L;N?2M; JLIJLC?NIL
M?NGIMNM> AIP?LHG?HNPAOF;NCIHEMNLIRLI@Q@KB;LCHBH=IGN;R?MVECFEMINCHOCENS
NL;HM@7?L,;<GBERNIS<N; Ci CH; H=CHAFC; <CFENEVOLL LCN2?2JILN?N; CFCHBANSIOF?;LH?>
@LIG NB? <OMCH?MM IQH?L

References

1B?+;NCIH;EN; 1IE "+OG<?U@1;R /?NOLHM=?CINMI> +?N&H=1G*<S1SJ?I@ OMCH?MMB?
ON;NCMNEMNL,=NB?+;NCIH;FN; 1lE ' HO;LS BNNJ QQ€PHMOM AIBJI?H>CMN;N=NM
<OMCH?MM:?HN?LILCM? MIF?:JLIJLC?NILMBCJIM:J;LNH?LMBGHRMM2E [ HOHYE BNGF


http://www.census.gov/compendia/statab/cats/business_enterprise/sole_proprietorships_partnerships_corporations.html
http://www.census.gov/compendia/statab/cats/business_enterprise/sole_proprietorships_partnerships_corporations.html

4.3 Partnership

Learning Objectives

&>?HNC@S 2L 2BI®NSI?M 1@ J;LNH?LMBCJIM ;H> ?RJF;CH NB? CGJILN;H=? 1@ ; J;LNH?LMBC.
I?M=LC<? NB? ;>P;HN;A?M ;H> >CM;>P;HN;A?M |@ NB? J;LNHYHZBMNCEHLG 1@ IL

J;LNH?LMBCA?H?L;ELNH?LMBCM <OMCHROHP>DICHNESNQIIL GIL? J?IJF? <ION  J?L=?Hi®
20 <OMCH?MMZIMNH?LMBCBM+;NCIH;FEN; IIE ;H>NBIOARBP;MI&;DILCNIS? MG;FIMIG?
;L? KOCIRAA? #IL ?R;GIF?NBXCARIOIO<FCG=—=IOHNCK¢CLGN J;LNH?LMBG3INNCEA, J;LNH?LMBG&D
GIL? =IGIF?R\NB;HM?NNCHAMIFILIILC?NILMBOKNINCRPF,NCP?RESH> CH?RI?HMOP?=IMN®;LC?M
;==IL>CHNIMCTP> =IGIJF?RCNSIMMC<RI@ILG MCGJIBANH?LMBCNBIOIBB?FI@; F;QS?IL ;H
;==IOHN;HNBIOABN®OMO;FF3l1> C>?NIA?NLI@?MMCIRE=2LI@?MMCIH;FHB?FBI0 C>?HNHRS
L?MIFP? CMMO?M NB;N G;S F;N?L =L?;N? >CMJON?M ;GIHA J;LNH?LM

The Partnership Agreement

1B?CGJ;=Na>CMJIONMA? F?MM?HBBI;LNH?1IBYP??R?=0ON?RQ?FF JF;HH@artnershipagreementNB;N
MJ?=C@C?M ?PVLISTABNM ;H> L?MJIHMC<CFCNC?M 1B? ;AL??G?HN GCABN JLIPC>? MO=B >?N;CFM ;M

X GIOHN I@ =;MB ;H> INB?L =IHNLC<ONCIHM NI <? G;>? <S ?;=B J;,LNH?L

X ICPCMCIH 1@ J;LNH?LMBCJ CH=IG? IL FIMM

X -;LNH?L L?MJIHMC<CFCNC?M]QBI >I?M QB;N

X IH>CNCIHM OH>?L QBC=B ; J;LNH?L =;H M?FF ;H CHN?L?MN CH NB? =IGJ;HS

X IH>CNCIHM @IL >CMMIFPCHA NB? J;LNH?LMBCJ

X IH>CNCIHM @IL M?NNFCHA >CMJON?M

Unlimited Liability and the Partnership
#CAOL? "$?H?L;F,LNH?LMBES3 2HFCGCNR><CFCIMBIQMB;N G;DILILI<F?GQCNBLNH?LMB@IGICNB
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MIF3ALIJLC?NILMBCIMIFCGORNZ=<CFCNBJ;,LNHZTN?LMIH;FFE;<FANHFS@I1BCM B?UQH ;=NCIHADN
;FMI@Itthe actionsof all the partners &H J;LNH?LMEINS;S QILE;==IL>CHRINB®@IFFIQCHA?H;L©;S NB;N
SlOaL? J;,LNHZCH >LS=F?;HCK®MCH?M®1>;S SIOL?NOI@LIG-OH=BI @ CI$+OL?MN;<FCMBE?ENCL?
610aLTTHN?L=?X&SIOLI;LNH?DBI N?FEM NB;NIBT CMN;LNZ2=;0MB? @ ?BRF??QBCRAGIECHM
SIOQ;N=EBIOLFCP?FCBAFOJCHD F;G?MOLI;LNHN?FEMDMIG?NBCHAMZ?=,0MB?@IAINNIJ;S NBRCFF
SIOL@CCAHMOL; I@:M=;H=?F?AB?H CNEFAP?L SIO?MNCGNEEIMMINBROCF>CHA?P?LSNBCHMCN?

GCFFCIH> B?LNMNBR?;FFS> H?QMC@BROMCH2MMHEB; P?NB2;MBL INB?LMM?NMIP?LFIMM?M
youcanbe personallysuedfor theamountowed &HNB?RQIL>M;HSJ;LN®BI MG@PL?FIMM?=,0ME@NB@CL?
=;H Al ;@N?L SIOL J?LMIH;F ;MM?NM

#CAOL? $?H?L;F -;,LNH?LMBCJ ;H> 2HFCGCN?> )C;<CFCNS

Limited Partnerships

*HS J?1JF?;L? OH>?LMN;H>KFSO=NMRHN2CHNI;LNH?LMBEIWOMOHFCGCR2<CF&NSCPC>0;FM
QCNRO<MN;HNMBRPNII?R;GIF?B;P?; FINNIFIMZ@®B?3?NMO?®@I1L J;LNH?LMBEGLCA;NCIH> QB?H
J?1IIF?MONB?8I?HNIMN;IQCNBBR2C=B?MNH?L1l IP?L=IG?NBCI@ ?#8J;LNH?LMBAEH;QJ?LGCNM

; FCGCN?=NH?LMBEQBC=B;MNQINSJ?MN®J;LNH?LMMCHAgeheral partner QBI LOHMBXOMCHMNMCM
L?MIIHMC@RIEENRC ; <CFCNE?MS HOG<?l@limited partnersQBI B;P?FCGCNPIFP?GZEHNBXOMCH?MM
;H> QBIM? FIMM?M ;L? FCGCN?> NI NB? ;GIOHN |@ NB?CL CHP?MNG?HN


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/4.3.01.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/4.3.01.jpg
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Advantages and Disadvantages of Partnerships

1B? J;,LNH?LMBM?P?L;BP;HN;A?NR?LNBMIFILIJLC?NILMBCLMBNLCHANA?NB?>CP?LMRIOJ @
N;F?HNCH>CPC>QEBIWIB;L2?MIIHMC<@RNFHHCNBXOMCHARMH> CIKG;E?M@ CH;H=CIN/C?ILB?
<OMCH2MML;Q IH NB®CH;HACRIOL=[# HOG<?I@CH>CPC>QHFM;LNH?IEMNIHFSSIHNLC<@NIH>M
NINBZOMCHZEM;H ;FMIOM3?LMIH;E?MIOL=RMM?=Ok?HEFI,HM#CH;FFSHNCHOENSH&? ;H CMMO?
<?=;,0M? J;LNH?LM =;H ;AL?? F?A;FFS NI ;FFIQ NB? J;LNH?LMBCJ NI MOLPCP? C@ IH? IL GIL? J;LNH?LM >

#CAOL?

-,LNH?LMBCJIM =;H B;P? G;HS ;>P;HN;A?M <ON NB?L? ;L? >CM;>P;HN;A?M NI =IHMC>?L ;M Q?FF

>CACN;F CHN?CH2OMMCIH ;N NB? N;<F? \ *??NCI#AP?6 =1 CG+!

ONCHRB?LR?MIG?H?A;NCP2OLMMN>CM=0MNMECA,LNH?LIM MO<DMROHFCGCAMZ=<CFCNIH> <?CHA

; J,LNHZ&?;HMNB;SI0B;P?NIMB;L2?=CM@GHECHAH> G;HS J?1JF?;L?HBEIG@ILN;<RTNBB;MCNO;NCIH
+IN MOLIJLCMCHAFS?L@N7BtP?>C@?L?H4@WCHCIHH BIQ NILOH <OMCH?MM>CM;AL??G?HNM
?M=;F;N@NB3IICHN2,=NO;EIH@FCG®;=NB?S;H?P?HD?IJ;L>CNB2IHNCHO; HERBROMCHABKLXH
;>>CNCNMMB;LCKA?;M;LNH?LMMIMB;LILI@CHNBCNM.L;HA?G?HNH QILE;MFIHAM;FRJ;LNH?1@PNB;N
NB?SalL? <?CHA L?Q;L>?> ;==IL>CHA@INBPTL>?@-IGIFCMBG?HNM <NN-RQBESMCBHRa;M?


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/4.3.1.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/4.3.1.jpg
https://www.flickr.com/photos/digitalinternet/8227432373/
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4BCFNB7J;LNH?LMEDNLG@IQH?LMBCNPC?Q?H?A;NCPHSMIG? CXD;MJ;LNC=0F;\B3;FCHAI ?H
IB?H ;H>"?LLS$L??H@CTRELNCNB?@=2L7?;G<OMCH?MMJ;LNH?LMBCNICH?RI?HMEBTF?NIB?G
=IG<CHRB?ECGCMNZEH;HACMIOL=PM OMRB?ECP?LMECHFM;F?HNWM@LC?NEANLOMRZBINB?L
;H>Q?F=1G?MB;L?>?=CM@GHECHAI>JLIQOM;LCHA?SQ?L2FMHIN.?FO=NN&?B?FI?LMIH;FFS;<F?
@IL ?;=B INBAL=NCIHM

Key Takeaways

X A?H?L;F J;LNH?LMBCJ CM ; <OMCH?MM IQH?> DICHNFS <S NQI IL GIL? J?1IF?
X <ION J?L=?HN 1@ 20 <OMCH?MM?M ;L? J;LNH?LMBCJM

X 1B? CGJ;=N 1@ >CMJON?M =;H <? L?>0=?> C@ NB? J;,LNH?LM B;P? ; J;LNH?LMBCJ ;AL?2?G?HN NB;
?P?LSIHPBLCABNM ;H> L?MJIIHMC<CFCNC?M

X J;,LNH?LMBCJ B;M M?P?L;F ;>P;HN;A?M IP?L ; MIF? JLIJLC?NILMBCJ

D

&NAL?F;NCP?FS CH?RJ?HMCP? NI M?N OJ ;H> MO<D?=N NI @?Q AIP?LHG?HN L?ADF;NCIHM

e -;LNH?LM J;S J?LMIH;F CH=IG? N;R?M IH NB?CL MB;L? |@ JLI@CNM NBZ,S;|HNH?LMBCJ >I?MH:
MJ?=C;F N;R?M

&N <LCHAM ; >CP?LM? ALIOJ 1@ J?1JF? NIA?NB?L NI MB;L? G;H;A?LC;F L?MJIHMC<CFCNC?M
-,LNH?LM =;H ;AL?? F?A;FFS NI ;FFIQ NB? J;LNH?LMBCJ NI MOLPCP? C@ IH? IL GILP J;LNH?LM

&N G;E?M @CH;H=CHA ?;MC?L <?=;,0M? NB? J;LNH?LMBCJ =;H >L;Q IH L?MIOL=?M|@LIG ; HO(
J;LNH?LM

D

D

D

X J;,LNH?LMBCJ B;M M?P?L;F >CM;>P;HN;A?M IP?L ; MIF? JLIJLC?NILMBCJ

e 0B;L?>>?=CMCIH G,ECHA =;H L?MOFN CH >CM;AL??G?HNM

e -LI@CNM GOMN <? MB;L?>

e ";=B J;LNH?L CM J?LMIH;FFS FC;<F? HIN IHFS @IL BCM IL B?L IQH ;=NCIHM <ON ;FMI @IL NBIM
J;LNH?LM]; JLCH=CJF? miirtited liability

X limited partnership B;M ; MCHAF? A?H?L;F J;LNH?L QBI LOHM NB? <OMCH?MM ;H> CM L?MJIHMC:
FC;<CFCNC?M JFOM ;HS HOG<?L I@ FCGCN?> J;LNH?LM QBI B;P? FCGCN?> CHPIFP?G?HN CH N
QBIM? FIMM?M ;L? FCGCN?> NI NB? ;GIOHN 1@ NB?CL CHP?MNG?HN

Exercise

0 H;FSMCM

$L;H> ;HSIH %?FC=IIN3P?HNOLTVMMN;LN@CRB?;LMAI <S';S>?H IFFCHMB? <OMCHBW¥!
ALIQHIP?LNBE?;LM<ONCNN ; MN;H>MNCFF;S>?H QIOF>FCERI ?RJ;H>BCMOMCH 240H??>M
;>>CNCIHgFOHNM| NBCHMI B?=I0F+.?;FFOMB?FLOHHCNBXOMCHZBMDABB?CNH ?R=?FF?HN
JCFIRCNBI?L@MND ?NE=IL>B?HHINP?LRAII> ;NB;H>FCINB2;S NI >;S>?N;CHAVP>?NIE??INB?
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<OMCHRMIMHCHM&IINBFS @LCAE@BCM< 11==C;JJLI;=B?>BCG.?=?HNHS ;ME?NIDICBCGCH
NBZOMCH7MM CN® ;CLO3;FNBSI> B; M=IHMC>?L;, <M CH?RIPLC?HFOMB?EHIQMBIQ NI@FS
=BIJJ?LM]NBIOAB?B;MB;>; @?Q\NB;HE@OHHE);N;6CMB;INE>?HCM FCNNBR?B?HMCRION
MB;LCHAMJIHMC<CHCNSIHCNBROMCH XN 2> ?MHNGCHMB;LCHA@CNMNBMNB?B;H> B?
L?=IAHCT?M NB;N B? ;FIH? QCFF HIN <? ;<F? NI ALIQ NB? <OMCH?MM

?=,0M?;S>?H>1?MHNQ;HNNICH=ILJIL;NB?B;MIHFSNQIIINCIHMIHNCHOIZHAOMCHMMMIF?
JLIJLC?NILMBG@CHHG?IH?NIDICIBCGCH J;LNH?LMBTO MBIOF?P;FO;NZB?MQI;FN?LH;NCP7IM
>CM=0ONB?2>P;HN;A?NH> >CM;>P;HN;A@?;=B [INCIH;H> L?=IGG?H>NB2IH? SIO =IHMC>@AIMN
W JILIILC;N?&@10 L?=IGG?H>@ILGCHAJ;LNH?LMBEIMNCHASTNB ?H FCGCNP> ; A?H?L;F
J;LNH?LMBCJ

References

1B?+NCIH;EN; lIE "+OG<?U@1L;R /?NOLHM=?CINM> +?N&H=IGXS1SJ?I@ OMCH?MMB?
ON;NCMNEMNL;=NB? +;NCIH;FN; IllE "HO,LS BNNJ QQ€2?HMOM AIBJ?H>CMN;N=NM
<OMCH?MM:?HN?LILCM? MIF?:JLIJLC?NILMBCJIM:J;LNH?LMBGH2MN 2t MOHI® BNGF


http://www.census.gov/compendia/statab/cats/business_enterprise/sole_proprietorships_partnerships_corporations.html
http://www.census.gov/compendia/statab/cats/business_enterprise/sole_proprietorships_partnerships_corporations.html

4.4 Corporation

Learning Objectives

"RJF;CH BIQ =ILJIL;NCIHM ;L? @ILG?> ;H> BIQ NB?S [J?L;N?
ICM=OMM NB? ;>P;HN;A?M ;H> >CM;>P;HN;A?M |@ NB? =ILJIL;N? @ILG |@ IQH?LMBC

=ILJIL;NCIHMIG?NCG2MF?> regularIL  =ILJIL;NCIH >C@?1@LIG MIFALIJLC?NILMBIS] J;LNH?LMBCJ
<?=,0MCNb F?A;PHNONE BMMHNCLRMS;L;N@LIGBI;LNCRBI IQH CNeN;H?HNTTHNCH>CHIANL;=NM
<OSH>M?BEIJ?LNMOMH> <?MO?x?B?FE?MIIHMCERENMNCIHM> <?N;R?>M #CAOL? "1SJ?NI@
20 OMCH?MNWBIQMFILIIL;NCIHM=IOH®IL J?L=?H&®FR2 0 <OMCH?MMRIAH?L;NPGIMN J?L=?HN
I@NBR?P?HO2B? +;NCIH;EN; IIE *IMN F;IA?Q?FF EHIQEOMCH?MM2MLIIL;NCIHKMOMI;L?
G;HS |@ NB? MG;FF?L @CLGM QCNB QBC=B SIO > <OMCH?MM

#CAOL? 1SJ?M 1@ 20 OMCH?MM?M

151



152 ¥ EXPLORINBUSINESS

0IOL=?"+0G<?U@1;R /?NOLH=?CINNH> +?N&H=IGXS1SJ?|@ OMCH?MNMhe 2011 Statistical
Abstract: The National Data Book BNNJ QQ€?HMOM AlIBJ?H>CMN;N=NMOMCH?MM:?HN?LILCM?
MIF?:JLIJLC?NILMBCIM:J;LNH?LMBCIM:=ILJIL;Z#£2MM BRAOMN "+OG<?LI@ 1R
/?NOLHM> OMCH?RNFPCIN&E 0CT?@/?=?CINMIhe 2011 Statistical Abstract: The National Data

Book BNNJ QQ€?HMOM AIBJ?H>CMN;NsNMOMCH?MM:?HN?LILCM?
MIF?:JLIJLC?NILMBCIM:J;LNH?LMBCIM:=ILJI==2MNPE NOAOMN

Ownership and Stock

ILJIL;NCIHNL? IQH?><SMB;L?BIF>QBI CHP?@IN?SCHBROMCH22BROSCHAB;L2@VINI=EB?JILNCIH
I@GNB2ILIJIL;NCINB?EH >?J?H>M NB3?L=?HN; K@VINI=EB?BIF>#IL ?R;GJF?C@=ILJIL;NCIB;MCMMQO?>
MB;LAEMNI=EH>SIOIQH MB;L?RIOIQH  J?L=?HENB2IGJ;HS 1B?MB;L?BIF>7ABA=SNI;L> |@
>CL?=NILKLIOJ@I?IJF? JLCG;LCERIGONMANB2ILIIL;NCIH)BI ;L?F?A;FESMJIHMGCaFRIP?LHCINB?
=ILJIL;NCIHLB?<I;L> IP?LM?MB%;DILJIFC=CHM#A >?=CMCIBM? <SNB2ZILJIL;NCIHV?NMFMH> BIF>M

G;H;A?G?HN=IOHN;<®@1.=BC?PCNB?GH>BCL?2N>?P;FO;NNBRIJ?R?=ONCGPH?L;FEFF?NB?',
=BC7@R?=ONCERC=71B?<I;L> ;FMI,JILIP?MNB2CMNLC<Q®RCH+IGNIMB;L?BIF>TTCMIB® ILG@=;MB
J;:SG?HNM =FFC®C>?H>M


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/04/e2dbe8082194e465b6c9f35f12f9a490.jpg
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http://www.census.gov/compendia/statab/cats/business_enterprise/sole_proprietorships_partnerships_corporations.html
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http://www.census.gov/compendia/statab/cats/business_enterprise/sole_proprietorships_partnerships_corporations.html
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Benefits of Incorporation

1B?=ILJIL;N2@ILG@ILA;HCT; NG @& ?IMPP?L;#P;HN;A?ICH=FO>EEBACNT:<CF@NEB;L?BIF>?AM?;N?L
;==?MM NI @CH;H=C;F L?MIOL=?M MJ?=C;FCT?> G;H;A?G?HN ;H>=IHNCHOCNS

Limited Liability

1B?GIMNCGJIILN;KRH? @@EH=ILJIL;NCIHIIBFCGCNZ<CFNIQBC=BIB;L?BIF>?2LPI?RJIM?>NB?3.?
HINL?MJIHMC@HRIBP<FCA;NCIM B 2ILJIL;NCIHH>NB?S;HFIM7o more thanthe amountthat theyhave
personallyinvestedin the company F?;LFSFCGCN=G;<CFQNS->B;P?<??H, <CAIFO®DIINBDH@ILNOH;N?
CH>CPCEIBAMXOMCH2MNHAOLH?SQHNB?ELS=F?;HCHAKN;<FCMBGZHNB?S??HCH=ILJIL;N8B?
corporationQIOFB;P?<??H-C;<F@INB2?<N@H=OLI<BNB@ CKZNB2ILJIL;NCIHC>HB;P??HIOABGIH?S
NI1J;S NB2?<NNBC€H>CPCMBHR ?BIF>QIDFHINB;P?<??H<FCA;NR#J;S ;HSNBCHRAONB?QIOFB;P?
FIMN :FF NB? GIH?S NB;N NB?Sa> CHP?MN?> CH NB? <OMCH?MM <ON HI GIL?

Financial Resources

&H=ILJIL;NCIFMIG;E?MCNIMMC<@?l<OMCH?NWI2 M@ OHx<BIM?FFOMN=B BCIZM <CA>P;HN;A7M;
=IGJ;HS ALIQMH> H??>KB1L? @OHNMI?L;N?2H>=1GJ?N?!?J?H>CHAd CNWICTR> @ CH; HINE ? HANE?
=ILJIL;NCIHFMIB;MH ;>P;HN;APP?LINB?I@ ILGNR<OMCHECMMNNGHAEF;HM H ?MN;<FCMBZ3L;NCIH
=H<ILLIQCNNH @OH>®IPB?H MG;FFOMCHRR+MFI;H NBZ;HEOMO; AEBKOCINBIRN? AO;L;HN??>
<S CNM IQH?LM

Specialized Management

?=,0MA@NB?GACTR> ;<CFCNEJ;S BCABI;F?MGGCMMCIHM<?H?@GINMIL;NCIHM? A?H?L;FES?NI
;NNL;=N GIL? MECFF?> ;H> N;F?HN?> ?GJFIS??M NB;H ;L? JLIJLC?NILMBCJIM ;H> J;LNH?LMBCJM

Continuity and Transferability

HINB?L>P;HN;AP@QCH=ILJIL;NCIFIHNCHOCN®MNBZILJIL;NCIB;M F?A;FC@?J;L;N@LIGNBFCP?M
IQCNRH?LMCN;H ;NF?;MBHNB?ILSRCMNL?PAL;HM@?LIGHALMB(@, =ILJIL;NCIEM;MSMB;L?BIF>?LM
MCGIRSMB?EGINI=HIINB?LIIG? @IOH>?BIQ?P?LQ;HNNIL?MNLUIBRNL;HM@ ?L;JCRNBEISANI=F> MI
=BIIMNIJI?L;NZM; JLCP;N?FS BPEHL;NCILB?MNI=ERB?MILIIL;NCIHMA?F<SIHFS @?QH>CPC>0;FM
QBI;L?HINFFIQ?>NIM?EENINBA?H?L FO<FCHGJ;HC?MQCNBI MO=B?MNLC=NCMINV=K;F?? =FF?>
JO<FC= =ILJIL;NOVMINIEE CM ;P;CF;<F? @IL M;F? NI NB? A?H?L;F JO<FC=

Drawbacks to Incorporation

)CE?MIFJLIJLC?NILMBE3N;LNH?LMBGIMIL;NCIHBtP? <INBJIMCNCP? H?A;NCBRIJ?LNCBHMIF?
JLIJLC?NILMBB83M;LNH?LMB@NCHMN; HNBTH>CPC>QBMQH ;H> G;H;A? ; <OMCH7WMNNBM;G?
J?1IF? ILJIL;N? G;H;A?LMBIQ?P?L>IH&ANH?=?MM; UQFSMINI=EH> MB;L?BIF>2tMa\NH?=?MM;LQIEE @IL
NBZIGJ;HS 1BCMICNO;NGHK? NLIO<F?MIGRIBAI;FM@NBNQIALIOIMC@?MCAHC@C%;HMPEM



154 ¥ EXPLORINBUSINESS

@I?R;GIF?GCABH? GIL? CHN?L?MN®3L??L>P;H=?G?HNB;HNB2P?L;FELI@CN;<CNEB=IGI;HS
ONI=EBIF>?LM GCABN =;L? ;<ION JLI@CNM QCNBION L?A;L> @IL NB? Q?FF <?CHA 1@ ?GJFIS??M

HINB?L>L;Q<;=ENICH=ILJIL;NCIH]IHNB; NN 2CM=I10L,; A28, FFOMCH?NMI& H=ILJIL,NCHANB/R ;=N
NB;RILJIL;NCIHM? =IMNAREM?0J 4B?H SIO=IG<CH®@ CFHHIAC=?HM@RAYCNB=IOHNCHH#* ;NNILH?S
@??0H=ILJIL;NCHOMCH2M¥M:M?8IO<;=E<S NI IL GIL?>?J?H>CHANBMCTH>M=1J1@
SIOLKOMCH WML, H=CMBLIHC=F? >>CNCIH;FERJIL;NCIHM? MO<DMNR?P?F@L?AOF; NCHE
AIP?LHG?HNERLMCARBIN;H JF;=?;, <OL>?H MG;FEOMCH?MMM/FFILJIL;NCIHM? MO<D'MINDB;Nd
A?H?LFEFF?2>10<FN;R;NCIHILJIL;NCIHNL? N;R?<SNB®@ ?>?L H> MN; MPP?LHG ?HIRMNB?C|ILHCHAM
4B?HNB?MALHCHAKI>CMNLC<OINCPC>?HNBRB;L?BIF>A.$N;R?NM NB?MZPC>?HHMIL;N? JLI@CNM
;L?2NBAOMR?NQC=?INB2LJIIL;NCIH;SMNBN;R?NB@ CINIXE;H> NB™MB;L?BIF>2L,8INBAN;R?MBM?=IH>
NCG?

#CP3?,LNM@ONRIN;LNCIBARC=2L?;GKOMCH?®H IB?H ;H>"?LLSL??H@ C2FFO;NNBILIMH> =IHM@
NB2ILJILN@ILG@QH?LMBCA>NB2ILIM QIH 1B?JLCG;LSINCP;N@;MNB#??>NIL;CM@ OHRMOCE>
GCFFCHHO@;=NOI@HBFENSHFS>C>?H ;H>'?LLS?=C>RIMQCNa@R.IG J;LNH?LMREC FILJIL;NCIH
<OMNIB?FMI>?=C>MNI M?AAB;L2MMNI=HINBIO<FCH> NBOW=IG?; JO<FGHLJIIL;NCIH1B?CM;FP@
MNI=EINB3O<FCxM; <CROHOMOH ;H>"?LLSQ;HN?NB2ZIGGOHCNBIQH NBZIGJ;HS MICHMN?@
|@@?LCNBMNI=EI;HSIH?CHN?L?MNWROSCHAVIB;LNB?8a0 ?L MNI=RI L?MC>?HBBPLGIHNHFS ?H
<?FC?PRB;NcOMCHBMML?MJIHMC<GFEIFR,=ENINB2IGGOHCIH_I&BC=BNL;QNCNWDJJILN;A?L
%?Q;HN?NB2IGJ;HS NI<?IQH?><SNBIM@BI| FCHZJCHNBA; MMN;NONHKOS-IH?MLB?MNI=Q;M
MIJIJOF;INB;NH? CFPP?LBOH>L32LGIHD ; GCFEMABNINI=EHNB2IGJ;HS );A?L "P?HNO;FR3
NB? =IGJ;HS =IHNCHO?> NI ?RJ;H> NB? MNI=E Q;M MIF> IH ; H;NCIH;F F?P?F

Key Takeaways

X corporation MIG?NCG?M =;FIFegulariL =ILJIL;NCIH CM ; F?A;F 2HNONSMRBINE? @LIG
NB? J;LNC?M QBI IQH CN

X ILJIL;NCIHM ;L? IQH?> sBareholdersQBI CHP?MN GIH?S CH NB?G <S <OSCH+#obiB;L?M 1d
X 1B?S ?F?=Nagard of directorsNB;NaF?A;FFS L?MJIHMC<F? @IL AIP?LHCHA NB? =ILJIL;NC|H
X =ILJIL;NCIH B;M M?P?L;F ;>P;HN;A?M IP?L ; MIF? JLIJLC?NILMBCJ ;H> J;LNH?LMBCJ

‘&

e HCGJIILN;HN ;>P;HN;A? |@ CH=ILJIL|MGiet @ability ,QH?LM ;L? HIN L?MJIHMC<F? @IL NB?
I<KFCA;NCIHM 1@ NB? =ILJIL;NCIH ;H> =;H FIM? HI GIL? NB;H NB? ;GIOHN NB;N NB?S B;P? J?LM
CHP?MN?> CH NB? =IGJ;HS

e &H=ILJIL;NCIH ;FMI G;E?M CN ?;MC?L NI ;==?MM @CH;H=CHA
e ?=,0M? NB? =ILJIL;NCIH CM ; M?J;L;N? F?8N ZRICIENE <?SIH> NB? FCP?M 1@ CNM |QH?LM
e ILJIL;NCIHM ;L? A?H?L;FFS ;<F? NI ;NNL;=N MECFF?> ;H> N;F?HN?> ?GJFIS??M
X =ILJIL;NCIH B;M M?P?L;F >CM;>P;HN;A?M IP?L ; MIF? JLIJLC?NILMBCJ ;H> J;LNH?LMBQJ

e 1B? AI,FM I@ =ILJIL;N? G;H;A?LM QBVHRR?MM;LCFS IQH MNI=E ;H> MB;L?BIF>?LM QBI
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>|HaN H?=?MM;LCFS QILE @IL NB 2B L
e &NA=IMNFS NI M?N OJ ;H> MO<D?=N NI <OL>?HMIG? L?AOF;NCIHM ;H> AIP?LHG?HN IP?LMCA

e &NaMO<D?=N NI *>I0<F? N;R;NCIH _ ILJIL;NCIHM ;L? N;R?> IH NB?CL ?;LHCHAM 4B?H NB?M*
;L? >CMNLC<ON?> ;M >CPC>?H>M NB? MB;L?BIF>?LM J;S N;R?M IH NB?M? >CPC>PH>M

Exercise

0 H;FSMCM

OIF;L CE?IGJ;HS Q:M@ILG?M; J;,LNH?LMBICE?;LNAI <SNBLTICMN?LM CHA;32);OABFCH
1?LLS=);0ABFCH;H> '[;HC? *=);,OABFCH FF NBL?QILE?>>CFCA?HNE&MCAH> JLI>O="NB?
OIF;L CE?;H ?F?=NIC=S=BRIJ?FF?:SNBMONR;SM1B?AlI> H?QNMB;NBXCECM<CBCRCNB
?HPCLIHG?HN; BRCMNIME?; laVM; F?MWP;=B?> GCFFCIB?<;> H?QNMMB;NIE??JOJQCNBLIQCHA
>?G;H>@IINBXCENBZIGI;HS GOMRRJI;H>CN#MJI;=CNN; =IMN@ GCFFCIR??HNBIOABIB?
=IGJ;HS CMICHARQ?FFCN®HFCERESNBJ;LNH?LMBIQIF-A?NBM??7>?7?> GCFFCIHR OH@MLIG
<;HE

1B? =IGJ;HSMIL?>C=;G?HNM >CM=0OMM?>L?=?HNLNH?LMEBZPNCHAN IHFSQ?L?NBNBL??
J;LNH?IOHQCFFRHARHMNB2ZIGJI;HS ;HSGIL? GIH?S <ONFMINB?8IC=?=IH=?LEKION<?CHB?F>
L?MIIHMC@HRRIB?@RH ;=NCIHMQ?FEM@ILFANB3;LNH?LMBACIHNMA ;ME?NBALIOINI=IHMC>?1
CH=ILJIL;NCHAL;CMCBOHNBLIOABM; FPRAMNI=H;HC?MOJJILNRBCM?;<ON?LLE;M;A;,CHMN
CN

1B?NBL2PLNH?IBEL?SIO;;M; =IHMOFNNINPCMRB?GH QB?NBMNIL?G;CEM; J;LNH?LMBCNI

@ILG JLCP;NALJIL;NCIFH>>CNCN SIOLL?=IGG?H>;NCISIO MBIOF>CM=CWB?>P;HN; A?M>
>CM;>P;HN;A@MNBR ILGMEILA;HCT;NCH ?RJIF, GB1Q NB?IJJFSNIOIF;L CE?IGJ;HSaI\/MCNO;NCII—(

References
);A?L # Ben & Jerry® The Inside Scoop?Q 6ILE LIQH -O<FCMB?LM

1B?+;NCIH;EN; IIE ~+OG<?U@1;R /?NOLHI=?CINMi> +?N&H=1GXS1SJ?|@ OMCH?MMB?
ON;NCMNEMNL;=NB?+;NCIH;FN; 1lE " HO;LS BNNJ QQ€PHMOM AIBJI?H>CMN;N=NM
<OMCH?MM:?HN?LILCM? MIF?:JLIJLC?NILMBCJIM:J;LNH?LMBGH2MM2E  HOHWS BNGF

O;H #L;H=CM=IBLIHC=F?7%IQ *O=B !lI?M &N IMN NI &H=ILJIL;N? _San Francisco Chronicle
BNNJ ;FF<OMCH?MM M@A;N? =IG F?A;F =IHNL;=NM ;AL??G?HNM CH5H=2MMZ OACQNNG F
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4.5 Other Types of Business Ownership

Learning Objective

"R;GCH? MJ?=C;F NSJ?M |@ <OMCH?MM IQH?LMBCJ CH=FO>CHA 0 =ILJIL;NCIHM FCGCN?> FC
=IGJ;HC?M =11J?L;NCP?M ;H> HIN@QN =ILJIL;NCIHM

&H>>CNCMNBRBL2AGGIHFS>IIN?>@ ILGN<OMCHRMNHCT;NCIHIMIHAILC?NILMBLCNH?LMBE3
L?AOF#ILIIL;NCIHM]MIGROMCHPWPLNN?F?HNB?I@ILGMRILA;HCT;NONHG ??NNB?QILNC=0OFR2?>M
4 ?aFF FIIE ;N M?P?L;F I@ NB?M? IINCIHM

X 0 =ILJIL;NCIHM

X )CGCN?> FC;<CFCNS =IGJ;HC?M

X 11J?L;NCP?M

X +IN @IULI@CN =ILJIL;NCIHM

Hybrids: S-Corporations and Limited-Liability Companies

11 OH>?LMNNBP;FOP@O0 =ILJIL;NCIHM> FCGCN?> FC;<CFRUNG?M)?aFF?ACKS L?PC?QQWBE®;DIL
>P;HN;A?M>>CM;>P;HN; A@GMBRBL 7RSI ?N<OMCHIPHPLMBQ2PaP?RJIFIL?MI@;LMIFILIJLC?NILMBCJ
J;LNH?LMBB3 =ILJIL;NCIFR>?HNC @SERNNL;=NCHP2OH;NNL;=N@PNOL@NB ?MNBL 7SI ?Nd<OMCH?MM
IQH?LMBCJ QCFF B?FJ OM ;JJL?=C;N? QBS 0 =ILJIL;NCIHM ;H> FCGCN?> FC;<CFCNS =IGJ;HC?M Q?L? =L

Attractive and Unattractive Features of Corporations

4B;N @?;NOI@=ILJIL;NCIHM <OMCHJNPLM@CHrost attractive 1B? GIMN,NNL;=NG®?;NOIL@;
=ILJIL;NCIIEMCGCNEC <CFQBE=67;HM\NB;NBMB;L?BIF>?LQOH?LM=;HHIN? B?F3?LMIH;FIFE;<R®IL
NB2?<NM>I<FCA;NCIEMB2ILJIL;NCIHIL ?R;GIF?C@=ILJIL;NCIH;HHIN;S CNM<N>AlI?M<;HELOJIN
NBMB;L?BIF>QNIAFIN<? L?KOCLYR;S NBZL?>CNIQENEB?CGRH GIH?S 0B;L?BIF>?ENVHHINFIM7ZHS
GIL? NB;H NB? ;GIOHN NB?S B;P? CHP?MN?> CH NB? =IGJ;HS

156
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4B;N @?;NQ@*ILJIL;NCIHN <OMCHROH?PLNR Chastattractive  *IMN QIOF=AL?7NB;NBF?;MNNL;=NCP?
@?;NAO@ =ILJIL;NCIEN>IO<FN;R;NCIHIO<F? N;R;NCIH=OLKQB?HNB™M;G??;LHCHANMN;R?NQC=<5
NBAIP?LHG?HRNHOM?MCGJIRPR;GIFNIMBI@BIQ NBEWJI?HM 1I0aLNBHFIMB;L?BIF>CH P?L3G;FF
=ILJIL;NCIHBCMIMMN?;LCN;LH?> &M;>NIJ;S NBAIP?LHG?HN =ILJIL;NN;RH NB?
?;,LH?>1B?L?G;CHCHA  Q;MJ;C>NISIO<SNBZILJIL;NCIEHNB@ILG@, >CPC>?MB?H SIO @ CFOL
J?LMIH;EH=IGN;R@ILGSIOB;>NIJ;S J?LMIH;N;R?Ni NB? >CPC>71ak NB? Q;MN;R?NQC=?

NB? =ILJIL;NCIH J;C> NB? N;R?M NB? @CLMN NCG? ;H> SIO NB? MB;L?BIF>?L J;C> NB? N;R?M NB? M?=I

Attractive and Unattractive Features of Sole Proprietorships and Partnerships

+1Q F?NRAOLNINBPMNB?INQINSI?NO<OMCHMWPLMBQMIFILIILC?NILMBLEII;LNH?LMBBIN @?;NOL?
|@NB?M2ILGNO<OMCHRMINHCT;NCHHIQH?LM® Clrvost attractive  1B?GIMNNNL;=NGPZNCIWB;NB?L?
CMo *>10<FN;R;NCIKQCNB_IJLC?NILMBE3IMLNH?LMBA@IM.C?NILMBEIN; LNH?LMBEININI; S N;R?M
IH JLIQCNMBXOMCHPVRPEB? IHFSN;R?WC>;L? ;NNB3?LMIH;F?P?FINBGMOLKYB?HILIJLC? NIt
J;LNH?UM N;R?N NB?MB;LRANB?ELGI;HSMCH=1G26?L7L?NQI?R;GIF?NH? @I MIF3LIJLC?NILMBCJ
;H>1H? @I J;LNH?LMB@3ILMIPNM; SSI0aL? MIFALIJLC?NJH> SIOL<KOMCH?NMMM NBGWA;L1B?
MIFJLIJLC?NILMBSNVHI N;R?MINB?2<OMCHWIR?E10 J;S N;R?MI NB? ?,LHCHRASIOLI?LMIH;F
N;RL?NOLOP=IH> F?N®#;SS10aL? J;LNHZCH NBL?? J;LNKRCLGHYBC=B;=BJ;LNHAL?=?CPM? NBCL®
NB3;LNH?LMBEXIG? 1B? @CLZAHM NBGW;L &N;SMHI N;R?NINB3I;LNH?LMBEB?F=B J;LNH?L
CH=FO>GHA J;SMN;R?NH IH? NBCL&NB?;LHCHAM ?,=B +INC=NB;}LHINB=;M?MNB?LCMil|
A>|O<FN;R;NCIHL;R?MQ?L2J;C>IH NBZIGJ;HS ?;LHCHMWFSH=?];N NB3J?LMIH;F?P?Bl NBNIN;N;R
<OL>?H CM F?MM QCNB MIF? JLIJLC?NILMBCJIM ;H> J;LNH?LMBCJM NB;H CN CM QCNB =ILJIL;NCIHM

4B;N @?;NQE@MIFILIILC?NILMBE3INILNH?LMBS JROMCHRYHPLMD Cheast attractive  H> NBPHMQ?L
CM[OHFCGEC?=CFCBIS® ?;N@IF>NM <OMCHIHPLI?LMIH; FIFE; <FRILFF?<NMBCM B?L=IGJ;HS
&®@10aL? MIF3LIJLC?NILMBENB2?<NNMESIOL<OMCH?R&P?ENMM?NM?>CNEMM?CB20LI?LMIH;F
;MM?NMIP?INBILIJLC?NILMBEIONMN; H>CBINCH2PRI¢IL ?R;GIJF?CEBIOL<KOMCHENNO?&IL

;H> CNI?MHINB; P??HIOABSIH?SNI=IP?LCNIWVPA; IKFCA;NCNMNBZTHDOUENS;HM?CBOLI?LMIH; MM?NM
=;MBJLIJ?LNSN=NI=IP?LNBPONMN;H>EMHMNPHFCGCRZ:<CFCRB?H.CMECHIB2;M2@, J;LNH?LMBCJ
"=B J;LNHZCNI?LMIH;FFE;<FANHFS@IIBCN B?UQH ;=NCIHON-MI@IINB?>=NCIHI@;FAINB3;LNH?L&@
NBLIOABCMG;H;A?G?BIH? I@SIOLI;LNH?LNBJ;LNH?LMBE® IL="CHN{;HELOJNNB2ZL?>CNK;MAI
;@N?L SIO @IL ;FF IONMN;H>CHA >?<NM |@ NB? J;LNH?LMBCJ

The Hybrids

%IQ QIOF>SIO FCE? F?A;RILA@ILA;HCT;NCNB;NLIPC>?MB?2NNL;=N@?;NOLENBNBL?2IGGIH
@QILGMRILA;HCT;NCHILJIL;NCIHMIFILIILC?NILMBL;LNH?LMBES ;PIC>NNBDH;NNL;=N@P;NOLEM
NB?MIBLRA;HCT;NCEBALGMNIOH>RPLSIJ?;FCHABCKNDB;NQ;M;==IGJFCMB@CNBB2L?;NCIk®
NQIBS<LG@ILGMILA;HCT;NCIH=ILJIL;NCIEFH>FCGCN?> FC;=[GIHES 1B?MBS<LGEA;HCT;NGEHLGM
JLIPC>20MCHIRDHZPLIYCNBCGCNZ:<CFARINNL;=NG@PZNO@2ILJIL;NCIHN>HI A>I0<FR;R;NCIHNB?
sNNL;=N@PZNO@MIFILIJLC?NILMBIE3IMLNH?LMBAB2S PIC>>|0<FN;R;NCINBDH;NNL;=NEPROQE?
=ILIIL;NCIHNH> OHFCGFZxCFAB®H;NNL;=NEPRNO@MIFILIILC?NILMBEIWLNH?LMBGIR&RAIQ
FIIE ;N NB?M? NQI BS<LC>M CH GIL? >?N;CF
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&H (;L?H ;H>*CE?1I==C;PC>Al E;LN.;=CH&® ;HMIOABNJ;L=?F@F;H>CH?Q %;GJMBCMINB?@®LH

/I< ;H>BCMIHA@LC?EBMF>L;AL;=?CH M; @”HPCLIHG?HBP? 1|==Qé=IHNCHCGIHN?LCMN-CHL?MOFN?>

CHNB?GIN;LNCHA;GCFS LKOMCH2MAA?OB;HHIHIL;AQ;S ,P?L NCGANBXOMCH?RMH>?>NI CH=FO>?

; MJI??7>Q;ML;=EH>; Al E;LNNL;=EH> Q;ML?H;G?>+?Q %;GIMBCEMNILMIILNMGJIF?R &HM?F?=NCHA

NB?@MA;HCT;NCBHLCNB2I==QedQ;HN?NI;==IGIFCMBQIG;CHAI;FM  FCGGEB?C0RLMIH;FC;<CF#S
;PIC>B;PCHAB?CILHCHANMR?NQC=@ CLNINBZILJIL;N?F?P?fH> ;A;CHNNBJ?LMIH;F?P?FH 0

=ILJIL;NCIR ILEG@<OMCH208Ka?P B ?MP, FM1B?S@I0OHYB ?Q?L2<FNIG??NB@IFFIQCHAILJIL;NCIH

?FCAC<CFCNS =LCN?LC,;

X 1B? =IGJ;HS B;M HI GIL? NB;H MB;L?BIF>?7LM

X FF MB;L?BIF>?LM ;L? CH>CPC>0O;FM ?MN;N?M IL =?LN;CH HIHILI@CNM IL NLOMNM
X FF MB;L?BIF>?LM ;L? 20 =CNCT?HM ;H> J?LG;H?HN L?MC>?HNM I@ NB? 20

X 1B? <OMCH?MM CM HIN ; <;HE IL CHMOL;H=? =IGJ;HS

X FF MB;L?BIF>?LM =IH=0L QCNB NB? >?=CMCIH NI @ILG ;H 0 =ILJIL;NCIH

1?7=C>CHWIJ?L;N?2M;H 0 =ILJIL;NCIAL?M?HNNB21==QdQCNBIG?>CM;>P;HN; AIBPSB;> HIl @F?RC<CHCNS
NB®;S JLI@CNM>CPC>GIHA NBITQH?LMHH 0 =ILJIL;NCIHILI@ CBIMVKY; FFI=;N 2% M?3H J?L=7HN;A?
IQH?LMBQI C@H IQH?LMB;L?BIF>BIF>M  J?L=?HMONBMNI=EHNB®D =ILJIL;NCIH  J?L=?HIONB?
=IGJ;HS JLI@QCNREFFI=;N?NINBQWB;L?BIF>RRA;L>F?MINB?GIOHN @?@ILBRIL MB?R?LNOMLOHHCHA
NBROMCH?MMNCIH;FRBPQH?LN;> NI@IFFIQHOG<?I@@ILG;BLI=?>0L?MO=B1?F?=NCHA,L> |@
>CL?=N|H¥BIF>CHHHO;B6??NCHAGH; FAEB?Q 7L MO<D?=NIB?;PIL?=IL>E??JCEPKOCL?G ?FINNICN?
NB?METM;>P;HN; AWBRI==Qd=IH=FO>MB; N <;F;H="NBD =ILJIL;NCIK);MNBZ?M®ILG@ILA;HCT;NCIH
@IL NB?CL <OMCH?MM

Limited-Liability Company

&H 4 SIGCHR;MNB®@ CIMNNG; FFIQ<OMCH?MMIRL;N?2MFCGCN?> FC;=<{-CMNS?MQ?HNS?;LM
F:N?CH %;Q;CQ;MNBF;MMN; N2ACPCNNILIP;FNINBM?QILA;HCT;NGEHLEOCH=RB?HBFCGCN?>
FC;<CFEI83;HS B;MCH=L?;MCHIJOF;LCNSNMIC>ALIQNER);M@O?FCH);LN<S =B;HA?KIHVIN; N@N;NON?M
NB;N?LGCN-CGCN?> FC;=[G-CHSNIB; P?DONHPY G?G<?L1B?NL?HY)) M =;H<? QCNH?M&B1=?;>CHA
=IGJ;HS H;G?MH NBMC@NLO=HMIH MNIL? @LIEINNMOL=CN&NCMIGGIH NIM?H;G?MMO=B1'CG
"P;HMLL??;L? )) JH>#IL ;NM ,HFS3?N?LCH;ESHCph ON)) M ;L?HINFCGCMWIMG;FFOMCH?MM?M
IGJ;HC?MMO=/ L;SIF; !IGCHIaM-CTT;/CNT ;LFNItAIN?AGJI;HS ;H>COIF&NQBC=B?FJINPIIF?M?FF
NB?CL OHQ;HN?> <?FIHACHAM IH ? ;S ;L? IJ?L;NCHA OH>?L NB? FCGCNRHET;KCHINS @ILG |I@ IL

&HG;HS Q;SM; FCGCN?> FC,={UNSFIIEM FINFCEM O =ILJIL;NCIH&NIQH?LM=; FF?%?G<?LM;NB?L
NB;HB;L?BIF>?HUM HINJ?LMIH; FFE;<R@IE?<NNINB2IGJ;HS ;H> CNNLHCHAMN;R?3HF3H=? ;NNB?
J?LMIH;F?P?NB?L?<FCGCH;NCBIAFN;R;NCIHONNB?LR? CGJIILN; HC@?L?H=MQ??NBNQI@ILGM
I@ 1A;HCT;NCIHM #IL ?R;GJF? ;H))

%;M @?Q7?L IQH?LMBCJ L?MNLC=NCIHM &N =;H B;P? ;M G;HS G?G<?LM ;M CN Q;HNM]CN CM HIN L
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G,RCGOGI@ MB;L?BIF>?LM
&NM G?G<?LMN-BIR? NI <? 20 L?MC>?HNM IL =CNCT?HM

-LI@CNM >I HIN B;P? NI <? ;FFI=;N?> NI IQH?LM <:M?> IH J?L=?HN:A? IQH?LMBCJ *?G<?LM =;H >CM
JLI@CNM CH ;HS Q:S NB?S Q;HN

&M ?;MC?L NI IJ?7L;N? <?=;,0M?ICR;PPPNMHG;HS LOF?M ;H> L?MNLC=NCIHM ;M >I?M ;H 0 =ILJIL;NCIH
>|1?MH&B;P? NI ?F?=N ; <I;L> 1@ >CL?=NILM BIF>;HHO;F G??NCHAM IL =IHN?H> QCNB ; B?;PS L?=IL>
<OL>7?H

M NB?JJLI;=B OM?NI;FFI=;NILI@CBIRPLEGJIILN;HBN?G>?M=LCJIE2PCIOMIFSNMJI?H> @?GCHON?M
AICHM?L;H ?R;GIF?P@BIQ NBILI@ W I=;NCIHLI=?MRILEM)?NEM; NB;SIO;H>; <OMCHIMNHMNN;LN?>
; MG;FE?NALIIGCHAOMCHNNBX?ACHHCENBB?;L 6I0L<OMCH3IMMH?QBI B;MGIL? GIH?SNB;H
SIO>l =IHNLC<ON?>  NIMN;LN RBZOMCHMMEIO=IHNLC<ON?> MI SIOLJ;LNHAAI?L=7HN;A?
IQH?LMBCINBXOMCHR@WM J?L=?HN>SIOLMM J?L=?HNONSIOL<OMCHIMMHB;MHINB?DI<;H>
MISIO>C> J?L=?HIENBRILE>OLCHNB3I;MN?;L -LI@CRIINB@CIIZ2NQ;M &@IOL=IGJ;HS
Q;MM?RJ;M; 0 =ILJIL;NCIHSIO QIOF><? L?KOCLUYEFFI=;N3LI@CNM?3H J?L=?HN;AQH?LMBCH>?L
NBCGRFI=;NCM=B?G? |@NBILI@QRIKF><?;FFI=;N?NISIOL<OMCHIINH?H> IHFS QIOF>
<?;FFI=;N?NISIO 1BCHB;L>FM??G@;C2H>?INBFCGCN?> FC;@EGHEA;HCT;NCIHD;H> SIOLJ;LNH?L
=,H>?=C>QB;NCM"@;CLEFI=;NCIgILI@ CNMMJIFARJLI@CNML>CHAFA.B;JMSIOQCFER=C>¥B;8IO
MBIOF> A?N J?L=?HN I@ NB? JLI@QCNM IL ;H> SIOL <OMCH?MM J;LNH?L MBIOF> A?N J?L=7?HN IL

+1Q F?NRIIE ;NNB@IOLRB?G]?;MRAIJ?L;NCIRRICMLAME; N =ILJIL;NCIHBIP?NI>?;FQCNBIL? L?>N;J?
;H>J,J?7LQILEH> ;<C>XSGIL? LOF?MO=BMBIF>CHAHO;S??NCHAB; | FCGCN?> FC,=<(tFONG?M
-FONNB?3.? GIL? =IGIJF?RNIM?RJ ONNBCNWPMHING?;H NB;NI?NNCHAH> 1J?L;NCHAFCGCN?> FC;<CFCNS
=IGJ;HS CM <L??TH> MBIOR=? N;E?HFCABNAS ?MM?HNCVWARB; IMBIOR=? =;L? @ORRS?H>M4 CMIB?
JL?J;L;NCli@H 13?L;NCHAL??G?HNBCM=0G?HQBC=BMIGIF?NQB?HNB2IGJ;HSC®ILG?>H> =;H
<?L?PCMPAN?LCIAMM?HNINB MO==?NMBXOMCH 2M2M=LC B2 CABNKM L?MIIHMC<CKINE}M
G?G<?LM ;H> MJ?FFM ION BIQ JLI@QCNM IL FIMM?M QCFF <? ;FFI=;N?>

4 ? B;P?NIONNBR?H? @ (@RCGCNT<CRINS?=NGIHLH )) MQ?FEM@ILL?AOFAILIIL;NCIHM> 0
=ILJIL;NCIHM ? HIQ H??>NIJICHNONMIG?=CL=0OGMN;i@PNOBC=p1)) G?G<?LIL MB;L?BIF>CH
=ILJIL;NCIHGCABR B?FI?LMIH;FIFE;<RRIINB2?<NMDBCM. B?L=IGJ;HS <OMCHTQMPL=;H<?B?F>
J?LMIH;FFS FC;<F? C@ B? IL MB?

X -?LMIH;FFS AO;L;HN??M ; <OMCH?MM >?<N IL <;HE FI;H QBC=B NB? =IGJ;HS @;CFM NI J;S

X #,CFM NI J;S ?GJFISG?HN N;R?M NI NB? AIP?LHG?HN NB;N Q?L? QCNBB?F> @LIG QILE?LMa Q;A?M

X "HA;A?M CH @L;0>0F?HN IL CFF?A;F <?B;PCIL NB;N B;LGM NB? =IGJ;HS IL MIG?IH? ?FM?

X 1I?M HIN NL?;N NB? =IGJ;HS ;M ; M?J;L;N? F?AGRARGNE? OM?M =IGJ;HS ;MM?NM @IL J?LMIH;F OM?
M J?LMIH;FI;HAO;L;HN?2MNBBIMNIGGIH =CL=OGMN@®HE2?QBC=pB1)) G?G<?ICB?FI?LMIH;FFS

FC;<CFGNSB??<NMBCM. B?L=IGJ;HS F?NBRRIFILABAMICMIG?GIL? <S;MECHA> ;HMQ?LCHNQI
KO?MNCIHM

What is a loan guarantee®&N CM ; F?A;F ;AL??G?HN G;>? <?NQ??H ;H CH>CPC>O;F ;H>; <;HE NB;N M
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Why would an LLC member give a bank a personal guarantee?=,0M? CN CM I@N?H NB? IHFS Q;S ;
<OMCH?MM =;H A?N ; FI;H ;HE?LM OH>?LMN;H> NB? =IH=?JN IBFEEGBNPNB T C@OCB3 =IGJ;HS
AI?M ION |@ <OMCH?MM ;H>NB? FI;H CM HIN AO;L;HN??> NB? <;HE CM MNO=E QCNB ;H OHJ;C> FI
)) G?G<?LM ;L? HIN J?LMIH;FFS FC;<CFCNS @IL NB? >?<NMIHMRIBR2HBEHEM ;L? L?FO=N;HN NI
ACP? FI;HM NI =IGJ;HC?M J;LNC=0OF;LFS NBIM? DOMN MN;LNCHA OJ OHF?MM NB? FI;HM ;L? AO;L;H

@CH{MN7?<IONBS<LG@ILGMDILA;HCT;NCEBHNBAWP=NC®? B;P?FIIE?>;NNQIILA;HCT;NGE#HLGMB;N
1@ %XOMCHPYWPLNFCGCNFE <CFENI;R<?H?@ABNL?L? INB?LMIN=IP?L?B?LMO=pBA-LI@?MMCIH;F
JCGCN?>)C;<CFGNHC?M-)) M  QBC=R?M?QJI<S>I=NILMF;QS?LM=IOHN;HNN>MIIH QBI JLIPC>?
JLI@?MMCMPZEPC=M# CICMPC>?HB;MBP;LC;NCIHMLA;HCT;NC@ILGNP;CF;<FRI <OMCH?MMHH
=[HNCHO? NI ?RJ;H> CH NB? @ONOL?

Cooperatives

=IIJ?L;NCPZFMIEHIQH;M; =113 CM <OMCH?M NP> ;H> =IHNLIFFZS NBIM®BI OMTNM?LPC=?M
&H>CPC>QHBPN@ CL@BI <?FIHANINBZIJ?L;NCPRICHIA?NBRIL G;LE?NLI>O=NNMOL=B;MAOJIFCH#
JLIPC>M?LPCBMCNGPG<?LM@OH-ILL?=NFE3IJ?L;NCPBH=L?;MP2I@ CEMCNM[>0=G?G<?LNH>
FIQ?L=IMN® IICNMHMOG@?G<?LMIIJ?L;NCP?M.? =IGGIH CHNB?ALC=0OFNEIGEOHCNSL ?R;GJF?
MIG? =L;H<?LL3> AL;J?@LA@BAG<?LALIQ?LNG;LE?NNB?GiL;H<?LLBI;0=?@LORBAC=72M> >LC?>
=L;H<?LLOIULIOAEB =?;H 0JL;S 113?L;NCP?,=?;H 0JL;S%CMNILS  *IL? NB;HBLBOH>LNBIOM;H>
@;LG?UMN;CHLI>O=NNB?3??>@ILILI>O=NCIH]@?M??>@?LNCF@I2GVOJIFCTO?FINBLIONB?
OIONB?LBN;N?MJI?L;NCP? ILJIL;N? CH@ILG;NCIH 1 1IIM ;FMI?RCMDNMCA2.C=OFNZIL?R;GJF?
['& [?=L?;NCIH;KOCJIG?HM=ILJIL;N?QBC=B?FRR;FCXIN>IILA?;L CMB¥;IA?MNHMOG2lLJ?L;NCP?
CHNB2HCNDN;NACNBIL? NB;HNBLTBCFFCGHNCRZ?G<?LMB?=I1GJ;HS MB;L20UNSICH; HNX=="R}¢B
S?;,LQCNBNGPG<?LMYBI A?N L?@OR=BS?;L<;M?3H NB?CECACdBL=B;M?M ["& ON?Q;L>MBCJ
/?JILN

Not-for-Profit Corporations

HIN @ILI@CGHLIIL;NCIHMIG?NCG2MFF?> HIHILI@QGDWH ILA;HCT;NC@ILG?NI M?LPMIG? JO<FC=
JOLJIM2;NB?NB;H@ILOQCH;H=&;EH M FIHA;M NBALA;HCT;NOWHaNCPCOIM@ IL=B;LCN;<A?FCACIOM
?>0=;NCIHA=C?HNT@BEEN?L;ISLIJIM?NCNMBIOF%=? ?R?GIN@LIG);SCHACH=IG™N;R?M>>CNCIH;FFS
CH>CPC>HPNNB?ULLA;HCT;NCINBt N IHNLC<ONRBHIN @ILI@GNLIIL;NCIH;H N;E? N;R>?>0=NCIH
@IINBIM2IHNLC<ONGBMMNSJ?MDALIOIMIB; MILG;FFSJIJFS @IHIHILI@UIN;NOMSQC>?F8> CH=FO>?
=BOL=B?M MSH;AIAO?M GIMKO?M ;H>INB?L JF;=?M |@ QILMBCJ GOM?0GM M=BIIFM ;H> =IHM?LP;NC

1B?L2L?GIL?NB;H GCFFGHHN @UILI@OM;HCT;NCIEHMB2HCNDN;N?RL<;H &HMNCNON?0IG? ;L?
?RNL?GB & @ OH>MO=BINBZTFH>*?FCH>$;N?MIOH>;NCIQBC=B;MH ?H>IQG?HMYJILIRCG;N?FS
<CFFCH*B;MACP?;S <CFFQIEHENDH=?INCIB? CFEH>*?FCH>$;N?MIOH>;NCIH
,NB?LM.? H;NCIH;FE3=IAHCTMO=B12HCN%>;S $II>QCFRH>OMNLGHEN®I1%O0G;HCNIS> NB??>
LIMM6 ?NNBP;MS;DILCNIA?CNRA-BIL@;GIOMOMN?P?LNB? X ERMMCAHC @CHMNC<ONTIMMC?NS
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Key Takeaways

X 1B?S-corporation ACP?M MG;FF <OMCH?MM IQH?LM FCGCN?> FC;<CFCNS JLIN?=NCIH
JLI@CNM IHFS IH=? QB?H NB?S ;L? J;C> ION ;M >CRE:PRXBILE&NB;HaH? BOH>L?>
MNI=EBIF>?LM

X limited-liability company )) CM MCGCF;L NI ;H 0 =ILJIL;NCIH CNM G?G<?LM ;L? HIN J?l
FC;<F? @IL =IGJ;HS >?<NM ;H> CNM ?;LHCHAM ;L? N;R?> IHFS IH=? QB?H NB?SaL? J;C
ON CN B;M @?Q?L LOF?M ;H> L?MNLC=NCIHM NB;H >I?M ;H 0 =ILJIL;NCIH #IL ?R;GJF?
;HS HOG<?L |@ G?G<?LM

X cooperativeCM ; <OMCH?MM IQH?> ;H> =IHNLIFF?> <S NBIM? QBI OM? CNM M?LPC=?)
@CLGM QBI <?FIHA NI NB? =11J?L;NCP? DICH NIA?NB?L NI G;LE?N JLI>O=NM JOL=B;M7
M?LPC=?M @IL CNM G?G<?LM

X not-for-profit corporation CM ;HMA;HCT;NCIH @ILG?> NI M?LP? MIG? JO<FC=JOLJIM? L;]
@CH;H=C;F A;CH &N ?HDISM @;PIL;<F? N;R NL?;NG?HN

<ON N;R?I

[ MIH;FFS
> |ON ;M >(
H)) =HB

M &H>CPC
MOJJIFC?I

NB?L NB;H

‘ Exercise \

0 H;FSMCM

L?;N?; N;<FZIGJ;,LCHA L?AOF&ILIIL;NCIHH 0 =ILJIL;NCIH;H> ; FCGCN?> FC;<CEFENS IH
NB?METG?HMCIAMGCN?> FC;O0NCNSCHIO<FN;R;NCIH?MNLC=NEC HOG<?L@MNI=EBIF>PLM
G?G<?LNMOF?M>L?MNLC=NZBOtH> M?P?LI@SIOL@LC?HINP?>;H C=ME;NCHAHBBC=@ILG
|@ IQH?LMBCJ QIOF> SIO M?F?=N 4BS 4BC=B @ILG |@ IQH?LMBCJ QIOF> SIO M?F?=N @I

| SIIAF?

References

["& ON?Q;L>MBCJ /?JILNBNNJ QQPC =IG ;<IONL?C =ML =IlJ BNS&?MM?> 'OH?
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http://www.rei.com/aboutrei/csr/2006/coop.html
http://www.gatesfoundation.org/about/Pages/foundation-fact-sheet.aspx
http://www.southernstates.com/sscinfo/about
http://www.oceanspray.com/about/cranberry_history.aspx
http://www.oceanspray.com/about/cranberry_history.aspx
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4.6 Mergers and Acquisitions

Learning Objective

17@CH? GP2LM ;H> ;=KOCMCNCIHM ;H> ?RJF;CH QBS =IGJ;HC?M ;L?/&SINCRRNDEIN G?L
INB?L =IGJ;HC?M

1B?B?;>FCH?;> ~ ;HN?>*IL? NB;H CHIIAF? %CLCBA.??_,L?MEIPC= 1B?,@QC=6IRAF?
FIA 1B?F;IA?MIN?<M?;L=BHACKCHNBQILF>Q;M>CM=FIMCNM,HMIIALIQ CHN?LH;FBSCH=L?;M?
CNMLE@IL=5GIL? NB;H J?1IIF? QCNBF@NBBCL2NGCHALIGIB2HCNDBN;N?2M>NBMNB?B;F@
=IGCHARLIGNB?EIOHNLCIEBP;>>?>?GJIFIS??RCB?FNB2IGJ;HS ?RJI;HSCHNH?QG; LE?NM> <;NNKIL
AFI<;IN; F?HNNB2IGIJ?NCNEPN?LIEMD ILG;NZIHP C>?10W>0OMNB3H JLIJ?LF3R?=ONTHN?LAIFQNB
<?H?@CNM NB? @CLG

H ;FN?LH;NCBRI;=B NIALIQNEMIG?IA? QCNB ;=KOCLRINB?EIGJ;HS 1B?L;NCIH;K?BCHALIQNB
NBLIOAB?IA?LL ;=KOCMCR®™B;N NB2IG<CH?=IGJ;HS CI&IL? P;FO;<AYB;HNBRMOG@NBNQI
M?J;L;NAGI;HC?MBCMNCIH; EMNNL;=NGIRPAGI;HC?@;=CHIGI?NCNCPZMMOUPML;<; <CAANIB;L?
I@NB®;LE?NH> CGJLIPILI@QCN;<CHGNFHC?IPCRB;HNNI<?=IG?GIL? =IMR @ C=CZ&IG<CHCKYCNB
INB?L =IGJ;HC?M

Mergers and Acquisitions

1BIOABNB?3.? |@NBM?MC®B?SaMSHIHSGIONBN?LGMeger ;H> acquisitionG?;H MFCABMNEB?L?HN
NBCHAM:?IA?U==OLRB?HNQI=IGJ;HC?MIG<CHRNI@ILG H?Q=IGJ;HS H ;=KOCMCEMB3IOL=B;M@
IH? =IGJ;HS <S;HINB?RQCNBI H?Q=IGJ;HS<?CH&ILG?>H ?R;GJF?@ meger CMB&?IACHEH @
2HCN?ELFCHM# IHNCH?HNCEFCH2R?=IG<CH?=IGJ;HS NBF;A?MNLLCZHNBDQILF>@FCPNH?NB?
H;G? 2HCN?ELFCHADICNN;H?MCMIFNBAHNCH?HNEFCHRMI 1B? G?IA?LQCERG<CHRIBR=;FRQ
2HCN?ELFCHQRRINBBG; H;A?G?HROFNO@IHNCH?HNHINB?L?R;GIF?@ @;CUFS-?Hid¢quisitionCMB?
JOL=B;M@??<IE <S >C>M@IL <CFFCWIQ;L> 1B?>?;FQ;M?RJI?=NMACP2C>;M, MNLIHA?L
JL?M?HEMILNBG?LC=;;H>B?FNB2IGJ;HS =IGJ?NRQCNBCP;FCE?1BIOAB>C>;MMNGFHFMB|?KdH>?L
NB? /??<IE <L;H> /??<IE ;M ; =IGJ;HS HI FIHA?L ?RCMNM
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Motives behind Mergers and Acquisitions

IGJ;HC?M ;L? GINCP;N?> NAGHAL;=KOCL? INB?L =IGJ;HC?M @IL ; HOG<?L I@ L?;MIHM CH=FO>CHA NB? (

Gain Complementary Products

#CAOL?

I SIONBCHIS ;=KOCLCHZIE >C>;MB;MB;>;H CGJ;=NH +CENM=IGG;H> |I@QNB2.OHHCMRI?
G;LE?N

"GCFSV?Q MBI?M 6  + +!

=KOCLCHKSJF?G?HN;UEI>0=NMMNB&GINCP;NGIRBCH>C>;Me,l=KOCMCN@R®?<IE M >C>M",
%?L<?LCHAUN;NCH =IH@?L?HsRF1BCEM IH=? CH ; FC@?NUGNOHCHNBCKIM J?L@?@ENIINB
=IGJ;HC?M?=;0M9B2IGJ;HC?ML.? MI=IGIF?G?HN;LS[ >C>;MLIOH>?EHIJILNNML@ILG;HEXCNBO=B
JLI>O=NM; GINILCTAZOHHCMBIZH>?H>ILM?G?HNFNDCNBO=RBOJ?LMNM.MCNCMB-=?0F;S?I;PC>
?=EB;G *?;HQBCF7??<IE JF;S\B?;PCRENB®G?F>CHEAMJIILNM> ?HN?LN; CH@TENEH>ILM?G?HNFM
;H>JLI>O=NM <S +?fFB ;H> ?HN 1B? =IG<CH;NCIH =IOF> <? >?;>FS NI +CE?_ %IQ;L>

Attain New Markets or Distribution Channels

$,CHCHAPQG;LE?N®tM; MCAHC@@=NRHNB?  G?IA?U@20 CLQ;SMH> G?LC=;4 ?MRO0 CLQ;SM
CM G;DILJF;S?IH NB?;MNI;MN NB?LC<<?;HH>"OLIJ? QBCF&?LC=;4 ?MSBNNLIHZ-NBZ ?MN.B?

?RJI?=N;NCHNMNB;NIGKCHCHBNQI=;LLC?NOF>=L?;NH ;CLFCNB;RIOF>L?;=BGIL? G;LE?NNB;H
?CNB?L =,LLC?L =IOF>>| I[H CNM IQH +=H?S


http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/4.6.0.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/4.6.0.jpg
https://www.flickr.com/photos/emilybean/3288246467/
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Realize More Efficient Economies of Scale

1B? JOL=B;M®@-B;LG;=C; ILJIL;NCIH ; 0Q?>CMIB;LG;=?0ONC=KJ;HS <S-@CT?L L?M?;L=B <;M?>
JB;LG;=?0ONC=JBJ;HS <;M?>CHNB2HCN7N;N?NH =L?;N?NBRILFMF;IA?MNLOAG;E?L;H> NB?
F?,>CHIB;LG;=?0ONC=|BJ;HS <SL?P?HOCHP?L%;DILG;LE?NLIOH>NBAFI<?1B7?;=KOCMCKCHN?>
;HCH>OMACFHQCNBIL?NB;H <CFFQ@H.?P?HQOR>; L?M?;L=B ;H> >?P?FIIGZDMARGIL? NB;H
<CFFCid;HE %?HMF?S "=B >;S ;FGIMMRILNSCFFCQIM1IF?;LIOH>NBAFIP7L? NL?;NBRCNBECT?L
G?>C=CHWICT2IG &NMIO<M?KO?HNCFFQIBIL=B;M@LCP#.0/&;E?L4 S?NBOLNBREL?;MCRM
JL?M?H=? CH NB? JB;L;=?0ONC=;F G;LEENIGGO\6

Hostile Takeover

4B;N B;JJ?HMNBIOAE @1? =IGJ;HS Q;HNMI;=KOCLHRINB?EIGJ;HS <ONIB;RIGJ;HS >I?MHQ;HN\NI<?
;=KOCL?8I10 =;H?H>0JQCNBP?LOH@LC?MNHSO;NTBAION=IG>=IOF><?; hostiletakeove;H ;=N@
;MMOGCHANLINB;NL?MCMEENB'N;A?N?=IGI;HSMG;H;A?G?HN> CNdlL> 1@>CL?=NILNH IB?H
;H>"?LLSEL??H@ C@ROHNB?GM?FERM? |@NB?NDH @ LC? Mi<HBO ;NQHEF?P?LIP?LF;|A??"ON=BLCNCMB
=IGJ;HSNB;QHM\NBL?=2L7?;G<L;H>M]Q;HN?NI<OS?H '?LLSd;A;CHNNB@IOH>?IQCMB AV G;E?
G;NN?IMMLM?GIMN@NB??H  '"?LLSAMNI=EBIF>NME>QCNBHCF?P2AB?SB;> FCNNFP@ C>?HHNB?
;<CFCIgB?H IB?H ;H>"?LLSSL??H@CYEtHNCHGMH;ACHAB2IGJ;HS ;H> Q?L7@ LOMNIQENBB @ ClNGa
MI=C;F GCMNIH#HONB? MNI=EBIF>HAQE 2ZHCF?RIL@D NI <OSNB?CIH "?LLSAMNI=EN ;FGIMNIQC="?
CNAMOLL?IENE?NLC=H> Q;HN?NIN;ENB?0LI@CHNMLOHGHNB?H>2HCF?PQIH ?H '?LLS€dQ;M
;=KOCLZS2HCF?PCH BIMNQ¥EE?IP?L?MJICN®?;UNB;NB2IGJ;HS&MI=C;,6CMMQHKDF*H>NBCIZ>h
B;JJ?H 1BIOABH?CNB?H I1B?H HIL'?LLSSL??H@CRREHPIFPZHNB20OLL?BM;A?G?HNENB2IGJI;HS
NB?B;P?L?NOLHMNB?@=C;ENCPCMIBINH>;L?B?;PCFEHPIFPZTHHOG?LIOW=C,EHCNC; MCI2MIL?>
<S NB? =IGJ;HS

X merger [==OLM QB?H NQI =IGJ;HC?M =IG<CH? NI @ILG ; H?Q =IGJ;HS
X H acquisition CM NB? JOL=B;M? |@ IH? =IGJ;HS <S ;HINB?L QCNB HI H?Q =IGJ;HS <?CHA @ILG?>

X IGJ;HC?M GA? IL ;=KOCL? INB?L =IGJ;HC?M NI A;CH =IGJF?G?HN;LS JLI>O=NM ;NN;CH H?Q G;LE
IL >CMNLC<ONCIH =B;HH?FM ;H> L?@CFCE&HN 2dHIGC?M 1@ M=;F?

X BIMNCF? N;E?IP?L CM ;H ;=N |@ ;MMOGCHA =IHNLIF NB;N CA?N?MEIGN#AS NB? N;L
G;H;A?G?HN ;H> CNM <I;L> |@ >CL?=NILM

Exercise

0 H;FSMCM
$I IHFCHM> L?M?;LIBBG?IA?LU@5* ;H> 0CLCAMES >CNBNQIM;N?FHRCNCIMN;NCIGRIA?
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OBIOFNBGBPIA?LB;P?<??HJILIP?> <SNB#?>?L;FIGGOHC=;NCIHBGCMMCIHIBIG >I?MNB?
G?IA?LB?FJ4BIG >I?MCEBOLN.®@I0Q?LNB2?=CM@GHE?L QIOF:SI10;JJLIP? NBG?IA?L 4BS IL
QBS HIN

References

++*H?S =IG ~G7?7LC=; 4?MN20 CL CH*?LA?L I?;F_ ++*H?S =IG *S
BNNJ GIHZ8IH =IG H?QM GC>=,JM ;CLFCH?M CH>7B2MM?> 'OH?

#L,HE/ ;H>0=INRe?HMF?S@CTRIL OS -B;LG;=C;#IL CFFCIEBHONI=E 4 ;FFONL??MDLH;F,HFCH?

4'0 =IG 'OFS BNNJ QQtB?F;,NCIHNB?L;JSIHFCH? =IG N?7=BHC5#=2MM?S 'OH?
%IQ;L> 1 "A>C>M/??<IE F;=?20J@IILOHN+CE? US Today OAOMN BNNJ QQQM;NI>;SIG
GIH?S CH>OMNLC?M G;HO@;=NOLCHA >C>M GEERMIMVENOH?

+2Q 6ILE1CG?M-@CTAL??MI-;S CFFCI®ILCP;FLOA*E?L 4 S?NBNewYork Times ;HO;LS
BNNJ QQESNCG?M =IG <OMCH?MM >LOA BNGF J;A?Q;:2¢2MM?> OAOMN

1B? ,@QC=6IIAF? FIA "%?F3 ;HN?>$IIAF? %CLCBA _ 1B?,@@C=8I/AF? FIA HO;LS
BNNJ AlIAF?<FIA <FIAMJIN =IG B?FJ Q;HN?> AlIAF? BCLCHA CBNGF==?MM?> OAOMN

,L?MEIPC= N HN?> *IL? NB;H CHS$IIAF? %CLCHWNL?? _/?0N?LMHIP?G<?L
BNNJ QQCON?LM =IG ;LNC=F? OM AIlIAF? C>201/" & ;==?MM?> OAOMN

-@CT2G  <ION -@CT?L=IGJHS 47?< MCN?-@CT2IG BNNJ QQUACEIG ;<IONBCMNILS
J@CT?L:JB:LG:=C::E5PMM?> OAOMN


http://money.cnn.com/2005/05/19/news/midcaps/airlines/index.htm
http://www.chelationtherapyonline.com/technical/p39.htm
http://www.usatoday.com/money/industries/manufacturing/2005-08-02-adidas-usat_x.htm
http://www.usatoday.com/money/industries/manufacturing/2005-08-02-adidas-usat_x.htm
http://www.nytimes.com/2009/01/26/business/26drug.html?pagewanted=2
http://googleblog.blogspot.com/2011/01/help-wanted-google-hiring-in-2011.html
http://www.reuters.com/article/2010/11/19/us-google-idUSTRE6AI05820101119
http://www.pfizer.com/about/history/pfizer_pharmacia.jsp
http://www.pfizer.com/about/history/pfizer_pharmacia.jsp

4.7 Cases and Problems

‘ Learning on the Web (AACSB) \

I SIOB;P?;H C>?@IL. =B;LCN;<EA;HCT;NGHa*+CHIMN;LNBCHEIMIG?=;0MRB; NEGJILN;HN
NISIO 1B?HAI IHFCHPI> L?PC?RBCMIC=E3'I;HH? #LCNT6IQ NI&H=ILJIL;N®; +IHILI@QCN
B?=E)CMNEI=;N?3NBNNJ HIHILI@CN ;<ION HIBIILI@CN<; BRHVMLNCHAMN ?IN(@NGCMMCIH
MN;N?GZ&NSIOLHIN @ULI@OM\;HCT;NCJH> CH>C=NBNSJ?NJ?IIJF?SI0a>MENIM?LAM SIOL
<l;L> 1@ >CL?=NILM 1B?H FCMN NB? MN?JM SlOa> N;E? NINMRECMEOL,NINHRDIL

‘ Career Opportunities \

Where Do You Find Happiness?

%:;P? SIO ACP?B0O=BNBIOABWN QB?NBZI0a><? B;JJC?IQILECH®IL, MG;FEIGIJHS IL @IL
<CAH? %?LMSIOL=B;H="NI=IGJ;L? ;H> =IHNL;MNB?JIJILNOHCNEBMIG;FEIGJ;HC?NH> <CA
=IGJ;HC?MI@@?L#CLMNL?;> NB?;LNC=F?IGJ;HS /?M?;L=B]&HP?MNCA)SFF IGJ;HC?M_
BNNJ DI<M?;L=B ;<IONNMGJIFIS?LL?M?;L.=BGJIL?M?;L=B BNTB?HL?;>NB?2LNC=F?H?@ CigM
4 ILECHEBH OG;FFIGJ;HS PM; ILJIL;NCIH_BNNJ QQ@NL??N>CLZ=HEING;P?FAOC>?
=;L??LM:;H>:DI<:BOHNCHRA@CNMOQ@ECHA:CH:;:MG;FF:=I1GJ;HS:PM:;:=ILJIL;NCIH BN{&F?

"=IQME &>?HNETRP;HN;A?MNOQILECH® L. MG;FEIGI;HS ;H> @CPRsP;HN;A?N®D
QILECH®IL <CAH? &H>C=;N8®OL=BIC=P@?GJIFIS?LMG;FH. <CAIGJ;HS ;H>?RJF;CEBSSIO
M?F?=N?> NBCM IINCIH

‘ Ethics Angle (AACSB) \

Bermuda Is Beautiful, but Should You Incorporate There?

=IGJ;HS=;HCH=ILJIL;NCHHSMN; I CNBIIM?MIMN MG; FEFOMCH?NIM2MJIL; NCHN B RIN; \C*)BC=B
NB?S| <OMCHWBCHZ,IA?L=IGJ;HC?MSJIC=;FFSHNIOH>@IINBMN;NE =IOHNLU$B;RCPNB?G
NBGIMND;PIL;<AIL?;NG?HN)?LN;R?N@ ?Q2U?MNLC=NCIAMQCHAOG<?1@2 0 =IGJ;HC?M.?
CH=ILJIL;NGEHALGO>; NIFIQ?INB?GLLIIL;NTTCH=IG'N;R?RIBCARANCHBISCNB % ?H? @ @MNMCHA
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http://nonprofit.about.com/od/nonprofitbasics/ht/startingsteps.htm
http://jobsearch.about.com/cs/employerresearch/a/compresearch.htm
http://www.streetdirectory.com/travel_guide/190820/careers_and_job_hunting/benefits_of_working_in_a_small_company_vs_a_corporation.html
http://www.streetdirectory.com/travel_guide/190820/careers_and_job_hunting/benefits_of_working_in_a_small_company_vs_a_corporation.html
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<OMCHCHENB2HCNDN;N?NPM NBGM?GCABNSIO /?;> NB?MRI;LNC=FAM,HMQ?NBRO?MNCIH
NB;N @IFFIQ

X 720 ILJIL;NCIHM L? 2MCHA ?LGO>; NI OFMEEEFM _ <S I,PC> ;S 'IBHMNIH +H@E6

1CG?M IH NB?< #?<LO;LS BNNJ KOPMSINCG?M =IG AMN
@OFFJ;:A? BNGF L?M ™! "##
X ~MB? %C>>?H -?LCFMA@B@R1%;P?HM _<S IC;H? L;BRisiness\dek OAOMN
BNNJ QQDOMCH?MMQ??E =IG <Q>;CFS >H@F;MB ;OA H@ . BNG
.O?MNCIHM

X 4B;N ;>P;HN;A?M >1 2 0 =IGJ;HC?M A;CH <S CH=ILJIL;NCHA CH ?LGO>;
X 4B;N >CM;>P;HN;A?M >| 2 0 =IGJ;HC?M CH=0L <S CH=ILJIL;NCHA CH ?LGO>;
X 1I'SIO @CH> NB? JL;=NC=? |@ CH=ILJIL;NCHA CH ?LGO>; OH?MESC4IN 4BS

Team-Building Skills (AACSB)

Legally Speaking
%?LMNBM=?H;LC6IO ;H> SIOLN?;GM?LPM =IHMOFN; NN§¥OMCHQINPLMIBI H??>B?FJCH

#IL ?;=B=FC?FHNOaFFP;FO;NAMMC<F?A;kK@ILGMRILA;HCT;NCHP<;N'NB7FN?LH;NCRPNMG;E?
; L?2=IGG?H>NCIHB?H SIOaFRLCN? L?JILNNI SIOL=FC?HN?M?HNGHALL?=IGG?H>;NCIH>
?RJF;CHCHA QBS SIO ;LLCP?> ;N SIOL =IH=FOMCIH

&H>>CNCM F?;LHCHBX;MC&;=NMON?;=B=IGJ;HS SIOaPA;NB?L?>>CNCIHH@ILG;NE€&H
;MECHA ?;=B =FC?HN NB? @IFFIQCHA KO?MNCIHM

X %IQ GO=B =IHNLIF >I SIO Q:HN

X 11 SIO Q;HN NI MB;L? JLI@CNM QCNB INB?LM

X %IQ GO=B FC;<CFCNS ?RJIMOL? ;L? SIO QCFFCHA NI ;==?JN

X 4B;N ;L? SIOL @CH;H=CHA H??>M

X 4B;N ;L? SIO QCFFCHA NI >I NI M?N OJ ;H> [J?L;N? SIOL <OMCH?MM

X OBIOF> CN <? JIMMC<F? @IL NB? <OMCH?MM NI =IHNCHO? QCNBION SIO
1B?@IFFIQCEMBTH@ILG;NEBSI0aP2IFF?=N2ON?;=B=FC?HNHAQCNBH?LMBOMNCIHSIO
MBIOF> =[HMC>?L
Client 1: Rainforest Adventures

[,CH@IL?MR?HNOLPER ?LLNI? >;S ;H> GOFNCNSOLNOM?P?LH=;NCIHBHOMNL; F@&XDILEMINB
QCNBIOLCHYHNMQCNENOARIOIMH> CNAMFC?HNPET?@LIG?IIF?QBI Q;HN L?F;RCHRJI?LC?H=]
;Q;S @LIB?=NCE<;HFCAMBIMQBI ;L? E??HFSHN?L?MMNRB?RINC2HPCLIHG?HBP? <OMCH@WM
>?>C=;NRENBIL?M?LP; N@HOMNL; FINL1IIC=;A> Q?NF; H3L ?M?LP&NAMO C>BVWP?G;HS S?;LN@
?RJI?LC?H=? F?;>CHA NIOLCMNM NBLIOAB NB? L;,CH@IL?MNM J;LNC=0OF;LFS ;N HCABN O}

>?=C>CRBC=B?A;ILG@IQH?LMBCM?MI®IINB?G610aL?>=OLL?HNHSECHACNBEBL?2FC?HNW

M

B7H NB?S =



http://query.nytimes.com/gst/fullpage.html?res=9901EEDB1E3FF93BA25751C0A9649C8B63
http://query.nytimes.com/gst/fullpage.html?res=9901EEDB1E3FF93BA25751C0A9649C8B63
http://www.businessweek.com/bwdaily/dnflash/aug2002/nf2002088_9533.htm
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,CH@IL?MNP?HNOLZIM MN;LNRBL?3?;LMAI <S IOLNH?§?HH?>SQBl B M@C@NZHM@
?RI?LC?HSENB2=INIOLCNIGI>OMNB3LOHMBXOMCHMMMMIFILIILC?NILMBCNCMIHMC>?LCH
; J,LNH?LMBQB? >1?MHNQ;HNNB2IMNL B;MMF@>ICHAXOMCHZMIM=ILJIL;NCIH &HKO?MNCIHC
B?LSIO @IOHIONNB @ IFFIQCHAIH?>SCM?>C=;NM JL?M?LPOHBROMNL; FGIPNF; H>N> M??M
B?L<OMCHMMQ;S 1@?H=I0L;ACBAJF?NIMOJJILANHM?LP;NCI@ ILNMIQ?P?LB?LAOC>BYP?
>CMJIF;SH"CNBOMN ; DINNCN@»P?<?=IG?CH=L?;MCIOAELJ?H>;<F>;L? OHQCFHUIN/B;L?
B?L=IGGCNG?HNCRPHH?>SB;MM?P?LIRLOMNZEC?HBA HINIHFSB;P? S?;LM@?RJ?LC?HM
AOC>ONDBI ;FMIMB;LB?L?HNBOMC@MEBHPCLIHG?HNLAM?LP;NOBPMINCGCMIEENB?S&2
QCFFQHBICB?LCHNBROMCHTBM>L?; GM@?RJ; H>CHBRL<OMCHRMEDR 2tF; MMMWNB?=IFIAS @
NB2;,CH@IL2UNI?MHE;P??HIOAB;MB;H>MBR4@L;O¥B;NFI;H;JJFC=;NCRHCRK?NOLH3#QH<S
NB? <;HE

Options

?=,0MA?HH?>S>1?MHNQ; HNNICH=ILJIL;NVBRE? @XCNBQIIINCIHMII=IHNCHEIZHAOMCH MM
; MIFALIJLC?NILMBQI @CH#? IL GIL? CH>CPC>NBMB?LCH J;LNH?LMB@N7PP;FO;NCRB?M?

NQI;EN?LH;NCBIIMMBIORZ?=IGG?HNBPH? NB;SIO=IHMC>@IMNJIJILIJLC;NBIO MBIOF>CM=0OMM

NB3LIMH>=IHM@<INBJINCIHM>?RJIF;BIQ ?;=B;JIFC?NI(?HH?>3dVICNO;N&®BIOL?=IGG?H>
@ILGCHA;LNH?LMEIDH??>NI>CMNCHAOQNB?HA?H?LELNH?LMBC), FCGCNANH?LMBKJ
Q?FF ;M ?RJF;CH QB;N ; J;LNH?LMBCJ ;AL??G?HN CM QB;N CNVRFOZLMN;HNQBS CNa

Client 2: Scuffy the Tugboat

0=0@8IB20A<I;NCM @;GCFS I<GQHCHRBNG ;E?MNOA<I;NEMD;M@ILG?:M; J;LNH?LMBED
<SNBNBL?%);0ABFCHLINB?LM]*C=E H;P;F;L=BCN?=NE ;H ;==IOHN;HNH> I< ; G;LCH?
?HACH??1B?C@ CINDMA<I;GMNCFECHABCIOMIMNIHB;L<IL ;H>IP?LNB3?;LMMO==?RIMFFIQ?>
NB?@IALIQNB2ZIGJI;HS <SJFIQCHGIH?S<;=E CHNIN;MNS?;laVM;F?@?L7GIL? NB;H GCFFCIH
+1Q BIQ?P?LNB?®;HNNI>IO<FILI>O=NC#%$ ?RJ;H>CH¥B?@;=NI1<S @ CRBIOM;H4KO;L@?7?N

1B?S?MNCG;NIMN@;<ION GCFFCBPN <CAA®;=CFQNI->?H;<FNB?Q\I;PIC>F;N? >?FCP?l.

J?H;FNOPBIN;HLOKDJINI ; >;S 1B?SalRINVIOLBIQ?P?L<IONNBR?M®;S NIL;CMIBPI??7>7>
@OH>NH? I@NBZLINB?IBYM GCFFQAHHB;H> ;H><?=;0MP?H>?LIMP | @ N BPMCNMIN;H GIH?S
NI MBCJ<OCF>?LM ?P?H NBIM? QCNB All> J?L@ILG;H=? L?=IL>MNH2<?HENDB;RCHA

2HFCEZ;HSJ;LNH?LNBNBL2LINB?IA2NFIHAKOCR?FAB?Sal2IH=?LH?NBIOABIONNB2CMEN
|@N;ECHA J?LMIH;B?<N@IINBXOMCH RN LNC=0ORB?SIHANFCEZ?CHRC;<AIINIHFS@IINB?CL
IQH ;=NCIHM <ON ;FMI @IL NB? ;=NCIHM |I@ ;FF NB? J;LNH?LM

Options

610 MBIOR>?=IGG?HNB;R=0@8/B10A<I;N?°CNBRRG;CH J;LNH?LMBCS?=1G?; JLCP;N?FS B?}
=ILJIL;NCIFON;NRBALIM;H> = IHM@<INB@ILGMRILA;HCT;NCIH> ?RJF;CBIQ NB?SJJFSNINB?
<LINB?LMa MCNO;NCIH

Client 3: Dinner Rendezvous

#IL NBLZ?;LMQH?L-?AAS?;L>IH B;M<??HJI?L;NCHEBHH?I?H>?TPIONDBC=RCPBH>CPC>BtFM
[JIILNOHCNI®S ??NNB?LW> ?RJ;HSNB?®M=C;H?NQILECHOMNCE?R; M&HN?L?MIRC2HNMINB ?
=IGJ;HSWM ?<MCNT> @APRNJIFC=;NCIH JLCP;=BIN;N?G?HBVL M H ;HHO; 5 ?G<?LMB@J??
@ H>; =B;IA?@I11?;=B>CHH?ZNN?H>23F0OMB 2 IMN@>CHH?H> >LCHEM;L>IH M?NM
;FECHH?{H CNHMCININBR2?MN; OLMNHNLI>OXO?MMM M?LPAGIFCG?HNAS,GJ;AH?4BCF?
NB2IGJ;HS B;M, MN?;>8C?HNCIEIIN, <CASIH?SG;E?L&@;L>IH >C>HB;P?; L?AOF@OFF NC
Di< MBZIOF>M&E??INBXOMCHRMMHCIBB?MN; SRCNBN?=;OMVIB?HDISENH> <?FC?PNB|,NB?
JLIPC>?MAII> M?LPC@LOMNARMC>?HMYOMZCNEOHON@B?LBIG? ;H> <?=;0MB?L<CAA?M]

A

S

{

>
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=IMICMB2B;GJ;AH?CNB FIQ LCMEMCHRaMB! >?<NM CNB@OFF NQI&MB7FMI,JIL?=C;NRIB?
@;=N NB;N CN L?KOCL?M IHFS ; @?Q BIOLM I@ B?L NCG? ?;=B Q??E

Options
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Chapter 5. The Challenges of Starting a
Business

Build a Better Baby and They Will Come

,H? <;FGSO;H !IC?Al ?P?HCHI *LS ;H>/C=E'OLG;CH)?LQ;N=BCHAL3 JLIAL;G ;<IONN??H;A?
JL?AH;H=5/?;FCNSQIL M= %ILCTIHMFONCIIGRIN? L?>;BF %ILCTIHMFONCIHM
">0O=;NCIH ILF> )IG<;L>C ) ¥ IB?H +?7Q 6ILE 1CG?M 1I MCGOF;N?
NBZB;FF?HA@=;LCH®ILH CH@;M®?HM NBJILIAL;G Q?L?MMCAHIBN?H><;<S MCTM;,=EM@@FIOL
/IC=E; @;NBRONQISIOHA-BCF>LPAG;LE?NB;NILOH>FCILHAH>, M;=H@@FIQY);MH¥?R;=NESNLO? NI
FC@RJI?LC?H&MI;LNC=0OmBR;LAO?>M;=EMD@FIQUCGOF;NRFS,<HILG;FF$;JJS <;<C?M]<;<C?@BI
>C>NaLS?MJ?=C;KFHEB&GC>>A@NBPICABN;F@ M?LCIONMEMOAA?MNBER?IBOM<;H>];<?NQ??H DI<M
;?LIMJI;=7?HACH??L]<OCRE2ZNNRI<S ;H>QCNBCHIOJF?@Q??EM JLININSJIQ;M<ILH /C=ElKL;CH=BCF>
Q;M; <IOH=CHAJIOH> <OH>H®@PCHSF =IP?IDISQCNBI CHN?LH|BJON?NIMCGOFO?@;HNSCHN
L?;FCMNERIG CHN?LP%RIFMB?MCAH?LOA @?=N3i=?FNIMCGOFN?GIL@®LIGQCNB>L;Q;H>?;=B
GI>?F GIHCNIL?> CNM?F@ @IL H?AF?=N IL CFF NL?;NG?HN

1B? 'OLG;CHMN?HN?<S 1BCHENP?L ;E; 1&, ;H> MN;LN3kI>O=NCIEH ;M ;<S 1BCHEN
,P?L &H=1B?CI@ CIN@N=NILE);MNB?@\;L;A? ;H> NB?@0C=Q;MNBECN=BREF?]"; FCNNBEMCH?NM
; BIOM? ;M*LS JONCN4 CNB <IIMN@LIGLNC=FCMUSA Today NewsweekForbes ;H> Peopl¢JFOM;
A-LI>O=N@NBB7?;L_HI> @LIG-ortundH?QM I@NB?0LG;CHMEH@ ;MEGOF;NAP?HNO; FFB_7?;>NI NB?
H?Q=IGJ;HSMN;A?N?2>0=;NCIBLE?NH> <S MIG? @ILNSBIOM;HACGOF; NB;M<??H<;<SM; NS
GIL? NB;H GCFFOW??H;A?MHCH2I0HNLCEBVINB;NICGNB2ZIGJ;HS B;> GIP?> NI4 CM=IHMQB?LTN
B;> <??HL?=BLCMN?Z2> ">O=;NCIHAEI>O=NKEH=NI L?@F7HNRJ;H>?3ILI>0O=RCHYB;MIQ CH=FO>?M
HINIHFS>IFFMH> ?KOCJG?HRCERBDB;E?H ;<S 0SH>LIGOCGOF;NKONFMIMCGOF;NiM?>JLIAL;GM
FCE301/ 1 >>C=NCIEO=;NCItH>/?;FCNSQILEMAH;H=9_I@CF2&, Q;ML?NCLM> L?JF,=?=xSNB?
H?Q;H>CGJLIP?#?;F ;L? ;<S ;H> OFNCG;N2B&;F ;L? ;<S &&plus QBC=B?KOCLXRDY;LNC=CININ
>?N?LGAPR;NNB?<;<S H??>KRB?HCNLC?ZN>>IQHFI;>M;N;NIL?=ILXSCMB;JMO=BIGCMM?> =P?HNM
;H> GCM=IH>0EQEZ,;<S MB,ECHA@;F ;L? ;<S &&plus MBIQMWICAHI@;NCASID=HIJFOBCQAL B?L
CHNIBHM?;L?MNFAONF?&H NBM;G? |@NB7OLG;CHMEGI;HS Q;M=B;HA?*H=?;A;CHNBQWCGRI
/?;FCNSQILEM=1B?=B;HA??RJF;CINIA2IGJ;HS 4 ?<MCN?@F?ENM=CMCM@I|=AM QB;NNB2IGJ;HS
>|?M <?MN]JLIPC>CHA L?;FCMNC= F?;LHCHA ?RJ?LC?H=?M _

170



CHAPTER: THECHALLENGESF STARTING\ BUSINESS 171
Video Clip
1??HM IH NB? "RJ?LC?H=?

=FC=E NI M?? PC>?|
Video Clip
/?;F;L? ;<S &HMJICL;NCIH

=FC=E NI M?? PC>7I

Video Clip
[?;F;L? 1 ?;=B?M /?MJIHMC<CFCNS

=FC=E NI M?? PC>?|

1BCMPCAH?NB®I<;M?> IH NB? @IFFIQCHAIOL=?M?;FCNSQILEBIH= ~<ION 2M _ Realityworks
BNNJ QQQ;FCNSQILEM =IG ;<IONOMBMNEW?> ,=NI<?L

References

L?>BF "LCHACBA ;<S _BNETcom ILJIL;N? /?JILN4 CM=IHMEHD,;LS BNNJ @CH>;LNC=F?M =IG
J.LNC=F?M GC:K; CM::C:H ==?MM?> ,=NI<?L

IB?H ! ) ~LCHACKA ;<S _ EducationWeek +IP?G<?L BNNJ QQZ»Q?7E IA?Q;LNC=F?M
<:<SB BNGFE==?MM?> =NI<?L

">O=:NCIHl ILF>"" ;<Sa %?FJWP?HMIBCHENP?L _ EducationWorld *;S BNNJ QQZ»O=:NCIH
QILF>=IG ;:=OLL =OLL MBN&?MM?> ,=NI<?L

%ILCTIHMIFONCIHMN?%;P? ; ;<S & 1BCHRaFEBCHENP?L _ Horizons Solutions Site
BNNJ QQQ@IFONCIHM M@EAM MNILC?M (0=;N :MIF;=BRM?> ,=NI<?L

%ILCTIHMFONCIIGRIN?/?;FCNSQILEM@ ;BIBGOF;NH> /?;F ;L? -;L?HNCHAAL;G _HorizonsSolutions
Site OAOMN BNNJ QQ@IFONCIHM MCINYGLHIO<FCMRC=F?: MBN&?MM7?>NI<?L

) ' # *1 NIFFM@LIGA?FF Pediatrics HI *L=B BNNJ J?>C;NLC=M ;;JO<FCARKIHM IL
=IHN?HN ;<MNL;=N  ;==?MM?> ,=NI<?L

)IG<;L>C ( 0 MIFF$CP?M1;MNRAQ'?;F )C@?NewYork Times *;S BNNJ KOPISNCG?M ANMN
@OFFJ;A? BNGFL?M "! # ;==?MM?> =NI<?L

+?Q 6ILE 1CG?M"MBCMIFF 1?FFNNB?6I0HA NI %IF> ,@@ _New York Times OAOMN
BNNJ KOPISNCG?M AM®OFFJ;A? BNGF L?M"! # ==?MM?>
,=NI<?L


http://www.youtube.com/v/omVIg-qCKtM
http://www.youtube.com/v/nLuR9FlIuRk
http://www.youtube.com/v/8f6PnAuEe-I
http://www.realityworks.com/aboutus.html
http://findarticles.com/p/articles/mi_qa5426/is_/ai_n21343525
http://findarticles.com/p/articles/mi_qa5426/is_/ai_n21343525
http://www.edweek.org/ew/articles/1994/11/16/11baby.h14.html
http://www.edweek.org/ew/articles/1994/11/16/11baby.h14.html
http://www.education-world.com/a_curr/curr077.shtml
http://www.education-world.com/a_curr/curr077.shtml
http://www.solutions-site.org/kids/stories/KScat3_sol72.htm
http://www.solutions-site.org/artman/publish/article_47.shtml
http://pediatrics.aapublications.org/cgi/content/abstract/97/3/317
http://pediatrics.aapublications.org/cgi/content/abstract/97/3/317
http://query.nytimes.com/gst/fullpage.html?res=9B05E3DC1231F930A3575BC0A962958260
http://query.nytimes.com/gst/fullpage.html?res=9B05E3DC1231F930A3575BC0A962958260
http://query.nytimes.com/gst/fullpage.html?res=9B05E3DC1231F930A3575BC0A962958260

172 ¥ EXPLORINBUSINESS

/2;FCNSQILEM&H= ~/2;F;L?  ;<S _ Realityworks BNNJ- QQIFCNSQILEMIAE=:L?
L?2/F=L2< <BNGF==?MM?> =NI<?L


http://www.realityworks.com/realcare/realcarebaby.html
http://www.realityworks.com/realcare/realcarebaby.html

5.1 What Is an Entrepreneur?

Learning Objectives
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X %IQ >I & Al ;<ION JF;HHCHA ; <OMCH?MM
X 4B;N MN?JM ;L? CHPIFP?> CH >?P?FIJCHA ; <OMCH?MM JF;H
X 4B?L? QIOF> & @CH> B?FJ CH A?NNCHA GS <OMCH?MM MN;LN?> ;:H> [J?L;NCHA CN NBLIOAB NB? V
X %IQ =;H & CH=L?;M? NB? FCE?FCBII> NB;N &aFF MO==??>

&H NBCM =BQR&ZEF JLIPC>? MIG? ;HMQ?LM NI KO?MNCIHM FCE? NB?M?

Why Start Your Own Business?

)?NBM;SNB;I$10 ;L? CHN?L?MNMRBT>? | @AICHAHNOMCH®@MIOLM?F@ ?P?LSIH?@=I0LMB;M
; >?MCIN?N;ENBR2CMENF JONCHNBRILE CHPIFPTHVIN;LNCHA <OMCHABW MILN@=B;L;=N?LCMNC=M
>CMNCHAOMBIRERE| > @LIGNBIMQBI >IH&NQ;HNNIMN;LNOMCH?MMGIL? NINB3ICHNRBS>I MIG?
J?1IF?;=NO;FKSIFFIQBLIOAB NB?2?MCNPMN;IOINB?CRH <OMCH?MM2M>CHAINB?G;FFOMCH?MM
>GCHCMNL;NZIH ; AIP?LHG?HN?H=3\B;NLIPC>?NMCMN;NHAG;FEOMCH?MNERIMN=-IGGIH
L?;MIHM @IL MN;LNCHA ; <OMCH?MM ;L? NB? @IFFIQCHA 20 0G;FF OMCH?MM >GCHCMNL;NCIH

X 11 <? SIOL IQH <IMM

X 11 ;==IGGI>;N? ; >?MCL?> FC@?MNSF?

X 11 ;=BC?P? @CH;H=C;F CH>?J?H>?H="

X 11 ?HDIS =L?;NCP? @L??>IG

X 11 OM? SIOL MECFFM ;H> EHIQF?>A?
1B?0G;FFOMCH?MBCHCMNL;NIHNR@NNBIOABIB;NB?NMI2? FCE?R&?;>P;HN;A?MFS*@IINBR2CABN

J?LMIH _H> BIQ >| SIOEHIQC®IOaLM™? I@NB?LCABNIJF?_ 1B?0  MOAA?MIBNSIO ;MM?NBVWOL
MNL?HANBMD ?;EH?MMRS;MECHAIOLM?F@?Q.?F?P;HAO?MNCIEHM 0G;FF OMCH?MCHCMNL;NCIH

X Am | a self-starter6 10aFF H??> NI >?P?FIJ ;H> @IFFIQ NBLIOAB IH SIOARF>RM>GNI <? ;<F? NI
ILA;HCT? SIOL NCG?

X How well do | get along with diffent personalitiess |0aFF H??> NI >?P?FIJ QILECHA L?F;NCIHMBCJM QCNE
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P;LC?NS |@ J?1JF? CH=FO>CHA OHL?FC;<F? P?H>ILM ;H> MIG?NCG?M =L;HES =OMNIG?LM
X How good am | at making decisioslOaFF <? G;ECHA >?=CMCIHM =IHMN;HNFS]I@N?H OH>?L JL?MMOL

X Do | have the physical and emotional stamirid SIO B;H>F? MCR IL M?P?H QILE>;SM |@ ;M FIHA ;M NQ?FP"
BIOLM ?P?LS Q??E

X How well do | plan and ganize &@ SI10 =[HIMN;AHCT?> SIOaFF A?N MQ;GJ?> <S NB? >?N;CFM &H @;=
JIIL JF;HHCHA CM NB? =OFJLCN CH GIMN <OMCH?MM @;CFOL?M

X Is my drive stong enough6 I0aFF H??> NI <? BCABFS GINCP;N?> NI QCNBMN;H> <;> J?LCI>M CH SIOL <(
:H> MCGJFS <?CHA L?MJIHMC<F? @IL S ESHNINPHM M=, 0OM? SIO NI <OLH ION

X How will my business affect my fami#yGCFS G?G<?LM H??> NI EHIQ QB;N NI ?RJ?=N <?@IL? SIO <?ACH ;
<OMCH?MM P?HNOL? MO=B ;Maza@HNCT=E®; GIL? GI>?MN MN;H>;L> |@ FCPCHA

);N?LCHNBGIB;IN?Q?aRAR; EDINBRO?MNEHPB SKOMCH?NMCKD NI CHEO?aL MNCHFECHAONNBILIM
;H>=IHM@MVN;LNCHA@MCHEZWMB @ CUMN? Q? MBIOFIHMC>M? GIL? CMMGPH>>CNCMINBHOG<A@
<OMCH?MIEMNIN; L IN> NB? @ ; CFBOAPIOG<A@<OMCHEMRIM?P?R2P?H5;E? CNINBAL;H3J?HCHAH?
<OMCH?MM ;H;FSMN =CN?M @IOL LeMSINBNCIHRMPPHN J?IIJF? @LIG MN;LNCHA sQRGH?MM?M 4

X Money $L;HN?> QCNBION NB? =;MB I$I&PN;R2LSV@hat to do IH>O=N MIG? L?M?;L=B NI @CH> ION
QB?L? @OH>CHA CM ;P;CF;<F?

X Security FIN I@ J?1JF? >INaQ;HN NI M;=LC@C=? NB? MN?;>S CH=IG? NB;N =IG?M QCNB NB? HCH? NI
What to do!IHa N ACP? OJ SIOL >;S DI< N F?;MN ;N @CLMN NBCHE ;<ION BCLCHA MIG?IH? NI LOH SI
QBCF? SlOaL? A;,CH@OFFS ?GJFIS?> ?FM?QB?L?

X Competition FIN 1@ J?I1JF? >INeEHIQ BIQ NI >CMNCHAOCMB NB?CL <OMCH?MM C>AWh@ tdG MCGCF;l
do #CAOL? ION BIQ NI > MIG?NBCHA &BR0RL<?NN?L

X Lack of ideasOIG? J?1JF? MCGJFS NHEHIQ QB;N MILN |@ <OMCH?MM NB?S QWNattAAGOHCHINI
ION QB;N NL?H>M ;L? MO=OMM@RESICHNI ; <OMCH?MM 1BCHE ;<ION ; @L;H=BCM?

&@I0aL MNCHN?L?NIRRICHEHNOMCH@MBIOLM? @ 78 L M L?A; L-NB?NMIN?HNGIE Q<;=EMMG?L?
I<MN;=F?M NI <? IP?L=IG? <S ; =IG<CH;NCIH 1@ JF;HHCHA ;H> =L?;NCP? NBCHECHA

Distinguishing Entrepreneurs from Small Business Owners
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#CAOL?

1B?MZ;E?LM.?HIN?’HNL?JL?H?B ML OMB?GIG; FEE?LID INBRIFIOLIIMRRILIPC>CHA
;H CH=IG®IINB?GM?FRPMNB?@,GCFC?M;F;LS MO<MN@NBOB NI ?;LH, FCPCQBCF?
JOLMOCHA NB?CL BI<<S |@ <;ECHA ; FC@?MNSF? @CLG

1BIG;M ?LA\ ;E?L\ 6 O

1BIOABGIMNRPHNL?JL?H?GIZEINO M CIMM G ; FFOMCH?MAINMAM G ; FEOMCHIHPLM.? ?HNL?JL?H?OLM
"HNL?JL?H?QEEHHIP; NI MN; EINGJ;HC?MI=L?;NRA?QIL CGJILIP?3LI>O=NMB?SMNLORG??N H??>
NB;NBHIN <?CHA G?N ;H> NB?CL Al;F CM NI ALIQ NB? <OMCH?MM ;H> ?P?HNO;FFS ?RJ;H> CHNI INB?L G
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&HEIHNL;MBEHS J?1JF??CNBRIN; LN <OSMG;FEOMCH?MNMBMB MIFIOLIIMP@QILIPC>CHA CH=IG@IL
NB?GM?FRINMNB?@;GCFCIBPS>I HINCHN?WME<? J;,LNC=0OF;0FHIP;NCRML > NB?3F;HNI ?RJ;H>
MCAHC@C=BARZMCINA 1J?L;N?CMIB;NdMIG?NCG2WMFF?> "FC@?MNSMTH?MM-?H 1B?
H?CAB<ILBIIZCTTJ;LFILIL <?;ON®IBIINBM?F@ ?GJIFISEHMOFNGBN QILEMON@NBBIG? ;H>?P?H

; FI=;FILCHNGHBJI;HS];FF I@NB?MR? NSIC=FC@?MNSHMTH?M&IIWP=NCIH "1B? &GJILN;H=2
0G;FFOMCH?NIMB2 0 "=IHIGS_ Q?>CM=QWB3IMCNCEH?@FO?NBMWINBFC@?MNSPHNL?IL?H?0OLC;F
<OMCH?MM?M B;P? IHNB? 20 ?=IHIGS

Key Takeaways

X H entrepreneur CM MIG?IH? QBI C>?HNC@C?M ; <OMCH?MM IJJILNOHCNS ;H> ;MMOG?M NB? LCN
:H> LOHHCHA ; <OMCH?MM NI N;E? ;:>P;HN;A? |@ CN

X 1B?L? ;L? NBL?? =B;L;=N?LCMNC=M |@ ?HNL?JL?H?OLC;F ;=NCPCNS

Innovating H ?HNL?JL?H?@@R?@M ; H?Q JLI>O=N ;JJFC?M ; H?Q N?=BHCKO? IL N?+BHIFIAS
IJ?HM ; H?Q G;LE?N IL >?P?FIIM ; H?Q @IAGIE NCIH @IL NB? JOLJIM? 1@ JLI>O=CHA IL
?HB;H=CHA ; JLI>O=N

Running a busines$HNL?JL?H?OLMBCJ G?;HM M?NNCHA OJ ; <OMCH?MM NI G;E?|; JLI@QCN (
CHHIP;NCP? JLI>O=N IL JLI=?MM

Risk taking/CME G?;HM NB;N ;H ION=IG? CM OHEHIQH "HNL?JL?H?0OLM NB?L?@|L? ;L?;FQ
QILECHA OH>?L ; =?LN;CH >?AL?? |@ QH=NBRSEHNMEHIQ NB? ION=IG?M |@ G;HS 1@
NB? >?=CMCIHM NB;N NB?S B;P? NI G;E?

X ==IL>CHANINBBBA ; AIP?LHG?HAPH=\B;NLIPC>?MMCMN jM¥G;FROMCH?MN\B’NLR?
@CP? ;>P;HN;A?M NI MN;LNCHA ; <OMCH?MM]*@IL NB? LCABN J?LMIH_
? SIOL IQH <IMM
==IGGI>;N? ; >?MCL?> FC@?MNSF?
=BC?P? @CH;H=C;F CH>?J?H>?H="
"HDIS =L?;NCP? @L??>IG
2M? SIOL MECFFM ;H> EHIQF?>A?

X 11 >?N?LGCPB?NBdEIOaL™H? I@NB?LCABRIJF? NI?RJIFICNB?>P;HN; A?MIMN; LNSHAIQH
<OMCH7NBD MOAA?MIBNS 10 ;MM?MNIMOLMNL?HANBND ?;EH?MMEMMECHANOLM?R@E?
@IFFIQCHA KO?MNCIHM

G & ; M?F@ MN;LN?L

%IQ Q?FF >I & A?N ;FIHA Q@B_28J?LMIH;FCNC?M
%IQ All> ;G & ;N G;ECHA >?=CMCIHM

Il & B;P? NB? JBSMC=;F ;H> ?GINCIH;F MN;GCH;

%IQ Q?FF >| & JF;H ;HAJHCT?

&M GS >LCP? MNLIHA ?HIOAB
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%IQ QCFF GS <OMCIgPrr4M @B @;GCFS

X 1BIOAB GIMN ?HNL?JL?H?0OLC;F P?HNOL?M <?ACH ;M MG;FF <OMCH?MM?M HIN ;FF MG;FF <OM(
?HNL?JL?H?0OLM "HNL?JL?H?OLM ;L? CHHIP;NILM QBI MN;LN =IGJ;HC?M NI =L?;N? H?Q IL CGJLIP
JLI>O=NM &H =IHNL;MN G;HS J?IJF? MN;LN <OMCH?MM?M @IL NB? JOLJIM? I@ JLIPCpPCHA ;H Ck
NB?GM?FP?M ;H> NB?CL @;GCFC?M 1BCM NSJ? |@ <OMCH?MM?M CM MIG?NCG?M =[FF?> ; "FC

Exercise

0 H;FSMCM

I SIOB;P?QB;NCN;E?MI<?;H ?HNL?JL?H?DL@CHON MN; 6 L?PC?QORBR IFFIQCHBN®
=B;L;=N?LCMNC=M =IGGIHFS ;NNLC<ON?> NI ?HNL?JL?H?OLM

X 1B?S ;L? =L?7;NCP? J?IJF? QBI MIG?NCG?M ;==IGJFCMB ?RNL;IL>CH;LS NBCHAM <?=;,0M? NB?SalL
;<ION QB;N NB?SalL? >ICHA

X 1B?S;L? LCME N;ECHA IINCGCMNM QBI =IGGCN NB?GM?FP?M NI QILECHA FIHA BIOLM NI L?;=B:
X 1B?S N;E? JLC>? CH QB;N NB?SaL? >ICHA ;H> A?N M;NCM@;=NCIH @LIG >ICHA MIG?NBCHA NB?S
X 1B?S B;P? NB? @F?RC<CFCNS NI ;>DOMN NI =B;HACHA MCNO;NCIHM NI ;=BC?P? NB?CL Al;FM

4 ?aFfFMI;>> NB;RHNL?JL?H20OMQ; FMBI; IMG; FAB?S<?ACRCNBCGCN2MIOL=HA <OCHNB?CL

<OMCH?MIBRNDABLMIH;F@ILNN NB?H>I@NB2;S NB?G1O=="¥N?H>M NB?GICFCNI&;H;A?
;H> ALIQ NB?ALHCT;NCIH NB;N NB?S =L?;N?> NI CGJF?G?HN NB?CL PCMCIH

+1Q OMNB?@IFFIQCHIBL?? JICIN;FNI CH>C=;NB??RN?HN QBC=B;=B |@ NB?MRNNLC<ON?M
=B;L;=N?LCT?M SIO
&N >I?MH8IIOH> FCE? G?
&N MIOH>M FCE? G? NI ; =?LN;CH ?RN?HN
&N MIOH>M ; FIN FCE? G?

;M?> IH SIOLL?MJIHM2MSIONBCHIB;SIOB;P?NBINNLC<OEMI?HNL?IL?H20LSIONBCIHEO
=I0OF> <? ; MO==?MM@OF ?HNL?JLRHQB8E MBS
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5.2 The Importance of Small Business to the U.S.
Economy

Learning Objectives

1?7@CH7small business

"RJF;CH NB? CGJILN;H=? |@ MG;FF <OMCH?MM?M NI NB? 20 ?=IHIGS

"RJF;CH QBS MG;FF <OMCH?MM?M N?H> NI @IMN?L@PHNERTHE ISR PHR
I?M=LC<? MIG? |@ NB? Q;SM CH QBC=B MG;FF =IGJ;HC?M QILE QCNB <CA IH?M

What Is a OSmall BusinessO?

11 ;MM?MBP;FO?@MG;FEOMCH?NWIRB2 0 ?=IHIGS Q? @CLAMI>NIEHIQ QB;N=IHMNCNONRBIFF
<OMCH?)PNEMN; IISFIIECHANNB2LCN?08)?2SNB®G;FFOMCH?MBCHCMNL;NEHH.>CHAINB®

; MG;FEOMCH@NH? NB; RIEH>?J?H>?HRAS>;H>1J?L;N?>?R?LNENSH® FO THERBH>OMMLS QCNB

; @?7Q ?R=?JNCIHM B;M @?Q7?L NB;H @CP? BOH>L?> ?GJFIS??M 20 0G;FF OMCH?MM >GCHCMNL;NCI

Why Are Small Businesses Important?

0G;FIOMCH2NMNWINCNOSML@IL=CHNB2 0 ?=IHIGS 1B?L7L? GIL? NB;INQ?HNS M?BCHFQWEG;FF
<OMCH?MNIVRBGNOHNLS$I> NB?8?H?L;NQION  J?L="H®IOLALIMMIG?MNQGEI>O=N!- ,@@CH@
>Pl=;= 1B? GCFFCI@CH>CPC>QMFINB;P?MN;LNEOSMCH?NIVIRBR2HCNDN; N BIP?MB;J?NB?
<OMCHM¥M=>MQ?EHIQCNI>;S0IG? MG;FFOMCH@MOH>HCEA?HLEIL>;H>1BIG;M">CMIIB;P??P?H
A;CH?3F;,=?NCHBCMNII$B?LMCH=FO>CHA$;N?M*C=LIMI@N);G 4 ;FNIH4 ;F *;LN ON?PI<M JJF?
IGJON?L *C=B;?R?FF ?FF &H= ON?P?7M? ) -C?LLBC>S;L?;S  ;H>),LLS-;A? ;H>0?IA?SLCH
$IIAF? B;P?=B;HA?ANB®;S <OMCHENMH? NI>;S ONCEEFFCIEINB?LBIP?=IFF?=NCRIASLC<ONP>
IOL MN;H>;L> I@ FCPCHA

MC>2@LIGIIHNLC<ONRIHM A?H?L;P=IHIGCQ?FF <?CHAOH>?1@MG;FEOMCH?NIMZPMHNLC<ON?
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ALIQNBA>PCN;FCN&I?=C@ZM@?=IHIGC5H>MI=CI?=IHIGC2P?FIIG?H&;LNC=0OMG;FFOMCH?MM?M
>| NB? @IFFIQCHA

X L?;N? DI<M
X 0J;LE CHHIP;NCIH

X -LIPC>? IJJILNOHCNC?M @IL G;HS J?IJF? CH=FO>CHA QIG?H ;H> GCHILCNC?M NI ;=BC?P? @CH;H-
CH>?J?H>?H=?

&H>>CNCINB?SIGJF?G?HNB?=IHIGC5=NCPC@ESE;IA?ILA;HCT;NCKEBILIPC>CHB?@QCNBGIIH?HNM
M?LPC=?M ;H>>CMNLC<ONCIH |I@ NB?CL JLI>O=NM

)?NM N;E? ; =FIM?L FIIE ;N ?;=B |@ NB?M? =IHNLC<ONCIHM

Job Creation

1B?G;DILCN®2 0 QILE?LMCIMN?LNBXOMCHZNMW>QILECH®IIMG;FEOMCH?MMPE B;F@a;FF
20 ;>OFNMZINBR?M?F@ ?GJIFIR?QILE @lIkOMCH?NICN® ?QNB;HR CBOH>L2GJIFIS??NM 0 0G;FF
OMCH?MBICHCMNL;NCIH FNBIOABRBRIFEMNQ?RBIMQILECHBHIG;FRIGJ;HC?Mi>NBIMQILECHA
CHCAIGI;HC?KMION?P?HMG;F@CLBRILGIL? @L?KO?HNF® CGIL? @L?KO?HBFASF| <CAIGI;HC?M
%7?;>> 4BS CMBGMO™N ;HSACP?HCHEHNCGEINMBMG;FRIGJ;HC?NL? MN;LNP> MIG??RJ; H>
1B?MMG;FEIGI;HC?M??>QILE?LMH> MIBCLCNA?NF;=? ONNBMOLPCRHF ?RJ;HMCIHEN?@®IIMG;FF
@CLGMIIL ;H>MI ;A;CHN;HSACP?HCHEHNCG®;HSMG;FFOMCH?MMRML =IHNL;SN>QILE?LMIM?
NB?COIU<MZILNOH;N?IPRLNCGGIL? DIKNL?;>>?><SMG;F@CLGEB;HL? N;E?HQ;S QBC=B?MORNVH?N
CH=L?;@MBPMOG<A@QILE?LM;<F? "0G;FRCLA< $;CHNH>)IMM?M \ CHGCFFCI@mI<M _
L?JILNNBH?ICH=L?; @DI<M\?H?L;N¥SMG;F@ CLENNB@ C@N??HABTIHI@ NI JH><L?;ENIN
>|QH CHNI DI< A;CHM @LIG IJ?HCHAM ;H> ?RJ;HMCIHM ;H> DI< FIMM?M @LIG =FIMCHAM ;H> =IHNL;=NCI

1,<F? OG;FF #CLG 'I< $;CHM ;H>)IMM?M \ CH GCFFCIHM I@ DI<M

Job Gains From Job Losses Fom

+?N B;HA? ,J?HCHAMRJ;HMCIHMFIMCHAMHNL;=NCIHM

1B?MCT@&NBH?NCH=L?;i@PNBHOG<?L@QILE?LM®ILHSACP?8?;L>?J?H>M ; HOG<?L@@;=NILQICNB
NB?=IHIGS <?CHA NBNIJ I@NBFCMN MNLIHAIHIGS ?H=I0OL;A?GH>CPC>QjMIN; ING;FEOMCH?MM?M
;H> ?RJ;H>?RCMNNIBAEIGI;HC?MIBC=B>>MNINBRILE@IL=? Q?;E ?=IHIGS >I?MDOMB?JIIMCN?
>CM=I0OL;A2N;,LN GIM?RJI;HMCIHDBC=B?=L?;MNBQILE@ILIBLIOABSI@NI;<F? "0G;FRCLA<
$;,CHNH>)IMM?M \ CHSCFRECI@DmI<M L?JILNNBDI<A;CHELIGIN;LN OBM?RJI;HMCIHA# DI<
FIMM?M @LIG <OMCH?MM =FIMCHAM ;H> =IHNL;=NCIHM
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$CP?HB®@CH;HAGRIOL=NCF;<HRI F;IA?<OMCH?MBIQEF?RJI?=NB?®| CHNLI>GRCLNO;FFS BM?Q
JLI>O=NNB;BCNBEG;LE?N==IL>CHANINB®D MG;FEIGI;HC?M?P?FIIGIL? J;N?HNIML?GJIFIS?'NB;H
>| FIA?I=IGI;HC?NIOLCHAL?=?HNIOR?;LI?LCI>F;IA?@CLARH?L;N?> J;N?HNNVLBOH>L2GIFIS??M
QB?L?;MWIG;FR@CLAVH?L;N?2H CGIL?MMCP? J;N?HNML ?GJFIS?? L?CNTG;H %C=EM ,P?L
NBB?;,LMNBFCMNCGJIILN;HBHHIP;NCHBMG; FEed CLBMWICH=FO>4B7?CLJF;HH> ;CI=IH>CNCIHOWB¥
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What Small Businesses Do for Big Businesses
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5.3 What Industries Are Small Businesses In?
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#CAOL? 7"0G;FF OMCH?MM <S &HAPCHPM; GIL? >?N;CF?> <L?;E>IQH |@ MG;FF <OMCH?MM?M <S CH>

#CAOL? 0G;FF OMCH?MM <S &H>OMNLS
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X H industryCMALIOJ@=IGJ;HC?MB;NIGJ?NQCNBI? ;HINB?NIM?RFCGCH,1>O=NMB?L7L?
NQI <LI;> NSJ?M |@ CH>OMbdaiss! IL

1B?goods-producing sectorCH=FO>?M ;FF <OMCH?MM?M NB;N JLI>0=? N;HAC<F? AlI>M

1B?service-producing sectorCH=FO>?M ;FF <OMCH?MM?M NB;N JLIPC>NWZHPC=?M <ON >IHz
N:HAC<F? All>M

X 1B? F;A?MN ;L?;M 1@ NB? AllI>M JLI>O=CHA M?=NIL ;L? =IHMNLO=NCIH ;H> G;HO@;=NOLCHA HM
<OMCH?MM?M ;L? I@N?H MN;LN?> <S MECFF?> QILE?LM MO=B ;M ?F?=NLC=C;HM J;CHN?LM JF
<OCF>?LM 1B?M? <OMCH?MM?M N?H> NI <? MG;FF ;H> A?H?L;FFS @I=OM?> IH FI=;F JLID?=NM
G;HO@;=NOLCHA CM JLCG;LCFS NBAZICACKRPMN?M NB?L? ;L? ?R=?INCIHM

X *;HS MG;FF <OMCH?MM?M CH NB? M?LPC=? JLI>@tUetdNB2ZHNHOEAII>M @LIG INB?L
@CLGM ;H> L?M?FF NB?G NI =IHMOG?LM CH MNIL?M <S JBIH? NBLIOAB >CL?=N G;CFCHAM IL I
,NB?L MG;FF <OMCH?MM IQH?LM CH NB©M3RrNNBAS?’M?FF JLI>O=NM NI <OMCH?MM?M NB;N <C
NB?G @IL L?M;F? IL @IL =IGJ;HS OM? BCAB JLIJILNCIH I@ MG;FF <OMCH?MM?M CH NBCM M?=|
JLI@?MMCIH;F <OMCH?MM IL J?LMIH;F M?LPC=?M

Exercise

4BS ;L? GIMNMG;FROMCH?MN@HEHNBM?LPC=? JLI>O3HNIL&E>?HNCG@EING; FIM?LPC="
JLI>O=CHOMCH?MEBIOJ;NLIHCT@L?KO?HMHAS ECHX@MG; FFOMCH?MNM@MOHSHNBAII>M
JLI>O=CHA M?=NIL 4B;N MG;FF AlI>M JLI>0=CHA @CLGM >| SIO > <OMCH?MM QCNB L?AQF;LFS
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5.4 Advantages and Disadvantages of Business Ownerst

Learning Objective

00GG;LCT? NB? ;>P;HN;A?M ;H> >CM;>P;HN;A?M |@ <OMCH?MM IQH?LMBCJ

I SIOQ;HNNI<?; <OMCHMWNPLMIG?>;S ?@IL?>?=C>CHAO GCABX;HNNI =IHMC>RBIFFIQCHA
>P;HN;A?M ;H> >CM;>P;HN;A?M |@ <OMCH?MM IQH?LMBCJ 0G;FF OMCH?MM [?P?FIJG?HN ?HN?L

Advantages of Small Business Ownership

?CHA <OMCHIQHW?PL=;H<??RNL?GAFR);L>CHA;PCHNB2IOL;A'NIN;E? LCMBE>MN;L.NP?HNOCHK;LN
@ NB? G?LC=;H>L?;G 00==?MM <LCHAM QCNB CN G;HS ;>P;HN;A?M

X IndependenceM ; <OMCH?MM I@#aL? SIOL IQH <IMI® §;H&l A?N @CL?> *IL? CGJILNIE BFFS?
NB? @L??>IG NI G;E? NB? >?=CMCIHM NB;N ;L? =LO=C;F NI SIOL IQH <OMCH?MM MO==?MM

X Lifestyle ,QHCHA ; MG;FF <OMCH?MM ACP?M SIO =?LN;CH FC@?MNSF? ;>P;HN;AZ® SI9,0M? SIOaL?
>?2=C>? QB?H ;H> QB?L? SIO Q:HN NI QILE &@ SIO Q;HN NI MJ?H> GIL? NCG? IH HIHQILE ;=NCPCNC"
SIOL @;GCE® >IHA B;P? NI :ME @IL NB? GC&@I@GEIILN;HN NB:N SIO <? QCNB SIOL @;GCFS :FF >;S
SIO GCABN >?=C>? NI LOH SIOL <OMCH?MM @LIG SIOL BUGR?$BPHFHABEIS2E;NCP?FS 2;MS NI >|
*|L?IP?L CN ?FCGCH;N?M =IGGONCHA NCG?

X Financial rewads &H MJCN? |@ BCAB @CH;H=C;F LCME LOHHCHA SIOL IQH <OMCH?MM ACP?M SIO ;
GIL? GIH?S NB;H C@ SIO Q?L? ?GJFIS?> <S MIG? P HNPEN @LIG SIOL IQH B;L> QILE

X Learning opportunitiesM ; <OMCH?MM I@HORFF <? CHPIFP?> CH ;FF ;MJ?=NM I@ SIOL <OMCH?MM 1B(
MCNO;NCIH =L?;N?M HOG?LIOM IJJILNOHCNC?M NI A;CH ; NBILIOAB OH>?LMN;H>CHA 1@ NB? P;LCI(

X Creative feedom and personal satisfactioll ; <OMCH?MM IGBHRBFF <? ;<F? NI QILE CH ; @C?F> NB;N SIO
L?;FFS ?HOIA®aFF <? ;<F? NI JON SIOL MECFFM ;H> EHIQF?>A? NI OM? ;H> SlOaFF A;CH J?LMIH;F M;
@LIG CGIF?G?HNCHA SIOL C>?;M QILECHA >CL?=NFS QCNB =OMNIG?LM ;H> Q;N=BCHA SIOL <OM
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Disadvantages of Small Business Ownership

M NBECNNISM;CQB?HB?AIN @B CI@ CLMAR 2t MN?LC>2&FCEIBOIMOMNINNB2IQHM %?L72L?MIG?
I@ NB? LCMEM SIO LOH C@ SIO Q;HN NI MN;LN ; MG;FF <OMCH?MM

X Financial risk 1B? @CH;H=C;F L?MIOL=?M H??>?> NI MN;LN ;H> ALIQ ; <OMCH?M# &;8 €??RN?HMCP?
NI =IGGCN GIMN I@ SIOL M;PCHAM IL ?P?H Al CHNI >?<N NI A?N MNNLAN? B N6 3 =R a
MO<MN;HNC;F @CH;H=C;F FIMM &HVEONZIEHNB?:2H=I1G? 1B?L? GCABN <? NCG?M ?MJ?=C;FFS
@CLMN @?Q S?;,LM QB?H NB? NGIIBPIZMUHAVHHOAB =;MB @IL SIO NI FCP? IH

X Stress M ; <OMCH?MM I(@#Rare NB? <OMCH?MMMLBZRQEF>?LCHA ;LL;S 1@ NBCHAM NI QILLS
;<ION]=IGJ?NCNCIH ?GJFIS??M <CFFM ?KOCJG?HN <L?;E>IQHM =OMNIG?L JLI<FH@aM? M NB? IQH"
;EMI L?MIIHMC<F? @IL NB? Q?FF <?CHA |@ SIOL ?GJFIS??M

X Time commitment?IJF? I@N?H MN;LN <OMCH?MM?M MI NB;N NB?SaFF B;P? GIL? NCG? NI MJ?H> QCN
2H@ILNOH;NZTHIHCHA ; <OMCH?MM CM ?RNL?G?FS NCG? =IHMO B EFANBMH@B?P=8G NI N;E?
NCG?@<ON CH LBRTRSS HIN <? ;<F? NI A?N ;QB@;=N SlOaFF JLI<;<FS B;P? F?MM @L?? NCG? NB;
Sl0a> B;P? QILECHA @IL MIG?IH? ?FM? #IL G;HS ?HNL?JL?H?0OLM ;H> MG;FF <OMCH?MM IQH?LM ;
QILEQ??E CM ; GSNB#MR@L? "1B? "HNL?JILZMAILEQ??E_3;=;NCIHM QCFF @C=T@®N NI N;E? ;H>
QCFF I@N?H <? CHN?LLOJN?> &H L?=?@ICSOfENE N8 A2CECHA ;Q;S @LIG NB? DI< B;M <??H =IGJIO}
<S =?FF JBIH?M C-BIH?M &HN?LH?N =IHH?=N?> F;JNIIM ;H> C-;>M ;H> G;HS MG;FF <OMCH?MM IQ}
NI L?AL?N NB;N NB?SalL? ;FQ;SM L?;=B;<F?

X Undesirable dutiesAB?H SIO MN;LN OJ SIOaFF OH>IO<N?>FS <? L?MJIHMC<F? @IL ?CNB?L >ICHA IL IP
DOMN ;<ION ?P?LSNBCHA NB;N H??>NONE£PAINKIBA?> >IQH CH >?N;CF QILE NB;N 3HDi$Ha
M ; <OMCH?MM I@#0BFF JLI<;<FS B;P? NI J?L@ILG MIG? OHJF?;M;HN N;MEM FCE? @CLCHA J?1JF?

&HVICN@NB?MHA> INB?1>CM;>P;HN; AGMMNVG; FEOMCHPOWPLNL? JF?;M?QCNBB?GI2=CMQIHVIN;LN

; <OMCH?MMIOLP23H>0=N&5 NBMall Street Journal ;H> C==| ;H> MMI=C;NTH>C=;NBINVIG;FF
<OMCHRPHZLMH>NIJ F?P2fLJIL;N?R?=ONCRRMAP?LOB?FGCHRBMG;FFOMCHIRDHZLN;P?; GIL?

M;NCM @SMIH?RIM LC?HE&RIN?L?MNGIBRREEI ?;L=BA; M@ OFFE?=NM@CNB;NIG; FFOMCHIDH? LM
Q?LB;JJSQCNBB?EBIC="MB?Q7?L?BIQ?P?LMOLILCMNBPOG<2A@=ILJIL;N?R?=0ONCRBM?FC?P?>

NB;N NB? AL;MM Q;M AL??H?L CH NB? QILF> I@ MG;FF <OMCH?MM IQH?LMBCJ C==| ;H> MMI=C;N?M &l

#CAOL? 1B? "HNL?JL?HROULEQ??E
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Key Takeaways

X 1B?L? ;L? M?P?L;F ;>P;HN;A?M NB;N A?H?L;FFS MJ?;ECHA =IG? QCNB MO==?MM CH <OMCH?MM

IndependenceM ; <OMCH?MM I@HRaL? SIOL IQH <IMM
Lifestyle ?=;0M? SlOaL? CHAB;BE10 >?=C>? QB?H ;H> QB?L? SIO Q;HN NI QILE

Financial rewads &H MJCN? |@ BCAB @CH;H=C;F LCME LOHHCHA SIOL IQH <OMCH?MM AC
=B;H=? NI G;E? GIL? GIH?S NB;H C@ SIO Q?L? ?GJFIS?> <S MIG?IH? ?FM?

Learning opportunitiesM ; <OMCH?MM I@#R_BFF <? CHPIFP?> CH ;FF ;MJ?=NM 1@ SJOL
<OMCH?MM

Creative feedom and personal satisfactiodl ; <OMCH?MM IGGHRRFF <? ;<F? NI QILE CH ;
@C?F> NB;N SIO L?;FES21I30aFF A;CH J?LMIH;F M;NCM@;=NCIH @LIG Q;N=BCHA SIOL <OMC
MO==?7>

X 1B?L7L?;FMI; HOG<?L@JIN?HNGEM;>P;HN;AMMIHMC>CIE>?=C>CRR?NBAN MN;LN\MG;FF
<OMCH?MM

Financial risk 1B? @CH;H=C;F L?MIOL=?M H??>?> NI MN;LN ;H> ALIQ ; <OMCH?MM =;H <? ?RI
;H> C@ NBCHAWAtIBAFF SIO G;S @;=? MO<MN;HNC;F @CH;H=C;F FIMM &H ;>>CNCIH SIOaF!
AO;L;HN??> CH=IG?

Stress 610aFF B;P? ; <?QCF>?LCHA ;LL;S |@ NBCHAM NI QILLS ;<ION]=IGJ?NCNCIH ?GJFIS?’
<CFFM ?KOCJG?HN <L?;E>IQHM =OMNIG?L JLI<F?GM
Time commitmenfOHHCHA ; <OMCH?MM CM ?RNL?G?FS NCG? =IHMOGCHA &H @;=N SIOaF
B;P? F?MM @L?? NCG? NB;H SlOa> B;P? QILECHA @IL MIG?IH? ?FM?

Undesirable dutiess10aFF <? L?MJIHMC<F? @IL ?CNB?L >ICHA IL IP?LM??CHA DOMN ;<ION ?F
NB;N H??>M NI <? >IH? ;H> SIOaFF JLI<;<FS B;P? NI J?L@ILG MIG? OHJF?;M;HN N;MEM FCE?
J?1IF?
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Exercises

(AACSB) Analysis

#CLMDP?HN@REP; HN;A?NOMG;FEOMCHTOMPLMBGFPRNL;HENB?M2P;HN;A?M=IL>CHA
NINB?CIGJILN;H¥ASIO 4BS >CSIOL;HENB?GMSIO>C>4B;N @;=NIH@M=I0L;8P>CPC>0;
@QLIGIG; FFOMCHIDH?LMBCIH>C=,8BC=FNB?M@;=NIIGCABNCM=I0L; B8P0 @LIGIN;LNCHA
<OMCH?MM "RJF;CH QBS

(AACSB) Analysis
?=;,0MSI0aL2IHPCH=RB;NB%?MQ;S NIA?NLC=BMIQILE @IISIOLM?ES@aLRBCHEGHAN
MN;LNGHAQH <OMCHBW™B;P?;H C>?;H> NB;SIODOMNB?LC&IG AL?;N ;OHN

610 ?P?HB;P?; FI=;NCIH;FI FNI ;FC@ILHQBC=B==IL>CHNI; ForbesG;A;TCHANC=FZM
NBR?MIF;=?CHNB2HCNBN;NIMA?N.C=BONNB?a>IQHMC>RIGIP? NI ;FC@ILHE>MN;LN
SIOUQH <OMCHZI®BHAB;P?NI>LIJ ION@=IFF?AZ2B;N @CH;HACMEBIOFSIO =IHMC>@H
G;ECHAIOL>?=CMCHB;N ;L?SIOL=B;H="NMO==??>QNBIOLIF;H L? SIOQCFFQHN;E?
NB®CH; HAGRHE??>?NIMN; LNOMCH?4B% IL QBSHIN L? SIOL?;FFBCE?NSG;E? GIL?
GIH?S LOHHCHA SIOL IQH <OMCH?MM NB;H QILECHA @IL MIG?IH? ?FM?
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5.5 Starting a Business

Learning Objectives

"RJF;CH QB;N CN N;E?M NI MN;LN ; <OMCH?MM

"P;FO;N? NB? ;>P;HN;A?M ;H> >CM;>P;HN;A?M |@ M?P?L;F MG;FF <OMCH?MM IQH?LMBCJ IINCI
; <KOMCH?MM @LIG M=L;N=B <OSCHA ;H ?RCMNCHA <OMCH?MM ;H> I<N;CHCHA ; @L{H=BCM?

ON;LNCHAOMCHRNEZM; F?HN?N?LGCH;NEBJIE-QILE ;H> J?LMCMN&KEMIL?KOCL ?MN@L?M?;L=B>
JF;HHCHR@IL?MN;LNGHAL<OMCH?MU MBIOF3JL;CMBIOLMNL?HANBM) ?;EH?MMPMM ;MM ?NEMOL
J?LMIH;F Al;FM NI >?N?LGCH? QB?NB?L <OMCH?MM IQH?LMBCJ CM @IL SIO FF?H

Questions to Ask Before You Start a Business

&@I0aLTHN?L?MNMN;LNCHAOMCH?$IM H??>NI G;E? >?=CMCIPRPH<?@IL8IO <LCHAIOLN;F?HN
>?N?LGCH;NBJE-QILE ;H> J?LMCMNRH<?,LIH SIOLILID?=Rlb?L7L? NBX;MCKO?MNCBHYaRR??>NI
>>L?MM

X 4B;N ?R;=NF&M GS <OMCH?MM C>?; &M CN @?;MC<F?

X 4B;N NSJ? |@ <OMCH?MM CM LCABN @IL G? 4B;N CH>OMNLS >| & Q;HN NI A?N CHNI !l & Q;HN NI <?
; L?N;CFAL; QBIF?M;F?L I & Q;HN NI JLIPC>? JLI@?MMCIH;F IL J?LMIH;F M?LPC=?M !l & Q;HN NI MN;L
<OMCH?MM NB;N & =;H IJ?L;N? ION I@ GS BIG?

X 11 & Q;HN NI LOH ; <OMCH?MMVIXIESRE ;L NI G;HS ?RCMNCHA <OMCH?MM?M !l & Q;HN NI CHHIP;N?]NI :
H?Q JLI>O=NIL ; H?Q ;JJLI;=B NI >ICHA <OMCH?MM

X 11'& Q;HN NI MN;LN ; H?Q <OMCH?MM <OS ;H ?RCMNCHA IH? IL <OS ; @L;H=BCM?
X 11 & Q;HN NI MN;LN NB? <OMCH?MM <S GSM?F@ IL QCNB INB?LM
X 4B;N @QILG |@ <OMCHYMEMINCIH >l & Q;HN

@N?G;ECHAB?M2=CMCIBNaRE? L?;>SNIN;ENBGIMNCGIILN; HFWINZBHNB ?HNCLA=?MNOMN;LNCHA
<OMCHZBI®IGOMMNM=LCIIDL@ONQOMCHEWMB®ILG@;, <OMCHINN; >I=OG?HNB;E>?HNCEE?’?M
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ALFM@SIOLILIJIM?><OMCHZWMWPRJIF; CHIVQ NB?M®;FMQCHE? ;=BC?P?2BCHEQ; <OMCHJIMM;M;
<FO?JL@IN JLIJIM?>=IGJ;HS CMBIQMIQ SIOCHN?N<OCHBZIGI;HS ;H>BIQ SIOCHN?NG;E?
MOLKB;BNKINOLEEO GOMRNMIN;E? M?=IH=LO=QyIN?@IL3IO;=NO; FIMN;IONSIOL<OMCH BMH??>

NIA?MD CH;H=CHABIB?S@LIE&H>CPC>&;HEML <INBNB;SIOaf??>NIA?$|IOL<OMCHRNMNBALIOH>
,<PCIOMFS@ SIO ;FL?;>S B;P? NB? H?=?MM;LS @OH>M SIOaL? IH? I@ NB? @ILNOH;N? @?Q QBI =;H ME

The Business Idea

#IL MIG?2J?1JF? =IGCH®JQCNBAL?;MOMCHCMRCMAL;NC@ SERPAINOEA. GIMNBIQ?P?LCNR>;OHNCHA
N;MELB? E?SNI =IGCHAJQCNB <OMCHZMPCNC>?HNC @BIETABCNB;NOMNIG?OQMHN]IL  J?LB;JM
GIL? CGJILN;HNEEFFEHMG?N??>6 IOL<OMCHENIVMH |<;<FSMOLPCGREZSC@NMLJIIME M satisfyits
customeriNB? OFNCGONA? LECNMI>MIL M?LPC=2MNIGCHAOJQCNB<OMCHEMRI>IHAME"MB;N >| Q?
Q;HN NI M?FF _ <ON DAMRR1>1?M NB? =OMNIG?L Q;HN NI <OS _ 1BOLG )O<FCH

1l =IG? OJQCNBI CHHIP;NGROMCH®@M® SIO H??>NI<? =L?;NCHAB? C>?,CNM2B&=I1G? @LIG;LCIOM
MIOL=?MCIL?RJI?LC?H=2I0HN®IINBZXOFEIH?Q<OMCHEMRIM;HS J?IIF?A?H?L;N>?; @ IICH>OMNLC?M
NB?SalPL?;>QILECHAH-;MN?RJ?LC?HERAH CH>OMNIMICH=L?;M3IOL=B;H=?M@MO==?NMM? 0;G

4 ;FNIHNBF;N®IOH>R®4 ;F *;LN %?<?A;HBCM?N;CFGHA?LN' -?HH?S ;H>NB?H?=,G?; MO==?MM@OF
@L;H=BA?L?H #L,HEF@ICP? ;H> >QBHL&H B?=;G? OJQCNBBT>?]1@IJ?HCHK;IA? MNILTH
LOL;E-?;MQCNBQ =IMNM> B?;PS>CM=IOHMN®@ IOH>BC CI4AMN*;LN MNILCH ;H>QB?HB?>C?>
NBCLNS S?;,LVMBEENP@;ACHSA QILNB Q;:M  <CFFCIH (L;MM

&H>OMNIRS?LC?H:FMI A;P? %IQ;L> 0=BOFNT +?Q 6ILE ?R?=ONC@®M; BIOM?Q;L?MGJ;HS BCM
<L?;ENBLIOAB-?; &H 0=BOFNHINC=?NB;N MG;FEOMNIGTHO?;NNF?]ON;L<O=EN@?71?; ;H>
0JC=?]IL>?L?6IL? =@ ??G;E2H?@CFNEB;M;=SaMH>G;HSINB?E;|/A?=OMNIG?0MB?@F?QLIMMB?
=IOHNIN @ CHINQYBS%CR??NCRQENBBRQH?UI?L;NILMGNBALCACHIR;L<O=H@@?? L?MOFS#BCM
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5.6 The Business Plan
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1J?L;NCIHK; LE?NCHAIOHNCHA> @ CH;H=?]C1BILICHFINB®@ OH=NCL?,M@<OMCHRBND?>?M=LC<?>
CHB;IJN?L "B?#IOH>;NCIH& OMCH?NVBL;HN?>L?J;LCHAKOMCHIMMN;E?MFIN@NCGP> QILE <ON
CNR?FRILNBIB?@ILN <OMCH3MMQIL=3IONINBCHRECNC=fEINSIOLILIJIM?><OMCHHANM?>0=?M
SIOLLCME@;CFARIL=BIONI;H;FSTBIOL<OMCH2MM?INH>NBTH>OMEKIBC=BI0aF?[J?L;NCHA
;H> CN B?FJM SIO >?N?LGCH? BIQ SIO =;H AL;<; J?L=?HN;A? |@ M;F?M CH NB;N CH>OMNLS

1B?GIMNIGGIH OMR@ <OMCHIMMCNPLMO;>CEAP?MNARA>?UM<INBNIJLIPC>@CH;H=CBAMRQI
ALIOJIMIIE @I>C@?L?NBCHAMP?MNILLM;LNC=0OF,CHSI?L?NIMRB KO; FCNBSIOL<OMCH 2N ?INH>
NB?<CFCNEG;H;A?G?HNIG;E? SIOLP?HNOUD==?"MMBBEAMH> INB?IE?H>?LIM JLCG;LCEBI=?LH?>
QCNBIOL=IGI;HS8M <CFCNBRA?H?L;NZMBNI L?J;SFI;HM1l J?LMO;>CHP?MNHMF?H>?NMOJJILBIOL
<OMCHBH?7?> JLI@?MMCIRIAFF QLCNIOMCHIMMNB; B CHNMF?;UC=NQ@5IOLILIJIIM?><OMCH?MM
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Sections of the Business Plan

1BIOAB@ILG;NMH P;LS ; <OMCHZ2¥®M A?H?L; FEKH=FO>RBP@IFFIQCNR=NCIHR?=0ONORRGG;LS
>?M=LCIN@H.IIIM?><OMCH M4 OMRLESM@CMMGIN;N?G?HN=IL?P;FO?I&;H;A?G?HBF;H AlI>M
IL M?LPCsAM C@JFC=;<F3ILI>O=NCHI=?MMTBILE?NCH¥I<;FCMMOPM @CH;H=IEH )?NM?RJIFIL?
?,=BI@NB?MI?=NCIEINGIL? >?N;CHNote *IL? >?N;CF2,=OG?HNM> ;H "R=?AN?GJF;NE? ;P;CF;<F@IL
NBIM? =F;MM?M CH QBC=B NB? IINCIH;F <OMCH?MM JF;H JLID?=N CM ;MMCAH?>

Executive Summary

1B?7?R?=ONORIGG;LEMIH? NINBL?? J;AP?LPC?@NBROMCHIMM&NGENO; FIRBGIMNCGJIILN; HNLN
I@NBROMCHINMM CNRB;NNB2?;>?IFIIEMN@ CLMNC@NI?MHé;JNOLRBR ?;>?BViNN?HN QIS CABN
NBPMHFSNBCHB;B?IL MBFIIEMN &WBIORYB?L? @AEIB;MCNBE?SIICHNIENBIF;H;H>A?NBR?;>7L
?R=CN?> ;<ION NB? JLIMJ?=NM 1@ NB? <OMCH?MM

"P?HNBIOABB?R?=ONGFOGG;LEMB CINBECHA;> CNQLCNNHter NBINB?IM?=NCIKMBIF;H;L?
=IGIF?N?>H ?@?=NCBRI;=B CHQLCNOB?R?=ONGFOGG;LEMII J;L;JBL;ME?SM?HN?HE&ME;=B
M?=NC@NBZOMCH3IMM 1BCNLI=?MJICFFHMONB; NBE?SCH@ ILG;NI@H;=BM?=NCIMH=FO>CHNB?
?R?=0ONCP? MOGG;LS

Description of Proposed Business

%7?L?SIOJL?M?HNrief >?M=LCIN@NB2IGJ;HS ;H>N?MB2?;>?10BSSI0aL®N;LNCSHA<OMCHZBYN
<?H?@CNMPC>?MH> QBSCRCH? MO==?MM@EBIH@NBKO?MNCHMMQ?CHNBOWP=NCIH=FONB?
@IFFIQCHA

X 4B;N QCFF SIOL JLIJIM?> =IGJ;HS >CHF CN <? ; G;HO@;ANODLCERL; M?LPC=? JLIPC>?L

X 4B;N AllI>M IL M?LPC=?M QCFF CN JLIPC>?

X 4BS;L? SIOL AlI>M IL M?LPC=?M OHCKO?

X 4Bl QCFF <? SIOL G;CH =OMNIG?LM

X %IQ QCFF SIOL All>M IL M?LPC=?M <? MIF>

X 4B?L? QCFF SIOL <OMCH?MM <? FI=;N?>

?=,0MF;N2LLNMaNB3F;HQCRIEIPC>GIL? >?N; CF2EM=0OMM@EBIMS |@NB?NCMMOIBBAP=NQHBIOF>
JLIPC>? IHFS ;H IP?LPC?Q I@ NB?M? NIJC=M

Industry Analysis

1BCM?=NCIHPC>?M<LCT@INLI>O=NINBZTH>OMAKIBC=BIO JLIJIM?NI1J?L;N?&N?M=LC<INB\B?
=OLL?HN MCNO;NCIH ;H> NB? @ONOL? JIMMC<CFCNC?M ;H> CN ;>>L?MM?M MO=B KO?MNCIHM ;M NB"*

X %IQ F;lA? CM NB? CH>OMNLS 4B;N ;L? NIN;F M;F?M @H REDGA>BMNES;LM
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X &M NB? CH>OMNLS G;NOL? IL ;L? H?Q =IGJ;HC?M MO==?MM@OFFS ?HN?LCHA CN
X 4B;N [JIILNOHCNC?M ?RCMN CH NB? CH>OMNLS 4B;N NBL?;NM ?RCMN
X 4B;N @;=NILM QCFF CH@FO?H=? @ONOL? ?RJ;HMCIH IL =IHNL;=NCIH I@ NB? CH>OMNLS
X 4B;N CM NB? IP?L;FF IONFIIE @IL NB? CH>OMNLS
X 4Bl ;L? SIOL G;DIL =IGJ?NCNILM CH NB? CH>OMNLS
X %IQ >1?M SIOL JLI>O=NT@LIG NBIM? 1@ SIOL =IGJ?NCNILM

Mission Statement and Core Values

1BCMLNCIHaANBROMCHIMMVIN:NRE2IGJ;HS&/MmissionstatementH> core values 1B? GCMMGAN;N?G?HN
>?M=LCIIBRIOLIIMPL mission | @SIOLILA;HCT;NCIH|OMNMMIH@ IL?RCMN?RMRI?FRB2.?;>?LOB;NNB?
ILA;HCT;NCGMIGGCNNMH >ICHA#IL ?R;GJF?IH? GCMMQW;N?GAEH>M"1B? GCMMG@OIONBQ?MN
CLFCHEM?>C=;NO\HNBBCAB?KIDtFCNB-OMNIGRI?LPC=2FCP?LQENBM?HN@Q;LGNB@ LC?H>FCH?MM
CH>CPC>0;F JLC>? ;H>=IGJ;HS MJCLCN_ OIONBQ?MN CLFCH?a

IL? P;FO?M? @OH>;G?HNPFC?@IKDNQB;NACGJIILN;HN> QB;NCMH> CMNaJJLIJLC;NZH-IH>O=NCHA
=IGJ;HS;=NCPCNIC?MP; FO?U?HIN<IONILI@ CHOMN;NB2IONC>?; FiB?SMBIORB?FAOCHNB2?B;PCIL
|I@CH>CPC>CB2ILA;HCT;NCIH:; IF; @ILPR;GIF? CHN?HNBLICNML? P;FO?M]F?;>?LMBECMMCIH
CHN?ALEIRG;,<IL;NCIHCP?LMENSF-CN$> ;==IOHN;<CFCNS|RBU¥EIFIS??HHIQ QB;N<?B; PCILM? ;H>
L?HN ;==?JN;<F? 1B? I=; IF; IGJ;HS

Management Plan

*H;A?G?HNG;E?M\BE?S>?=CMCIE@NMNBROMCH MN-BICNWA; @ ILGH> ILA;HCT;NCIMRNLO=NTBCM
M?=NC@&\BZOMCH2IMMVIBIOA®NFCNB?M?=CMCJHMILIPC>CH@ILG;NSIBNNBKO;FC@C=;NENIBM
E?S G;H;A?G?HN J?LMIHH?F

A. Legal Form of Organization

1BCM?=NCHHNC @BZABIM?H?A;K@ILA@<OMCHPMWPLMBQMIFILIIJLC?NILMBCUMIH;FQH?LMBCJ
J;LNH?LMBCJ IQH?LMBCJ MB;L?> QCNB IH? IL GIL? J;LNH?LM IL =ILJIL;NCIH 1QH?LMBCJ NBLIOAB MB;L

B. Qualifications of Management Team and Compensation Package

&NCMNZHIOARS?L?FSIB;P?; All> <OMCHZMP SIOH??> N;F?HNGH;A?G?HN?;GNB;N;H NOLSIOL
=IH=?JNCHNI JLI@CN;HZHNOUBCN;LNI@QNBG;H;A?G?HNF;HM?=NCIHIPC>?NH@ILG;NGKDNNB?
KO;FC@C=;N@M#B G?G<?U@NB®;H;A?G?HN?;G &NJOLIIMEMI=IHPCHNB2.?;>?INB;NB2IGJ;HS
QCH? LOKS ?RJ?LC?H=Q2FF KO;FC@EA?LMEN?M=LCL?MB CH>CPCAMP#a=;NCIPRJ?LC?H##?>
?RI?LNCM®?FEM7?;=BJ?LMIN&?MIIHMC<CRORNMTBH>C=;NIB2ZMNCG;NFHO;M;F;L8I1<?J;C>NI?;=B
G?G<?L 1@ NB? G;H;A?G?HN N?;G
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C. Organizational Structure

1BCM?=NA@ENBG;H;A?G?HNF;H>?M=LC{WB2.?F;NCIHMB&IHA CH>CPC>QENBRB2IGJ;HS FCMNCHA
NB? G;DIL L?MJIHMC<CFCNC?M I@ ?;=B G?G<?L |@ NB? G;H;A?G?HN N?,G

Goods, Services, and the Production Process

1l MO==?ZHNNL,;=NCHR ?MNHM-?H>?LMO GOM&P ;<F?NI>?M=LCIDLAII>MIL M?LPC=Ra;LF31>
?HNBOMC;MNCZEPS O>?M=LCEMNBAII>M;H>M?LPCANBVSIOQCREIPC>RB®;LE?NJF,=P BCM?=NCIH
?RJIF;,CHNBSSIOLILIJIM?>1 @@ ?LCHAM ?NNRIB; HNBIM@=IGJ?NCNIH# CH>C=;\DB/NG; LE?M??>QCFF
<? G?NSSIOLAII>MIL M?LPC=2NINB?QIL>MCN->L?MM?HE?SKO?MNCIB;N competitiveadvantageQCFF
NB? =IGJ;HSBAII>M ;H> M?LPC=?M B;P? IP?L MCGCF;L JLI>O=NM IH NB? G;LE?N

1BCN?=NCHFMICH>C=;NBI SIO JF;HNI I<N;CHL G;E? SIOLILI>O=NMNOL;FFSBQLCN? QTCHFELS
>?J?H>CHAQB?NB3L0aLILIJIMCHAM?LPCA@J;HS ; L?N;CHRL G;HO@;=NO&@NaM?LPCHGJ;HS
>?M=LCNBILI=?MNS QBC=BIOaFP?FCP3IOLM?LPC=2@Nh L?N;GIFGJ;HS N?MB2?;>?1QB?LBI0aFF
JOL=B;M? JLI>O=NM @IL L?M;F?

&@I0aLAICHANI <? ; G;HO@;=NOSID GOMI®OLHCMIED ILG;NGIHILI>O=N?MCAM?P?FIJG?HN>
JLI>O=NCIH JLI=?MM2IG@BMN ;>>L?MM KO?MNCIHM MO=B ;M NB? @IFFIQCHA

X %IQ QCFF JLI>O=NM <? >?MCAH?>

X 4B;N N?=BHIFIAS QCFF <? H??2>?> NI >?MCAH ;H> G;HO@;=NOL? JLI>O=NM

X 4 CFF NB? =IGJ;HS LOH CNM IQH JLI>O=NCIH @;=CFCNC?M IL QCFF CNM JLI>0=NM <? G;HO@;=NO

X 4B?L? QCFF JLI>0=NCIH @;=CFCNC?M <? FI=;N?>

X 4B;N NSJ? 1@ ?KOCJIG?HN QCFF <? OM?>

X 4B;N ;L? NB? >?MCAH ;H> F;SION 1@ NB? @;=CFCNC?M

X %IQ G;HS QILE?LM QCFF <? ?GJFIS?> CH NB? JLI>O=NCIH JLI=?MM

X %IQ G;HS OHCNM QCFF <? JLI>0=?>

X %IQ QCFF NB? =IGJ;HS ?HMOL? NB;N JLI>O=NM ;L? I@ BCAB KO;FCNS

Marketing
1BCHMLCNQ#FE=NCGEH=OMPMD |OG;LE?NCHA L?FIXN?M]N;LA?NE;LE?NILC=CEEMNLC<ONEIHIGINCIH
Target market!?M=LC<? @ONOL? =OMNIG?LM ;H> JLIQCF? NB?G ;==IL>CHAIGP; LHN?H?NM
;H>MI @ILNB &@ SIOL =IGJ;HS QCFF M?FF NI INB?L =IGJ;HC?M >?M=LC<? SIOL NSJC=;F <OMCH?M
Pricing ON;N? NB? JLIJIM?> JLC=? @IL ?;=B JLI>O=N IGJ;L? SIOL JLC=CHA MNL;N?AS NI NB;N 1@ =I

Distribution "RJF;CH BIQ SIOL AllI>M IL M?LPC=?M QCFF <? >CMNLC<ON?> NI =OMNIG?LM &H>C=;N
NB?SaFF <? MIF> >CL?=NFS NI =OMNIG?LM IL NBLIOAB L?N;CF IONF?NM
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Promotion "RJF;CH SIOL JLIGINCIH MNICN2&S;NCHA QB;N NSJ?M I@ ;>P?LNCMCHA SIOaFF <? OMC

&H>>CNCIB@I0 CHN?HN-OMRABZHN?LHRNLIGIN?IL M?FHOLILI>O=NNrMIJLIPC>?HMQ?LN NB?M?

KO?MNCIHM

X 4 CFF SIOL =IGJ;HS B;P?7?<dAMCN? 4Bl QCFF PCMCN NB? MCN?
X 4B;N QCFF NB? MCN? FIIE FCE? 4B;N CH@ILG;NCIH QCFF CN MOJJFS
X 4 CFF SIO M?FF JLI>O=NM IP?L NB? &HN?LH?N

X %IQ QCFF SIO ;NNL;=N =OMNIG?LM NI SIOL MCN? ;H> ?HNC=? NB?G NI <OS @LIG SIOL =IGJ;HS

Global Issues

&HNBAWP=NCIEH>C=;RB?NBIOaF&? CHPIFPTCHCHN?LH;NCE:LE?NMS ?7CNBOSCHA M?FFCEA

INB?EIOHNLC&@IOaLAICHAIIJ?L;N2=LIMMIL>?LMC>?HNO@EB; FF?HAYBLISIOaF® ;=CTHSIOLAFI<;

F

?HPCLIHG?H% ?RIF;B1Q SIOaRE??MNB?G@I0>IHANIF;HCHCNQ\WFBCHPIFPZHCHN?LH; NGH,E?NM
MN;N? QB;N MNL;N?ACENOar® ®I4? NI GIP? CHNI CHN?LH;NCIH;F G;LE?NM QB?H NB? NCG? =IG?M

Financial Plan

&HL?J;,LCH¥B @ CH; HM?ENC@&SIOL<OMCHZMMMJ?=CRERIGJ;HS&E; MBA??>NH> ?RJIF,GBIQ SIOaFF
<?,;<F?NIL?J;S>?<N1BCMH@ILG;NCMCNEH<N; CHCIPCH;H=GNA?JILNMB2GIOHN @=;MBH??>?>
<SNBZIGJ;HS @IMMN;LN 3> CHCNGCZE;NCIHM> JLIPC>?M IP?LPC?@@JLIJIM?>@OH>QHAL="KEIN

JL?M?HBKIH; HICIB?=NCIBM=FO>CRIF°=NN; F?MIMNMI> JLI@ CNMFIMM?BIN? @ WM M?ND@CH;H
MN;N?G?HNM CH=FO>?> CH ;H ;JJ?H>CR NI NB? <OMCH?MM JF;H

Appendices

%7?L?SIO @OLHEI@BIF?G?HDH@ ILG;NEBI$;S <?|@CHN?LRMNB R ?;>?L&H>>CNCMN; M?NDd@CH;H
MN;N?G?HNM @IL ?R;GJF? SIO GCABN ;NN;=B NB? LVMOGVM I@ SIOL G;H;A?G?HN N?;G

=C;F

=C;F

Key Takeaways

X business planlN?FFM NB? MNILS 1@ SIOL <OMCH?MM =IH=?JN JLIPC>?M ;H IP?LPC?Q
QBC=B SIO QCFF 1J?L;N? >?M=LC<?M NB? AlI>M IL M?LPC=?M SIO QCFF JLIPC>? C>?}
;H>JLIJIM?> G;LE?NCHA ;=NCPCNC?M ?RJF;CHM NB? KO;FC@C=;NCIHM 1@ SIOL G;H;
SIOL JLID?=N?> CH=IG? ;H> <ILLIQCHA H??>M

X &H SIOL <OMCH?MM JF;H SIO G;E? MNL;N?AC=>?=CMCIHM CH NB? ;L?;M |@ G;H;A?G]
G;LE?NCHA ;==IOHNCHA ;H> @CH;H=? 1?P?FIJCHA SIOL <OMCH?MM JF;H @IL=?M SI(
<OMCH?MM =IH=?JN ;H> NB? CH>OMNLS CH QBC=B SIOaFF <? IJ?L;NCHA &NM GIMN 3
CHP?MNILM ;H> F?H>?LM NI JLIPC>? @CH;H=CHA

X <OMCH?MM JF;H A?H?L;FFS CH=FO>?M NB? @IFFIQCHA M?=NCIHM

|@ NB? CH
INC@C?M
A?G?HN N

PHN 1J?L;N
D NI ;H:FST
FIGGIH OM?
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Executive summary ,H? NI NBL?? J;A? IP?LPC?Q

Description of poposed businesd. C?@ >?M=LCJINCIH |@ NB? =IGJ;HS NB;N ;HMQ?LM MO=B
KO?MNCIHM ;M QB;N SIOL JLIJIM?> =IGJ;HS QCFF >I QB;N AllI>M IL M?LPC=?M CN QCFF JLIPC
QBI CNM G;CH =OMNIG?LM QCFF <?

Industry analysisOBILN CHNLI>O=NCIH NI NB? CH>OMNLS CH QBC=B SIO JLIJIM? NI 1J?L;N?

Mission statement and ewalues!?=F;L;NCIH |@ SHaiksion statementQBC=B ;L?
@OH>;G?HN;F <?FC?@M ; §ANGQBNMNEIN ;H> QB;N CM NHXIAMHAC;N? CH =IH>O=NCHA
=IGJ;HS ;=NCPCNC?M

Management plarf&H@ILG;NCIH ;<ION G;H;A?G?HN N?;G KO;FC@C=;NCIHM ;H> L?MJIHMC<CI
‘H>>?MCAH;NCIH 1@ SIOL JLIJIM?> F?A;FAGHOG T IH

Goods, services, and theggiuction pocess!?M=LCINCIH I@ NB? AlI>M ;H> M?LPC=?M|NB;N
SlIOaFF JLIPC>? CH NB? G;LE?NJF;=? ?RJF;H;NCIH I@ BIQ SIO JF;H NI I<N;CH IL G;E? SIOL JLI:
IL I@ NB? JLI=?MM <S QBC=B SlOaFF >?FCP?L SIOL M?LPC=?M

Marketing !?M=LCJNCIH I@ SIOL JF;HM CH @IOL G;LE?NCHAA?R,S7ERR;MLEACHA
>CMNLC<ONCIH ;H> JLIGINCIH

Global issues!?M=LCJINCIH |@ SIOL CHPIFP?G?8N G H;NCIH;F G;,LE?NM

Financial plan /?JILN IH NB? =;MB SIOaFF H??> @IL MN;LN OJ ;H> CHCNC;F 13?L;NCIHM JLIJIN
@OH>CHA MIOL=?M ;H> G?;HM I@ L?J;SCHA SIOL >?<N

Appendices00JIF?G?HN;F CH@ILG;NCIH NB;N G;S <? 1@ CHN?L?MN NI NB? L?;>PL

Exercise

0 H;FSMCM

)?NEMN;IQCNBBL2RCP?HM =IFF?AANO>?HANR=BI=IF;N2BC3IIEC?M SIOB;P?; MJ?=C\FF?HN
@Il;ECHAIIEC?MH>  SIOaL#FQ;SMLIE? $CP?HIB?NNBL2AH>CNCISMaP21G? OJQCNBB?
C>?1@VIN;LNCHIH =;,GIOMOMCH?MM]M?HBIEHANZBCZIEC?NMI @ ?FFIINO>?HMN <OMCH?MM
G;DIL SIOQ;HNNI>I NBCHABABRSJIL?J;LCHAKOMCH2ZMM#CLMNOC>?HNC @IS <A@MI?=C@C=
;<IONSIOLILIJIM?><OMCHNM SIOH??>NIJONNB?NP?LCIONC?=AMACH@ILG;NCHINNBR?F?P;HN
M?=NQ@&BIOL<OMCHZIMM2MCHRBZOMCHIMMQ ILG;XN?M=LC<CHNBGHE;IN?ICH>C=/NB®?=NCIH
|@ NB? <OMCH?MM JF;H CHNI QBC=B SlO0a> JON ?;=B 1@ NB? @IFFIQCHA

610aFF <;E? NB? =IIEC?M CH NB? ECN=BM;I@N@2PH>a
610aFF =2 ?,=BIL ;>IT?H

6I0L JOLJIM? CM NI G;E? NB? <?MN =IIEC?M IH =;GJOM ;H> >?FCR2 IPNEYTCOE NANBCH S
=IHMC>?L;NCIH I@ INB?LM ;H> KO;FCNS

"=B =IIEC? QCFF B;P? N?H =BI=IF;N? =BCJM ;H> QCFF <? MOJ?LCIL NI NBIM? MIF> CH H?;L<S <;
;H> INB?L MNIL?M

610 ?RJ?=N M;F?M 1@ @IL NB? @CLMN S?;L
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Bl=IF;N? =BCJ =IIEC?M ;L? CLL?MCMNC<F? NI =IFF?AMMNO RENGIBYCRCIH @LIG Fl=;F
<;E?LC?M <ON SIOL =IIEC?M QCFF <? MOJ?LCIL ;H> JIJOF;L QCNBGH#HFGEVINB2CHNNM 6
=FIM? NI =;GJOM OMCHA IHFS @L?MB CHAL?>C?HNM ;H> M?6E BB?A7BPHNNBGCM
?R=?FF?H® BRJ?=N @CLMN S?;L M;F?M |@ :H>H?N CH=IGPO@MNC&;N? MN;LN OJ
=IMNM ;N

610aFF JF;=? ;>M @IL SIOL JLI>O=N CH NB? =IFF?A? H?QMJ;J?L

610aFF BCL? ; PC=? JL?MC>?HN ;N ; M;F,.LS 1@ ; Q??E

610 =;H MBCJ =IIEC?M ;HSQB?L? CH NB? 2HCN?> ON;N?M ;H> CH ;H;>;

6I0 H??> CH =;MB NI MN;LN NB? <OMCH?MM

1B?L? ;L? MCR <;E?LC?M QCNBCH Q;FECHA >CMN;H=? I@ NB? =IFF?A?

610aFF <;E? HINBCHA <ON =IIEC?M ;H> M?FF NB?G NI =IRBaFR GEQONBHIEVCH ;H
:J;LNG?HN H?;L =;GJOM ;H> >?FCP?L NB?G @L?MB

References
1B? I=; IF; IGJ;HS "M ILEJF;=? OFNOL? 1B? I=; IF; IGJ;HS  BNNJ QQQB?=I=;
=|IF:=IGJ;HS=IG =CNCT?HMBCJ QILEJF;=?:=OF ERPMM2S FOAOMN

OIONBQ?MNLFCHRAGI;HS 4 ?7<MCNZION04  M?=NCBNNJ QQ@IONBQ?MN =IGN:MQGCMMCIH BNGF
==?MM?> OAOMN


http://www.thecoca-colacompany.com/citizenship/workplace_culture.html
http://www.thecoca-colacompany.com/citizenship/workplace_culture.html
http://www.southwest.com/about_swa/mission.html

5.7 How to Succeed in Managing a Business

Learning Objectives

ICM=0OMM Q;SM NI MO==??> CH G;H;ACHA ; <OMCH?MM ;H> ?RJF;CH QBS MIG? <OMCH?MM?M
&>?HNC@S MIOL=?M 1@ MG;FF <OMCH?MM ;MMCMN;H=? @LIG NB? 0G;FF OMCH?MM >GCHC

Why Do Businesses Succeed?

?CHAVIO==?MMW®@ PMCHYHPLL?KOCIGM? NB;HIGCHOIQCNB<LCFFGHRH> QILECHB;L> 610
H??>NIF?;LHBIQ NIG;H;A?;H>ALIQSIOL<OMCHBHNMBILI=?MIB10aFR®;=POG?LICNB;FF?HAMS SIOL
;<CFCNIE??NNB?®QCH?; G;DIL@;=NILFIOLMO==?MM@;CFOL? 11 ACPSIOLM?F@CABNCHA
=B;H=? CH G;ECHA ; MO==?MM I@ SIOL <OMCH?MM SIO MBIOF> >| NB? @IFFIQCHA

X Know your busines&N M??GM I<PCIOMMQNEBI&?HNCIHCHA MO==?MM@OF <OMCH?MMJ?IJF? EHIC
NB?SalL? >ICHA 1B?SalL? EHIQF?>A?;<F? ;<ION NB? CH>OMNLS CH QBC=B NB?S [J?L;N? <INB ;M CN
QB?L? ONB?;>?> ;H>NB?S EHIQ QBI NB?CL =IGJ?NCNILM ;L? 1B?S EHIQ BIQ NI ;NNL;=N =OMNIG?LMN
NB? <?MN MOJJFC?LM ;H>>CMNLC<ONILM ;L? ;H> NB?S OH>?LMN;H> NB? CGJ;=N |@ N?=BHIFIAS I

X Know the basics of business managent@ GCABN <? ;<F8talt; <OMCH?MM IH NB? <;MCM I@ ; AL?;N C>?;
<ON MianageCN SIO H??> NI OH>?LMN;H> NB? @OH=NCIH;F ;L?;M |@ <OMCH?MM];==IOHNCHA @CH
G;H;A?G?HN G;LE?NCHA ;H> JLI>0#Dlan?>6NI <? ; M;F?MJ?LMIH ;M Q?FF ;M ; >?=CMCIH G;E?L ;H>;
JF;HH?L

X Have the poper attitude4B?H SIO IQH ; <OMCH?MMIr&NB? <OMCH?MM &@ S1O0aL? AICHA NI >?PIN? NB’
NCG? ;H> ?A8H??7>?> NI NL;HM@ILG ;H C>?; CHNI ; MO==?MM@OF P?HNOL? SIO H??> NI B;P? ; J;MN
QILE 60O MBIOF> <?FC?P? CH QB;N SIOaL? >ICHA ;H> G;E? ; MNLIHA J?LMIH;F =IGGCNG?HN NI SIOL

X Get adequate fundingN N;E?M ; FIN 1@ GIH?S NI MN;LN ; <OMCH?MM ;H> AOC>? CN NBLIOAB NB? MN;l
QBC=B =;H F;MN @IL IP?L ; $Q;E;H6B;P? NB? GIMN <LCFFC;HN C>7?; CH NB? QILF> NB? <?MN G;LE?N
;JILE=B ;H>; N;F?HN?> G;H;A?G?HN N?;G S?N C@ SIO LOH ION I@ =;MB SIOL =;L??L ;M ; <OMCH?M|
=IOF><? <LC?@ -F;H @IL NB? FIHA N?LG ;H> QILE QCNB F?H>?LM ;H> CHP?MNILM NI 7ZHMOL? NB;N
MQ@C=C?HN @OH>M NI A?N 1J?H MN;S 1J?H >OLCHA NB? MN;LN O2RBN¥® ;H> OFNCG;N?FS
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X Manage your money effectivelOaFF <? OH>?L =IHMN;HN JL?MMOL? NI =IG? OJ QCNB NB? GIH?S NI G?
J;SLIFF ;H> J;S SIOL INB?L <CFRAMIQBIN&IO H??> NI E??J ;H ?8&dfloyGIH?S =IGCHA CH ;H>
GIH?S AICHA IONO&H??> NI =IHNLIF =IMNM ;H> =IFF?=N GIHRSNBIBa;H> A?H?L;BE3H??> NI
EHIQ BIQ NI A;NB?L NB? @CH;H=C;F CH@ILG;NCIH NB;N SIO L?KOCL? NI LOH SIOL <OMCH?MM

X Manage your time efficientlyH?Q <OMCH?MM IQH?L =;H ?RJ?=N NI QILE MCRNS BIOLM ; Q??E &@ SIO
ALIQ ; <OMCH?MM ;H> B;P? MIG? NSJ? I@ HIHQILE FC@? ;N NB? M;G? NCG? SlOaFF B;P? NI ACP? O.
=IHNLIF]NI F?N INB?LM N;E? IP?L MIG? |@ NB? QILE 1BOM SIO GOMN >?P?FIJ NCG? G;H;A?G?HN ME
F?;LH BIQ NI >?F?A;N? L?MJIHMC<CFCNS

X Know how to manage peop&CLCHA E??JCHA ;H> G;H;ACHA All> J?1JF? ;L? =LO=C;F NI <OMCH?MM M(
M SIOL <OMCH?MM ALIQM SIOaFF >?J?H> GIL? IH SIOUQGIRASMAM?@?FIJ ; IMCNCP? QILECHA
L?F;NCIHMBCJ QCNB NB?G NL;CH NBR2GGINCA;N3 NB?G NI JLIPC>? KO;FCNS All>M IL M?LPC=?M

X Satisfy your customer§10 GCABN ;NNL;=N =OMNIG?LM NBLIOAB CGJL?MMCP? ;>P?LNCMCHA =;GJ;CAl
E??J NB?G IHFS <S JLIPC>CHA KO;FCNS All>M IL M?LPC=?M IGGCN SIOLM?F@ NI M;NCM@SCHA]IL
?R=??>CHA]=OMNIG?L H??>M

X Know how to competéCH> SIOL HC=B? CH NB? G;LE?NJF;=? E??J ;H ?S? IH SIOL =IGJ?NCNILM ;H> <?
JL?2J;L?> NI L?;=N NI =B;HA?M CH NB? G;LE?NJF;=? 1B? BCMNILS |@ <OMCH?MM ;H> GO=B I@ FC@"
0OJ CH NBL?? QIL>M ~A>:JN IL J?LCMB _

Why Do Businesses Fail?

&@10aPJ;C>;NN?HNGCIHNB?==0J;H=3@MBIJICH&;FFNP?L; @?C?;LMSIOaPHINC=4B;NL.?N;CF?LM
=IG? ;H> Al QCNBIOLILCM@HAKO?HEES? M;G?NBCHBAJJ?HMICNB?MN;OL;HNM]CHEICNEFECH>I®
<OMCH?MBI?# @ CHCNIDIHNCHOMCH?MM]MIG; FRA?]CMLCMERB> NBIOAB;HS <OMCH? NAND2}M 22>
F;IA?JLIJILNCIHONB?GIHaN ,H? NBCU@MG;FEOMCH?NIBIBIP??GJIFIS??Kl ION@<OMCHCMMBRB?
@CINNS?;LMIL? NB;HB;F@MG; FROMCH?NBMPPMFIM?2SNB?H>@NB?@IOLSB;L;H>  J?L=?HN
HIN G;E? CN J;MN NB?CL M?P?HNB S?;,L (H;0J -Gi1®@] -C;TT;

1,<F? OOLPCP;F/N? 1@ +?Q IGJ;HC?M

Number of Years after Start-up Rate of Survival

Note: Percentages based on a total of 212,182 businesses

that started up in the second quarter of 1998.
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0I0L=? ~ B;L;=N?LCMN@0OLPCP;FHA?PCNE® OMCH?NMN;<FCMBG ZEHNE? OMCH?NMBIFISG?HN
ISH:GC=M :N;Extension BNNJ QQ<FM AIP IMGL J>@ MN  J>@

M <;> ;MNB?NVN;NCMNGENWICHRMNPCR;F MIG?CH>OMNLCEZM-M'NB;HNB?LM @10 Q;HNNIMN; EH
<OMCH@&MMFIHANCG3IOGCABXHNNI;PIC>MIG?I@NB?MZMES >OMNLEZWNBIOABIOL@LC?NBETHE
SIOG;E? NB%?ME;=;LIHCH>=B??MICTTCHNB®ILF>NBCNPMHNG?;H SIO=;HMO==??"M; JCTTJ;LFIL
IQH?L,J?HCHA L?MN;OLIHN<;L CMH? I@NBRCMEC7MINIOLPM NB?L? @ MR ;LN @QDH>CH#EL>NIA?N
610 GCABRMIQ;HNNI;PIC>NBRL;HMJILN; NEHHOMNMNRISCHA N;RGCABBU?;L FO=L;NCRMINEID @ CHON
QB;N N;REC=?HMVINEINKPCIOMPI.C?#%6=CNSOICH?Q 6ILE CNNBILC=R;ACNDIQ;LA@

H> M?NNOBAVIBINIM?EFINBCHAN<?=B;FF?HAGHALPC?Q@'QB;N4CHG;S <?I@H>IH?<;> M?;MIH
=, HECIHHOL<OMCH2BWM;GCMNLOR@ IMNILMPFFGHAGOHC=;NCIIMHPC="RP?LSE;FB;MH?IL GIL?=?FF
JBIH? MNIL?M MI NB? =IGJ?NCNCIH CM MN??J ;H> <OMCH?MM =;H <? P?LS MFIQ #;LL?FF

OMCH?M@2@B1LHSHOG<?1@L?;MIHMONKE;HS ?RI?LNM-?”NB; NBP;MI&;DILCN@@; CFOL?MOEBNIG
MIG? =IG<CH;NCIH |@ NB? @IFFIQCHA JLI<F?GM

X Bad business ideaCE? ;HS C>?; ; <OMCH?MM C>?; =;H <? @F;Q?> ?CNB?L CH NB? =IH=?JNCIH IL CH N
?R?=ONCIH &@ SIO NLC?> M?FFCHA MHIQ<FIQ?LM CH %;Q;CC SIO =IOF> =IOHN IH FCNNF? =IGJ?N
<? >lIG?> NI @;CFOL?

X Cash poblems1ll G;HS H?Q <OMCH?MM?M ;L? OH>?L@OH>?> 1B? IQH?L <ILLIQM ?HIOAB GIH?S NI M
<OMCH?MM <ONN=B?RBH2HIOAB ?RNL; =;MB NI 1J7L;N? >OLCHA NB? MN;LN OJ JB;M? QB?H P?LS FCNI
=IGCHA CH <ON ; FIN CM AICHA ION

X Managerial inexperience or incompetent#lS H?Q <OMCH?MM IQH?LM B;P? HI ?RJ?LC?H=? CH LOHHCHA
<OMCH?MM G;HS B;P? FCGCN?> G;H;A?G?HN MECFFM *;S<? ;H IQH?L EHIQM BIQ NI G;E? IL G;LE?N
<ON >1?MHBHIQ BIQ NI G;H;A? J?1JF? *;S<? ;H IQH?L NHENL;=N ;H> E??J N;F?HN?> ?GJFIS??M
*5<? ;H IQH?L B;M JIIL F?;>?LMBCJ MECFFN QCFENHA NI JF;H ;B?;>

X Lack of customer focusG;DIL ;>P;HN;A? 1@ ; MG;FF <OMCH?MM CM NB? ;<CFCNS NI JLIPC>? MJ?=C;F ;I
=OMNIG?LM ON MIG? MG;FF <OMCH?MM?M @;CF NI M?CT? NBCM ;>P;HN; AN #?NBZGUNN? IQH?L >I°
=OMNIG?LMa H??>M IL E??J OJ QCNB =B;HACHA G;LE?N®IEQR?=0ONNG2RM 1@ =IGIJ?NCNILM

X Inability to handle gowth 610a> NBCHE NB;N ; M;F?M CH=L?;M? QIOF> <? ; All> NBCHA ,@N?H CN CM I(
<ON MIG?NCG?M CN =;H <? ; G;DIL JLI<KF?G 4B?H ; =IGJ;HS ALIQH NB? EBJRIA?M %? IL MB?
H??>M NI >?F?A;N? QILE NI INB?LM ;H> <OCF> ; <OMCH?MM MNLO=NOL? NB;N =;H B;H>F? NB? CH=L
0IG? IQH?LM >INBG;E? NB? NL;HMCNCIH ;H> @CH> NB?GM?FP?M IP?LQBPREI>IEBCHAM >IHa
=OMNIG?LM <?=IG? OHBHHISRJ;HMCIH ;=NO;FFS >;G;A?M NB? =IGJ;HS

Help from the SBA

&®I0B;> SIOL=BIC=QBC=BOJ=;ERQIOFSIOJC=E]|P;HCFFE?l NLCJIEBI=IF;NAL F;NNZHNBF;M&?Q
S?;,LM-OJ=;EMBIINL? JIJICHAOIJCHFGIMNRP?LSCN&LB;JWB%;> ?=IHIGS B;MION?IJF?CHNB®II>
@IMG;FE?F;NCPCHZRI?HMUP?NAB;N?P?INBR?;MIHSIOaL®@; M=CHQCNBBZ>?]@MVN;LNCHAJ=;E?
MBIJ610 B;P?; J?L@7EN;NCIB;P?>?=C>QB;NPKOCJIG?HH??>;H>B;P?N?MNAF ?HNMaL ?=CJ?2M>
?2;N?HFINMD=0J=;E?M510 ;L? M?NIAI QCNBI? AC;HRR=?IJNCIHO>IHaB;P??HIOAB/;PCHAM:IP?LSIOL
MN;LN €INBIO B;P?G;>? NBRIOH3@GIMNI=;<;HEM<ONB?3.?;FFOHQCFRUALPSIO; FI;H 0l QB;N


http://www.bls.gov/osmr/pdf/st060040.pdf
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>| SIO>I #ILNOH;N?N8?L.CN?FJP;CF;<F&NMBLIOABOLFI=;FOG;FFOMCH?MBCHCMNL;NCIH
QBC=H?W;LL;SIQILIAL;GNNIB?FFOLL?HI JLIMI?=NGRE;FFOMCHIOHRLMB?0  QIHaN=NO;FFS
FI;HSIONB®GIH?S <OXRCREH=L?;NBFCEFCBNB;SIOQCH?NYOH>@AG Fl=;F<;HE<SAO;L;HN??CHA
NBFI;H %?LABIQ NB®  avFI;HAO;L;HNRIAL;GQILEMGIO ;JIJFSNI; <;HE@II@CH;H=CHA;HI@C="L
>?=C>TMBX;HEQCHH;H SIONBGIH?SQCNBICHNO  AO;L;HN?2@B?HMQ?CMI <?=;0MR@AMIG?
Q?;EH?MBASIOLJIFC=;NCINBZ;HENB?E?=C>D@RYCH;HSIONB&GIH?SCEB®  AO;L;HN?RBFI;H
&@BZ;HE>?=C>NU>l NBCMOA?NB®GIH?S;H>G;E? J;SG?HNM NBFI;H &@I0>?@;0F\NBFI;H NB?
AIP?LHG?HN L?CG<OLM?M NB? <;HE @IL CNM FIMM OJ NI NB? ;GIOHN I@ NB? 0 AO;L;HN??

&HNBJILI=?MNON; FECRENRIG?IH?NNBD SIOQCFECM=IPINIB?ULIAL;GMCINGD ?1NNB; Q CAEF?FB10

MN; NOL<OMCHMMG;H;A? SIOLULA;HCT;NCHIL ?R;GIFNI;JIFS@II@OH>GHAQCHF??> Q?FF QLCNN?H
<OMCH3MM ,H=? SIOA?NNBFI;H ;H> GIP? NINBXOMCHRNWLN 0B;M?SIO QCHE;P? FINM@KO?MNCIHM
NB;N??>NI1<?;HMQ?L?€H=FO>GIRANCHA=IGIONMSMN@BISIOL=IGJ;HS H> SIO;L? MOLSIOQCFF
H??>B?FLH HOG<A@L?;MMSIOIJ?L;NSIOL=0J=EMBIJ#ILNOH;N?NB® =HB?FRCNBH@NB?M?
G;H;A?G?HN ;H> N?=BHC=;F M?LPC=? N;MEM

1BCNMIMCMNEWPCF;<AYBLIOABHOG<A@=B;HH?FBH=FO>NB8 aPRN?HMEPZMCNHAFCHIOLM?M
;H>NL;,CHCHML,GM @OEE;SIQCH>CPC>O;MZLPCENAMIP;CF;<F2B?0G;FFOMCH?NIRPFIJG?HN
?HN?LO ! ;MMCMEM.?HN> JLIMJI?=NOPG; FEOMCHIOHPLNDCNB8OMCHIMNF?GMH> JLIPC>?®L??
NL;CHCHAN?=BHCEHR@ILG;NEIHFEMJI?=N@MG; FEOMCH®@BHJA?G?HN.B?MM?LPCs2RMP;CF;<FN
;JILIRCG;N?H3? NBIOM;HE=;NCIHMOH>NB2ZIOHNLS;HSBIOM?N=IFF?A2M> OHCP?LMC@NIC NG ;FF
OMCH?MM >GCHCMNL;NCIH

&@10 H??>CH>CPC>0;FEFC=LIG?RI?LC?H=R?=0ONCFM =;H A?NCNBLIOABBD?LPC=0.JM |@

[?NCL?2R?=0ONCPOM" 2H>?LNBD /" JLIAL;G ; <OMCH?MMJIPINAHCHAPC=TNG;N=B?X)CNB
MIG?IH7H ; N?;G@L?NCLZR?=ONCRBMILE;MPIFOHN?ZLM?NB?NBO ! ;H>0,/" B?F&GIL?NB;H
; GCFFOWS; FROMCH?MMJIZ2RAESP;L2 0 0G;FFOMCH?MBICHCMNL;NCIH 0! "=IHIGC=&GJ;=N

Key Takeaways

X OMCH?NM?LN®;=PHOG?LIONB; FF?HAMA NB<CFCNIS??NNB?&M G;DIL@;=NILHIO==?MM
IL @;CFOL? M ; <OMCH?MBI@MBLOF> > NB? @IFFIQCHA

Know your busines§0==?MM@OF <OMCH?MMJ?IJF? ;L? EHIQF?>A?;<F? ;<ION NB? CH>OMNI
QBC=B NB?S 1J?L;N? ;H>NB?S EHIQ QBI NB?CL =IGJ?NCNILM ;L?
Know the basics of business managentdninanage <OMCH?MM SIO H??> NI OH>?LMN;H> NB?
@OH=NCIH;F ;L?;M |@ <OMCH?MM];==IOHNCHA @CH;H=? G;H;A?G?HN G;LE?NCHA ;H>JLI>

Have the poper attitude 610 MBIOF> <?FC?P? CH QB;N SIOaL? >ICHA ;H> G;E? ; MNLIHA
J?LMIH;F =IGGCNG?HN NI CN

Get adequate fundingF;H @IL NB? FIHA N?LG ;H> QILE QCNB F?H>?LM ;H> CHP?MNILM NI ?HI
NB;N SIOaFF B;R®GHKI@HN @OH>M NI A?N 1J?H MN;S 1J?H >OLCHA NB? MN;LN OJ JB;M? ;H>
OFNCG;N?R$H>




5.7 HOWTO SUCCEEIN MANAGING\ BUSINESS 215

Manage your money effectiveBIO H??> NI J;S ;NN?HtdCkéh flodGIH?S =IGCHA CH
;H> GIH?S AICHA ION];H> SIO H??> NI EHIQ BIQ NI A;NB?L NB? @CH;H=C;F CH@ILG
L?KOCL? NI LOH SIOL <OMCH?MM

Manage your time efficientl$lO GOMN >?P?FIJ NCG? G;H;A?G?HN MECFFM ;H> F?;L
>?F?A;N? L?MJIHMC<CFCNS

Know how to manage peopBO H??> NI >?P?FIJ ; JIMCNCP? QILECHA L?F;NCIHMBC
?GJFIS??M NL;CH NB?G JLH2LEBICP;N? NB?G NI JLIPC>? KO;FCNS AllI>M IL M?LP(

Satisfy your customerdGGCN SIOLM?F@ NI M;NCM@SCHA]IL ?P?H ?R=??>CHA]=0

Know how to competé¢CH> SIOL HC=B? CH NB? G;LE?NJF;=? E??J;H ?S? IH SIOL S
;H><? JL?J;L?> NI L?;=N NI =B;HA?M CH SIOL <OMCH?MM ?HPCLIHG?HN

X OMCH?M@?@BILHSHOG<?1@L?;MIHMONE;HS ?RI?LNM.??NB; NBP;Mi&; DILCN@@;CFOL7
L?MOFN @LIG MIG? =IG<CH;NCIH |@ NB? @IFFIQCHA JLI<F?GM

Bad business idedCE? ;HS C>?; ; <OMCH?MM C>?; =;H <? @F;Q?> ?CNB?L CH NB~
CH NB? ?R?=0ONCIH
Cash poblems 11l G;HS H?Q <OMCH?MM?M ;L? OH>?L@OH>?>

Managerial inexperience or incompetent#lS H?Q <OMCH?MM IQH?LM B;P? HI ?RJ?L
CH LOHHCHA ; <OMCH?MM ;H> G;HS B;P? FCGCN?> G;H;A?G?HN MECFFM

Lack of customer focu8IG? IQH?LM @;CF NI G;E? NB? GIMN |@ ; MG;MF;=PMCILF*MNM
CH JLIPC>CHA MJ?=C;F ;NN?HNCIH NI =OMNIG?LM

Inability to handle gowth 4B?H ; =IGJ;HS ALIQM MIG? IQH?LM @;CF NI >?F?A;N? QI|
<OCF> ;HAJHCT;NCIH;F MNLO=NOL? NB;N =;H B;H>F? CH=L?;M?M CH PIFOG?

X 0?LPC=?M ;P;CF;<F? NI =OLL?HN ;H> JLIMJ?=NCP? MG;FF <OMCH?MM IQH?LM @LIG N
CH >?P?FIJCHA ; <OMCH?MM JF;H MN;LNCHA ; <OMCH?MM I<N;CHCHA @CH;H=CHA
ILA;HCT;NCIH

X 1B?SBDC (Small Business Development Center§;N=B?M <OMCH?MMJ?I1JF? H??>CHA ;>P(

N?;GM I@ L?NCL?> ?R?=ONCP?M QBI QILE ;M PIFOHN??LM NBLIOAB NB? 0 ,/" JLIAL;G

;NCIH NB;N

H BIQ NI

J QCNB Sl
=2M

MNIG?L H?

IGJ?NCNIL

M

=IH=?JNC

C7H="?

la

LE IL NI

B? 0 CH=F
H> G:H:AC

°=? QCNB

Exercise

0 H;FSMCM
&NaNB? M;G? IF> MNILS SIO Q;HN NI MN;LN ; MG;FF <OVER? /GO <B S [HBBIN |

BNNJ ?HNL?JL?H?OLM ;<ION =IG =M <OMCH?MMC>7?;:M ; ; INLIZNONB2 AN BGREZ NCNF?
AOMCH?MM &>?:M IH; O>A?N _ &>?HNC@S ; @?Q <OMCH?MM?M NB;N SIO =;NMMN;LN

LCABN] ILF?MM 0?F?=N IH? |@ NB?M? <OMCH?MM IJJILNOHCNC?M NB;N CHN?L?M
NBCM <OMCH?MM 4BS >I1?M NB? C>?; CHN?L?MN SIO 4B;N QIOF> SIO >I NI ?HMOL? N
MO==?MM &@ SIO H??>?> ;MMCMN;H=? MN;LNCHA OJ IL 13?L;NCHA SIOL <OMCH?MM
;H> QB;N NSJ? 1@ ;MMCMN;H=? QIOF> <? ;P;CF;<F?

>

@IL ILF
NM SIO 4B:
B;N NB? <C
QB?L? =IO

|



http://entrepreneurs.about.com/cs/businessideas/a/10startupideas.htm
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