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  Business is everywhere. Every product you buy, every service you use, and every job that exists is the result of someone making a decision, taking a risk, and building something from the ground up.

  This textbook is designed to give you a clear, practical foundation in how the business world works, from how companies are structured and how they market their products, to how money flows and how leaders make decisions. Whether you’re planning to start your own venture, join a corporation, or simply want to understand the world around you, the concepts in these pages will serve you well.

  No prior experience is required, only curiosity and a willingness to think critically about the world you already live in. Business isn’t just something that happens in boardrooms; it happens in every transaction, every conversation, and every choice we make as consumers and citizens.

  
    
      
        
          
            
              
                As a college graduate who spent many years as a student, I know firsthand what it feels like to open a textbook and immediately lose interest. Most business textbooks are written at a high academic level, dense, dry, and honestly hard to get through. I spent thousands of dollars on books I barely touched, and I never felt like they were written for me. So I decided to write one that was. This book uses straightforward language and real, relevant examples that actually connect to your everyday life, because understanding business shouldn’t require a dictionary.

                And one more thing, this book is completely free. Nobody should have to spend $150 on a textbook they barely open. That’s exactly why this book is open source and available to every student at no cost.

                Let’s get started.

                

                

              

            

          

        

        
          
            
              
                
                  

                  

                

              

              
                

              

              
                

              

              
                
                  

                

              

            

          

        

      

    

    

    
      
        
          
            

          

        

      

    

    

    

  

  
    
      

    

    
      




 

    

  

  




  
  





Main Body




CH 1 - General Business


  
  
    Business Is Everywhere
  

  
    How the World of Commerce Shapes Your Life 
  

  	Think about the first 10 minutes of your day. You woke up, checked your phone (Apple? Samsung?), scrolled social media (Meta), maybe ordered coffee through an app. Before you even got dressed, you had already interacted with dozens of businesses.
 [image: decorative]
 Business is not some abstract thing that happens in boardrooms far away from you. It is the fabric of everyday life. And understanding it might be the most practical thing you do in college.
 Let’s dig in.
 
  

  
    Chapter Outline
  

  
    
      Section 1: What Even Is Business?
    
  

  Core definitions

  
    
      Section 2: Why Business Actually Matters
    
  

  Connecting business to what you actually care about

  
    
      Section 3: The Four Building Blocks — Factors of Production
    
  

  The “ingredients” every business needs.

  
    
      Section 4: A (Brief, Actually Interesting) History of Business
    
  

  A walk through of the five eras in order – each told as a mini-story with a clear “so what?”

  
    
      Section 5: The World Business Operates In
    
  

  The five environments as interconnected forces, not isolated definitions

  
    
      Section 6: Communication Is a Business Skill
    
  

  A pivot to the practical: why communication matters in every role, the power of nonverbal cues, barriers that derail messages, and how to write high-impact messages…. Hint- it’s not about you.

  
    
      Closing Activity: Connect Your Passions to a Career
    
  

  Motivational and personal reflection activity

  




  
  





CH 2 - Business Analytics


  
  
    Introduction to Business Analytics
  

  Think about the last time you opened TikTok. Within minutes, sometimes seconds, your For You page was already serving up videos that felt hand-picked just for you. Funny enough, they basically were. TikTok’s algorithm is constantly analyzing data: what you watch all the way through, what you skip, what you like, what time of day you’re scrolling, and hundreds of other signals, all to predict what will keep you on the app longer.

   

  
    [image: Business Analytics - decorative]
  

  But here is the bigger picture. That same process of collecting data, finding patterns, and making smarter decisions is exactly what companies across every industry are doing right now. Nike uses it to decide which products to stock in which cities. Amazon uses it to predict what you will buy before you even search for it. Hospitals use it to improve patient outcomes. This is business analytics, and whether you realized it or not, it has been shaping your daily life for years. By the end of this chapter, you will not just understand what business analytics is. You will start seeing it everywhere.

  
    	
      
        What is Business Analytics?
      
      
        	Definition and scope

        	The role of data in modern business decision-making

        	Business Analytics vs. Business Intelligence vs. Data Science

      

    

    	
      
        The Three Types of Business Analytics
      
      
        	Descriptive Analytics — understanding what happened

        	Predictive Analytics — forecasting what might happen

        	Prescriptive Analytics — recommending what should be done

      

    

    	
      
        Why Business Analytics Matters
      
      
        	Competitive advantages of data-driven decisions

        	Real-world impact across industries (retail, finance, healthcare, etc.)

        	The growing demand for analytics skills in the workforce

      

    

    	
      
        Key Components of a Business Analytics Framework
      
      
        	Data sources and data collection

        	Data management and storage

        	Tools and technologies (Excel, SQL, Tableau, Python, etc.)

        	Communicating insights to stakeholders

      

    

    	
      
        The Business Analytics Process
      
      
        	Define the business problem

        	Collect and prepare data

        	Analyze the data

        	Interpret and visualize results

        	Make and implement decisions

      

    

    	
      
        Careers and Roles in Business Analytics
      
      
        	Business Analyst

        	Data Analyst

        	Analytics Manager

        	Paths into the field and skills to develop

      

    

    	
      
        Chapter Summary and Key Takeaways
      
    

  

   

  
    
      EXTRA LEARNING RESOURCES

    

    
      	
        Infographic
      

      	
        Podcast
      

      	
        Video Explainer
      

    

  

   

   

  




  
  





CH 3 - Entrepreneurship


  
  
    [image: Imagine you just won $50,000 to start your own business – and you have one day to decide how to structure it. Which business ownership option do you choose?]
  

  As it turns out, this decision can make or break your business before you ever open your doors.

  Here’s a sobering statistic: over 70% of small businesses fail within the first 10 years. While many people assume bad ideas are the primary culprit, research suggests that choosing the wrong business structure is one of the most overlooked – and costly – mistakes a new entrepreneur can make. Understanding your options from the start gives you a critical edge.

  That’s exactly what this chapter is designed to do. By the end of it, you’ll have the foundation you need to start, manage, and grow a business successfully.

  
    [image: "In the world of business, the ones who are crazy enough to think they can change the world are the ones who do." — Rob Siltanen, advertising executive]
  

  This quote captures the spirit of entrepreneurship: taking risks, believing in your vision, and having the courage to build something from nothing. With that mindset in place, let’s start with the most fundamental decision every entrepreneur faces – how to structure their business.

  

  
    SOLE PROPRIETORSHIPS
  

  
    [image: "A sole proprietorship puts you in the driver's seat, where your success is fueled by your own effort and passion."]
    
  

  Of all the business ownership types, the sole proprietorship is by far the most common form of business organization in the United States, accounting for over 72% of all businesses formed. That said, despite their sheer numbers, sole proprietorships account for only about 4.34% of total business revenues and 10.27% of total profits, reflecting the fact that most are small, owner-operated ventures.

  To understand why so many entrepreneurs choose this structure, consider the following real-world example.

  
    A Dorm Room and a Dream
  

  The year is 1984. Less than 10% of college students own a personal computer – but for those who did, it represented a significant entrepreneurial advantage. Michael was a 19-year-old student at the University of Texas at Austin with an idea: build and sell customized PCs directly to customers, cutting out the middleman entirely. Operating out of his dorm room, he needed a business structure that matched his situation. He wanted something easy to set up with minimal paperwork. He wanted full control over his decisions – no partners, no board of directors. And he wanted to keep all of his earnings. A sole proprietorship checked every box, offering him simplicity, autonomy, and direct access to his profits.

  Can you guess his last name?

  
    [image: Michael Dell with a dell computer]
  

   

   

   

   

   

  Dell – as in Michael Dell, who went on to found Dell Technologies and remains its chairman and CEO today.

  So what exactly is a sole proprietorship, and why did it make sense for a college student building computers in his dorm room? In a sole proprietorship, there is a single owner who maintains full control of the business and keeps all of its profits. Startup costs and paperwork are minimal, and the business’s earnings are treated as the owner’s personal income. On the flip side, the business’s debts are also the owner’s personal responsibility. Sole proprietors tend to work long hours and carry significant stress, since every decision and every problem lands on one person’s shoulders.

  There is one other important limitation worth noting: a sole proprietorship lacks permanence. If the owner dies, retires, or steps away from the business, the business legally ceases to exist. What’s built is tied directly to the person who built it.

  
    [image: Sole Proprietorship Pros & Cons]
  

  As you can see, a sole proprietorship works well in the right circumstances, but it has real limitations as a business grows. That brings us back to Michael Dell. While a sole proprietorship was the right fit for a dorm-room startup in 1984, it was never going to be the right fit for a global technology company. As Dell Computers expanded, it needed outside investors to bring in more capital, legal protections to shield the owners from liability, and a structure that could scale. In 1987, Dell Computers was incorporated as a corporation and is valued at approximately $80 billion dollars today.

  Dell’s story is a perfect reminder that choosing a business structure isn’t just a one-time decision. It’s something entrepreneurs revisit as their business evolves. With that in mind, let’s look at the next ownership structure: partnerships.

  
    PARTNERSHIPS
  

  Michael Dell’s story shows what one person with a clear vision can accomplish on their own. But what happens when no single person has all the skills, resources, or capital needed to get a business off the ground? That’s where partnerships come in.

  Apartnership is a business owned by two or more people who share in both the profits and the responsibilities of running it. Unlike a sole proprietorship, a partnership allows entrepreneurs to pool their money, divide up the work, and bring complementary skills to the table. Partnerships are relatively easy and inexpensive to form, and like a sole proprietorship, profits pass directly through to the partners’ personal tax returns, avoiding what is known as “double taxation” (more on that when we get to corporations).

  “Coming together is a beginning, staying together is progress, and working together is success.” – Henry Ford

  In a general partnership, all partners share equal management responsibilities and are equally liable for the business’s debts. This means that if the business owes money and cannot pay, creditors can go after any partner’s personal assets, not just their share of the business.

  In a limited partnership, there is at least one general partner who runs the business and assumes full liability, while one or more limited partners contribute capital but stay out of daily operations. A limited partner’s personal liability is capped at the amount they invested.

  In a limited liability partnership (LLP), all partners receive some protection from the actions of the other partners. If one partner makes a costly mistake, the others are shielded from personal liability for it. This structure is especially common among professionals such as lawyers, doctors, and accountants.

  In a joint venture, two or more businesses form a temporary partnership, usually for a specific project or purpose. This is common when risks / costs are high, specialized expertise is needed, or entering a new market is difficult. May be strongly encouraged by government officials (ex: The U.S. government push for domestic semiconductor manufacturing) 

  In a strategic alliance, two or more businesses agree to collaborate on a particular goal while remaining independent of one another. A well-known example is Star Alliance, formed in 1997 of United Airlines, Lufthansa, and Air Canada. The airlines remain separate companies, yet they share customers and coordinate internationally. They are able to reduce costs and expand global reach without merging.

  As you can see, no two partnerships look exactly alike. The right structure depends on the goals of the business, the level of involvement each party wants, and how much legal protection is needed.

  
    
      [image: What Partnerships should consist of]
    
  

  As useful as partnerships can be, they also come with real challenges. Shared decision-making can lead to disagreements. Shared profits mean no one takes home everything they earn. And in a general partnership, one partner’s bad decision can legally become every partner’s problem. This is why a written partnership agreement, even when it isn’t legally required (verbal agreements can be legitimate), is strongly recommended before going into business with anyone. Well-written agreements can prevent common misunderstandings.

  
    [image: Pros and Cons of Partnerships]
  

  With those trade-offs in mind, let’s look at a real-world example that brings all of this to life.

  
    Two Friends, a Gas Station, and a $5 Course
  

  The year is 1977.  Cohen is a college dropout trying to sell pottery. Greenfield has just been rejected from medical school. The two childhood friends from Long Island, New York, decide that if neither of their original plans is working out, they might as well go into business together. They pool their savings and take a correspondence course in ice cream making from Penn State University. The entire course costs them five dollars.

  With a total investment of $12,000, the two partners convert an old gas station in Burlington, Vermont into an ice cream shop. A partnership made sense for them for several reasons: neither had enough money to start alone, they had complementary skills, and they trusted each other completely after years of friendship. By going into business together, they could share the financial risk and divide up the work.

  On May 5, 1978, they opened their doors for the first time. The lines stretch out the door.

  Can you guess the name of the company?

   

   

  
    [image: ben & jerrys first shop in VT]
  

  Ben and Jerry’s – now one of the most recognizable ice cream brands in the world. The company was eventually acquired by Unilever in 2000 for $326 million, a long way from a $5 ice cream course and a  converted gas station in Vermont.

  Ben and Jerry’s story is a great reminder of what a partnership can make possible. When one person’s resources or skills aren’t enough to get started, finding the right partner can be the difference between staying on the sidelines and opening your doors. Of course, as the business grew, so did its need for a more complex structure. Just like Dell, Ben and Jerry’s eventually outgrew its original form. That brings us to our next business type: corporations.

  
    Corporations
  

  A corporation is a business that legally exists as its own separate entity, independent from whoever owns or runs it. Unlike a sole proprietorship, where the business and its owner are essentially the same in the eyes of the law, a corporation has its own legal identity. This distinction may sound like a technicality, but it has enormous practical consequences for everyone involved.

  Consider the story of Ben Cohen and Jerry Greenfield, founders of Ben & Jerry’s ice cream. When they operated as a small business, any lawsuit or debt incurred by the company could potentially reach their personal finances. A customer who slipped outside their shop, for example, could sue not just the business but Ben and Jerry personally, putting their savings, homes, and other assets at risk. After incorporating, however, the business became its own legal entity. Lawsuits and debts are directed at the corporation itself, not at the individuals behind it. This protection is known as limited liability, and it is one of the primary reasons entrepreneurs choose to incorporate.

  Corporations are also unique in how ownership is structured. Rather than having one or two owners, a corporation divides ownership into shares of stock. Think of it like slicing a pizza into 100 pieces: if you own 50 of those slices, you own 50% of the company. Those shares can be sold to raise money, offered to investors to fund growth, or granted to employees as part of their compensation. This system is, at its core, how the stock market works. When a company lists its shares on a public exchange, everyday people can buy a small ownership stake in that business.

  Another defining feature of a corporation is that it can outlive the people who created it. When a founder retires, sells the company, or passes away, the corporation continues on. It maintains its own contracts, bank accounts, and legal identity regardless of who is in charge at any given moment. This concept, known as perpetual existence, makes corporations well-suited for building organizations designed to last for generations rather than a single lifetime.

  Starting and maintaining a corporation does come with trade-offs. The process involves legal filings, ongoing paperwork, and more complex tax obligations than simpler business structures. The requirements also vary significantly from state to state, which is why many businesses strategically choose where to incorporate based on cost, taxes, and legal environment.

  Delaware is by far the most popular choice, with 66% of Fortune 500 companies incorporated there. Its appeal lies in a well-developed body of corporate law, business-friendly courts, and a straightforward incorporation process. Nevada attracts businesses with no state corporate income tax, no personal income tax, and strong privacy protections for company officers and directors. Wyoming has also emerged as a competitive option, offering low fees, no state income tax, and minimal reporting requirements. Businesses do not need to physically operate in a state to incorporate there, which is why these states have attracted companies from across the country.

  The core takeaway is this: a corporation creates a legal wall between you and your business. That wall protects your personal assets, makes it easier to attract investment, and provides a stable foundation for long-term growth.

  
    
      
        CASE STUDY: Dropbox
      

    

    
      The story of Dropbox illustrates how a simple frustration can become the foundation of a billion-dollar corporation. In 2006, MIT student Drew Houston boarded a bus and realized he had forgotten his USB drive, leaving him unable to work on the files he needed. Rather than simply accepting the inconvenience, he opened his laptop and began writing code on the spot. His idea was novel: what if your files lived in the cloud and were automatically accessible from any device, anywhere, without USB drives or emailing documents to yourself?

      Houston built an early version of the product and in 2007 posted a demo video to Hacker News, a popular online forum for the tech community. The response was immediate and overwhelming. The beta waiting list jumped from a few thousand to roughly 75,000 signups overnight, confirming that Houston had identified a problem people genuinely wanted solved.

      Around this time, Houston brought on fellow MIT student Arash Ferdowsi as co-founder. Ferdowsi made a striking bet on the company’s potential: he dropped out of MIT with just one semester remaining to join full-time. The two were soon accepted into Y Combinator, a renowned Silicon Valley startup accelerator that provided early funding, mentorship, and the credibility needed to attract investors. Because outside investors require a formal corporate structure before committing capital, Dropbox incorporated as a C-Corporation at this stage, allowing it to issue shares and accept venture funding.

      What truly propelled Dropbox’s growth was a clever referral program: invite a friend to sign up and both of you receive extra free storage. The program cost little to run but proved remarkably effective, enabling the company to grow its user base dramatically without relying on traditional advertising.

      The company’s early momentum did not go unnoticed. In 2009, Apple co-founder Steve Jobs offered to acquire Dropbox for a nine-figure sum. Houston declined. Jobs, reportedly unimpressed, warned Houston that Dropbox was “a feature, not a product,” predicting that Apple and others would simply build the same functionality into their own platforms. He was not entirely wrong. Competition from Google Drive, iCloud, and Microsoft OneDrive intensified over the following decade, eroding some of Dropbox’s dominance. But the company adapted, refined its focus, and survived where many doubted it would.

      By 2018, Dropbox went public on the stock market, valued at approximately $9 billion on its first day of trading. The forgotten USB drive had become one of the more successful corporate origin stories in Silicon Valley history – and like many companies that reach that scale, Dropbox’s growth was made possible in part by the legal and financial protections that come with being a corporation.

    

  

   

  
    Types of Corporations
  

  When deciding to incorporate, one of the most important early decisions is choosing the right type of corporation. The most common is the C Corporation (C Corp), which offers significant advantages: limited liability, easier access to investment capital, no ownership limits, tax flexibility such as deducting business expenses, and perpetual existence. The main drawback is double taxation; the business pays taxes on its profits, and owners pay taxes again on any dividends received. For many businesses, the advantages outweigh this cost.

  In the late 1990s, Apple’s board of directors saved the company from near bankruptcy by making the pivotal decision to bring back Steve Jobs. By appointing him as CEO and overseeing a radical strategic shift—cutting unprofitable lines and greenlighting iconic products like the iMac and iPhone—the board transformed Apple from a failing business into a global powerhouse. This highlights how critical board oversight is to a corporation’s survival and direction.

   

  Ownership in a C Corporation is represented by shares of stock, with any owner of a corporation known as a stockholder. The corporation’s mission and objectives are established by the Board of Directors – individuals who are elected by stockholders to represent their interests. The purpose of the Board of Directors is to provide oversight, guidance, and governance to ensure the company’s success and protect the interests of shareholders. They set strategy, hire and evaluate leadership, provide financial oversight and risk management, and ensure legal and ethical compliance.

   

   

  The S Corporation (S Corp) addresses the double taxation problem by passing profits directly to the owners, who then report them on their personal tax returns. The business itself pays no federal income tax. Owners can be treated as employees and paid a “reasonable salary.” Payroll taxes (Social Security and Medicare) are paid only on that salary, not on owner’s share of profits remaining in the business.

  
    [image: S Corp PROS & CONS]
  

  The Statutory Close Corporation is designed for small private businesses, offering a simpler and less formal structure with a limited number of owners and fewer regulatory requirements. This structure allows owners to manage the company more like a partnership, bypassing the need for a formal board of directors and frequent shareholder meetings while still maintaining limited liability protection.

  
    [image: Statuary Closed Corp PROS & CONS]
  

  Finally, the Nonprofit Corporation operates without the goal of earning a profit and is exempt from taxation – differing fundamentally from the other corporation types in both purpose and structure. Instead of giving profits to owners, any extra money the group makes must go right back into its community work or charity goals.

  
    [image: nonprofit Corp PROS & CONS]
  

  
    Ways for Corporations to Grow and Achieve Competitive Advantage
  

   

  Limited Liability Company (LLC)

  The next business ownership option is the Limited Liability Company (LLC). This type of business ownership is relatively new, having started in Wyoming in 1977.  In 1978, a partnership was started by 2 guys, but they grew bigger and wanted liability protection. They converted to an LLC in Vermont, and they were one of the first companies to test out how the new LLC model worked for small businesses. They showed that it did and it became available to other states around 1984. Those 2 guys names? (We talked about them earlier!) ……

   

  ……..Ben & Jerry!

  The LLC is a form of business ownership that offers limited liability to its owners and flexible tax treatment. An LLC can be treated as a corporation, partnership, or sole proprietorship depending on the elections made.

  You might want to start an LLC because it offers personal liability protection, meaning your personal assets are usually safe if the business faces legal or financial trouble. It’s also flexible in how you manage and tax the business, allowing profits and losses to pass directly to your personal tax return, avoiding double taxation like a corporation. Additionally, it has fewer formalities and paperwork compared to corporations, making it simpler to operate while still appearing professional.​ Many celebrities and athletes, such as Beyoncé with Parkwood Entertainment LLC, also use LLCs to manage their brand and assets efficiently.​

  
    [image: LLC pros and cons]
  

  To form an LLC, documents have to be filed and filing fees have to be paid in the state where the business is organized. Different states have different laws; with California considered to have the strictest LLC laws (high filing fees, strict naming rules, minimum $800 in annual taxes regardless off income, and detailed record keeping requirements). Wyoming, in contrast, has some of the loosest laws with low fees, no state income tax, strong privacy protections, and flexible management structures. These differences affect how LLC’s operate and maintain compliance in each state.

   

  Franchising

  Another ownership type is the Franchise. This is not a partnership in the traditional sense but operates using a partner-like model. Franchising is less risky because it offers access to a proven business system and product. Franchising is one of the most popular ways of operating a business. 820,000 US businesses (2025) are franchised.

  
    Franchise Key Terms
  

  
    Many businesses can be franchised across various industries. Common examples include:​

    
      	Food and Beverage: McDonald’s, Subway, and Dunkin’​

      	Retail: 7-Eleven, Ace Hardware, and The UPS Store​

      	Fitness and Health: Anytime Fitness, OrangeTheory Fitness​

      	Education and Childcare: Kumon, Mathnasium​

      	Cleaning and Maintenance: Servpro, Molly Maid​

      	Real Estate: RE/MAX, Century 21​

    

  

   

  Almost any business with a proven, replicable model and brand can be franchised​.

  In 1965, 17-year-old Fred DeLuca needed money for college. A family friend, Dr. Peter Buck, had a wild idea: open a sandwich shop. He threw in $1,000 and became Fred’s business partner – and just like that, one of the top 10 franchises in the world was born…..

  [image: Fred Deluca - SUBWAY]
 Their first location opened in Bridgeport, Connecticut, and the two set an ambitious goal: 32 stores in 10 years. Fred quickly learned the essentials: good food, great service, low costs, good locations. Pretty much the same formula Subway still runs on today.

  By 1974, they had 16 shops across Connecticut. With their 32-store goal slipping out of reach, they decided to start franchising. That move launched Subway into one of the biggest fast-food empires in the world.

  
    
      
        Example: To franchise a Subway, you’ll need to:​
      

    

    
      
        	Submit an application: Start on the Subway franchise website.​

        	Financial requirements: Have a net worth of $80,000-$310,000 and liquid assets of at least $30,000.​

        	Training: Complete Subway’s training program.​

        	Sign agreements: Review and sign the Franchise Disclosure Document (FDD) and franchise agreement.​

        	Secure a location: Find an approved location for your store.​

        	Set up: Build and equip your Subway with guidance.​

      

    

  

   

  Franchising in Today’s Economy

  Opportunities for franchise growth can be greater in foreign countries because competition is less intense and markets are less saturated than in the United States. ​ Differences in culture, language, laws, demographics, and economic development require adjustments in business methods.​ African Americans, Hispanics, Asian Americans, and Native Americans make up close to 40% of the population and now own about 30% of franchises.

   

  
    
      
        POLLING ACTIVITY
      

    

    
      
        Which factor do you believe is the most important to ensure the success of the franchise you are about to purchase?​
      

      
        	The willingness to work hard​

        	A firm understanding of the risks involved​

        	Careful research​

      

    

  

  
    Answers will vary.​
  

  
    The most successful franchisees are entrepreneurs who engage in all of the following: do careful research, understand the risks involved, and are willing to work hard.
  

   

  DO YOU LOVE THIS?

  
    Consider making it your career!
  

   

  
    
      
        
          EXTRA LEARNING RESOURCES
        

      

      
        
          
            Infographic
          

          
            Mind Map
          

          
            Slide Deck
          

          
            Video Overview
          

          
            Podcast
          

        

      

    

     

  

  

  




  
  





CH 4 - Management


  
  The Make-or-Break Factor in Every Business

  
    [image: ]
  

  Picture this: You’ve landed your dream job. The company is exciting, the pay is good, and you were thrilled on day one. But six months later, you’re dreading Monday mornings. The work hasn’t changed. The pay hasn’t changed. So, what has?

   

  Your manager has.

  Here’s a sobering reality. Studies show that the number one reason employees quit their jobs isn’t pay. It’s their manager. That means every year, billions of dollars walk out the door not because of bad products or tough markets, but because of bad management. Companies lose their best people not to competitors, but to poor leadership sitting one desk away.

  
    That’s the power of management done right.
  

  Now flip that around. Think about the best boss you’ve ever had or ever heard of. Chances are they didn’t just tell people what to do. They inspired them. They had a vision. People wanted to follow them.

   

  How many of you plan to have a job someday, and how many of you plan to keep it? Better yet, how many of you plan to lead others someday?

  Whether you end up in marketing, finance, healthcare, or running your own business, one truth cuts across every industry: people don’t leave companies. They leave managers. And the good news? Great management is a skill, and like any skill, it can be learned.

  That’s exactly what this chapter is about.

  

  what management is → how it works → how people are led and motivated

   

   

  
    
      I. Why Management Matters
    
  

  
    	Universal application across all business functions

    	Connects economics, psychology, ethics, and strategy

    	Real-world decision-making relevance

  

  

  
    
      II. The Management Hierarchy
    
  

  
    	Top, middle, and first-line management roles

    	How responsibility and planning differ at each level

  

  

  
    
      III. The Four Core Functions of Management
    
  

  
    	Planning

    	Organizing

    	Leading

    	Controlling

  

  

  
    
      IV. Planning in Depth
    
  

  
    	Strategic, tactical, and operational planning

    	Mission statements: purpose and best practices

    	SWOT Analysis as a planning tool

    	Strategic goals and implementation

    	Contingency planning

    	Short story hook: Blockbuster vs. Netflix

  

  

  
    
      V. Essential Management Skills
    
  

  
    	Technical skills

    	Human skills

    	Conceptual skills

    	How skill priorities shift across management levels

  

  

  
    
      VI. Organizing the Business
    
  

  
    	Organization charts

    	Centralized vs. decentralized structures

    	Span of control

  

  

  
    
      VII. Leading and Motivating
    
  

  
    	
      A. Theories of Motivation
      
        	Maslow’s Hierarchy of Needs

        	Theory X vs. Theory Y (McGregor)

        	Expectancy Theory (Vroom)

        	Equity Theory (Adams)

      

    

    	
      B. Modern Motivation Practices
      
        	Work/life balance and company culture

        	Nontraditional employee benefits

        	Job enrichment (with examples)

      

    

  

  

  
    
      VIII. Leadership Styles
    
  

  
    	Democratic

    	Autocratic

    	Free-rein (Laissez-faire)

    	Characteristics of effective leaders

  

  




  
  








  
  Introduction to International Business

  “Made in Where?”

  Take a second and look at what you’ve got on you right now. Flip over your phone, check the tag on your hoodie, glance at the bottom of your water bottle. Where was it made?

  If you checked a few things, you probably noticed the same countries popping up over and over. That’s not a coincidence. Some countries are just better at making certain things, whether it’s because of cheaper labor, available materials, or government support for specific industries.

  So here’s something to think about: Why does that happen? What does a country need to be the go-to source for electronics, or clothing, or steel? And what does it mean for you as someone who buys these products, and someday, someone who works in an economy shaped by them?

  The takeaway: International business isn’t some abstract boardroom concept. It’s your AirPods, your Nike Dunks, and your IKEA desk. It’s already part of your life, and this chapter will help you understand why.

  
    [image: Why is this important?]
  

  International business isn’t about becoming a CEO …. it’s about understanding how the world works, because the world you’re entering is global whether you choose it or not.

  
    
      Why Companies Go Global
    
  

  
    
      Measuring the Impact of Global Trade
    
  

  
    
      Strategies for Reaching Global Markets
    
  

  
    
      Barriers to International Trade
    
  

  
    
      The Free Trade Movement
    
  

  
    
      The United States in Global Trade
    
  

  
    
      Key Vocabulary
    
  

   

  Extra Learning Resources:

   

  
    https://csuohio-my.sharepoint.com/personal/2594552_csuohio_edu/_layouts/15/embed.aspx?UniqueId=ff26f433-abf7-46eb-8fd7-9da7a3c84b56&nav=%7B%22playbackOptions%22%3A%7B%22startTimeInSeconds%22%3A0%7D%7D&embed=%7B%22ust%22%3Atrue%2C%22hv%22%3A%22CopyEmbedCode%22%7D&referrer=StreamWebApp&referrerScenario=EmbedDialog.Create
  

   

  
    https://csuohio-my.sharepoint.com/personal/2594552_csuohio_edu/_layouts/15/embed.aspx?UniqueId=8d864726-0010-405d-86b8-9f2c5f95ba1c&nav=%7B%22playbackOptions%22%3A%7B%22startTimeInSeconds%22%3A0%7D%7D&embed=%7B%22ust%22%3Atrue%2C%22hv%22%3A%22CopyEmbedCode%22%7D&referrer=StreamWebApp&referrerScenario=EmbedDialog.Create
  

  NotebookLM Mind Map

  This is the Mind Map from the uploaded file:

  
    [image: ]
    NotebookLM Mind Map

  

   

  




  
  





CH 6 - Economics


  
  Economics: Why Everything Costs So Much and Who Decided That

  
    
      You are standing in line for a concert. The ticket face value was $85. By the time you checked out on Ticketmaster, it was $200. By the time you looked on StubHub the night of the show, someone was asking $450 for the same seat.

    

  

  
    
      Nothing about the concert changed. Same artist. Same venue. Same seat. So why did the price triple?

    

  

  
    
      Or think about this. Gas prices were relatively stable for months, then one week they jumped 40 cents overnight. Nobody announced a shortage. Nobody warned you. It just happened.

    

  

  
    
      Or this one. Your parents tell you they paid $400 a semester for college. You are paying 20 times that. The buildings are the same. The professors are still just people standing at the front of a room talking. So, what happened?

    

  

  
    
      These are not random events. They are economics in action. And once you understand the forces behind them, the world starts to make a whole lot more sense.

    

  

  
    
      Economics is not just a class you have to pass. It is the invisible rulebook that governs every price tag, every job market, every financial decision you will ever make. Understanding it does not just make you a better student. It makes you a smarter consumer, a more informed citizen, and honestly, just a person who is harder to rip off.

    

  

  
    
      Let’s get into it.

      
        I. What Is Economics and Why Should You Care?
      

      
        	Microeconomics vs. Macroeconomics

      

      
        II. Scarcity and Trade-offs: The Foundation of Everything
      

      
        	Unlimited wants, limited resources 

        	Trade-offs and opportunity cost

      

      
        III. Supply and Demand: The Engine of the Economy
      

      
        	Driving factors of Supply / Demand

        	Equilibrium

      

      
        IV. Types of Economic Systems
      

      
        	Command Economy, Market Economy, Mixed Economy

      

      
        V. Competition and Market Structures
      

      
        	Perfect competition, monopoly, oligopoly, monopolistic competition

      

      
        VI. The Role of Government in the Economy
      

      
        	Why governments get involved 

        	Taxes, regulations, and public goods 

        	Brief intro to fiscal policy: government spending and taxation

      

      
        VII. Macroeconomics: The Big Picture
      

      
        	GDP: what it is and why it matters 

        	Unemployment: types and what they mean 

        	Inflation: what it is, why it happens, and why your dollar buys less than it used to

      

      
        IX. Personal Economics: What This Means for You
      

      
        	How economic principles show up in your everyday financial decisions

        	Budgeting as an economic choice

        	Interest rates, student loans, and the cost of borrowing

        	Why understanding economics makes you a smarter consumer, worker, and citizen

      

    

  

   

  

  
    Closing Thought
  

  Every price tag you have ever looked at, every job you will ever apply for, every loan you will ever consider, every political debate you will ever hear about taxes or spending or trade, all of it runs on economic principles.

  Scarcity is real. Choices have costs beyond their price tags. Markets respond to incentives in predictable ways. Governments step in when markets fall short. Economies rise and fall in cycles. And every personal financial decision you make is a small piece of a much larger system.

  Economics is not a subject you study and forget. It is the operating system running underneath your financial life, the job market you are entering, the prices you pay every day, and the policy debates that will shape the world you live in for decades to come.

  Understanding it does not just make you a better student. It makes you a smarter, more empowered person.

  And that is worth a lot more than any price tag.

  




  
  





CH 7 - Finance


  
  Why Finance Matters

  A Kid, Some Stock, and a Big Lesson

  Picture this: an 11 year old kid takes his savings and buys three shares of stock. The price goes up a little, he gets excited, and sells them for a small profit. Smart move, right?

  Not quite. [image: Warren Buffett story decorative imagery]

  That kid was Warren Buffett, now one of the wealthiest people in the world. Those shares he sold for a quick $2 profit? They eventually climbed to $200 each. By selling too early, he missed out on hundreds of dollars in gains, and that was just three shares.

  The lesson he never forgot: patience and thinking long term almost always beats chasing a quick win.

  Buffett went on to become one of the greatest investors in history, and it all started before he was even a teenager. So what is stopping you?

  

  Why Should You Care About Financial Markets?

  You might be thinking, “I am 18, I have no money, this does not apply to me yet.” But here is the truth: the decisions you make (or don’t make) about money in your early 20s will shape your financial life for decades.

  Here is what understanding financial markets can do for you:

  Smart Investing — Did you know that students who invest just $10 a week in their early 20s could have over $1 million by retirement? Small amounts add up faster than you think when you start early.

  Retirement Planning — Retirement feels impossibly far away right now. But the earlier you start, the less you actually have to save. Waiting even 10 years to start can cost you hundreds of thousands of dollars down the road.

  Economic Awareness — When the news talks about the Fed raising interest rates or the stock market crashing, do you know what that means for your future car loan, rent, or job prospects? Understanding finance helps you make sense of the world around you.

  Avoiding Scams — Financial scams target young people constantly, from sketchy investment apps to “guaranteed return” schemes. Knowing how real financial markets work is your best defense against losing money to fraud.

  Career Opportunities — Finance is not just for Wall Street. Marketing, healthcare, tech, sports, entertainment — every industry runs on money. Understanding finance makes you a stronger candidate in almost any career path.

  

  The Bottom Line

  You do not need to be rich to start thinking about money. You do not need to be a math genius or a business major. You just need to understand the basics of how the financial world works, because it affects every single one of us whether we pay attention to it or not.

  Buffett started at 11. You are already ahead of where he was when he made his biggest early mistake.

  
    Let’s make sure you don’t make the same one.
  

   

  
    Unit 1: The Financial System (The Big Picture)
  

  
    Unit 2: Financial Institutions (Who Runs the System?)
  

  
    Unit 3: Investing in Securities (Your Money, Your Choices)
  

  
    Unit 4: Managing Risk (Protecting Yourself)
  

  
    Unit 5: The Future of Finance (Where It’s Headed)
  

   

  Key Vocabulary

   

  
    
      EXTRA LEARNING RESOURCES

    

    
      Mindmap

      Infographic

      Podcast

      Video Overview

      Slide Deck

    

  

   

  




  
  





CH 8 - Accounting


  
  
    Imagine you’re invited to play the most high-stakes poker game in the world. The buy-in is your entire life savings. You sit down, and you realize… you don’t know the rules. Everyone else is speaking a language you don’t understand, and they are taking your money while you smile and nod.

    
      [image: ]
    

  

  
    In the world of business, that language is Accounting. If you don’t know it, you aren’t a player, you’re just a spectator watching someone else spend your money. Even if you want to be a YouTuber, a doctor, or a high-end designer, if you can’t read a profit and loss statement, you’re just an employee for someone who can.

  

   

  Accounting aims to provide users with relevant and timely information to help them make good economic decisions.

  The Warren Buffett quote. “Accounting is the language of business,” emphasizes that you can’t play the game if you don’t know how to read the scoreboard. It positions accounting as a vital skill rather than a chore. Essentially, it’s like keeping a detailed record of all the money that comes in and goes out, which helps make better financial decisions.

   

  
    Who does it? 
  

  
    Branches of Accounting
  

  
    Ethics
  

  
    Accounting Terms
  

  
    Do you want to make this a career?
  

  
    Don’t want to make this a career?
  

   

  
    
      
        EXTRA LEARNING RESOURCES
      

    

    
      
        Infographic
      

      
        Mind Map
      

      
        Slide Deck
      

      
        Video Overview
      

      
        Podcast
      

    

  

   

  




  
  





CH 9 - Marketing


  
  Introduction

  You follow your favorite creator on Instagram. You wear a certain brand of shoes. You have a go-to fast food order you never switch from. None of that happened by accident. Someone planned it. That’s what this chapter is about.

  By the time you turn 18, you’ve already seen an estimated 40 million ads. You’ve been marketed to your entire life. This chapter is your chance to finally understand how it works and why it works on you.

   

  Marketing is basically how businesses get your attention, convince you something is worth your money, and keep you coming back. It’s not just ads. It’s everything from TikTok trends to packaging to how easy it is to check out online.

   

  
    Chapter Summary

    Marketing is how businesses connect products with people. It starts with understanding your customer, figuring out what they value, and then building a plan to reach them. From segmenting the market to crafting the right mix of product, price, place, promotion, and people, every piece of marketing works together toward one goal: building real, lasting relationships with customers.

    As the world changes, marketing changes with it. Sustainability, social responsibility, and digital platforms are reshaping how brands communicate. Understanding these fundamentals gives you a foundation for navigating any industry you end up in.

  

   

   

  
    Chapter Outline
  

  
    	1. What Is Marketing? – Definition, types, and goals

    	2. Utility in Marketing – The four types of value

    	3. Customer Relationships – CRM, satisfaction, and loyalty

    	4. Value: Perceived vs. Actual – What customers think vs. what they get

    	5. The Marketing Plan – What it is and how to build one

    	6. Market Segmentation – Finding and grouping your customers

    	7. The Marketing Mix (5 Ps) – Product, Price, Place, Promotion, People

    	8. Marketing and Society – Social responsibility and green marketing

  

  
    [image: MKT MindMap]
  

  
    [image: MKT infograph]
  

   

  
    Closing Notes
  

  You started this chapter as a consumer. You finish it as someone who understands the game. Next time you reach for a product, notice the price, the packaging, the placement, and the story being told. Marketing is everywhere. Now you can see it.

  Every brand you love had a strategy behind it. Every ad that made you laugh, feel something, or pull out your wallet was built on the concepts in this chapter. Whether you end up in business, art, tech, or something else entirely, knowing how marketing works will make you sharper in all of it.

  




  
  





CH 10 - OSM


  
  




  
  





CH 11 - IST


  
  Information Systems

  
    [image: IT in your life]
  

  You checked your phone this morning. Your bank already knew you woke up. Netflix already knew what you’d watch tonight. Amazon already has a box ready to ship before you even know you want it. That’s not magic. That’s information systems.

  The jobs you will have in five or ten years will rely even more on data, technology, and systems than they do today. Understanding information systems now is not about becoming a tech expert. It is about being ready for the future of business.

  Information systems turn data into decisions.

  And in business, better decisions win.

  

  
    Outline
  

  
    	
      
        What Is an Information System?
      
    

    	
      
        Types of Information Systems
      
    

    	
      
        Data vs. Information vs. Knowledge
      
    

    	
      
        Hardware and Software Basics
      
    

    	
      Networks 
    

    	
      
        Databases
      
    

    	
      
        Cybersecurity and Privacy
      
    

    	
      
        Ethical and Social Issues in IS
      
    

    	
      
        IS in the Real World
      
    

  

  

  
    Closing
  

  Information systems are the backbone of every organization running today. Understanding how data moves, gets stored, and turns into decisions gives you an edge in any career you choose. You’re already living inside these systems.

  Now you know how they work.

  …and the individuals who understand how information flows through a business will always have an advantage over those who don’t.

  




  
  





CH 12 - MBA


  
  
    The MBA
  

  Everything you need to know about the degree that could change your career

   

  Picture this: you graduate with your bachelor’s degree, work for a few years, and then go back to school for two more years. At the end, you walk out with a degree that could bump your salary by $40,000 or more. Sound worth it? That’s the basic pitch for an MBA.

  MBA stands for Master of Business Administration. It’s a graduate-level degree designed to sharpen your business skills, build your network, and open doors to higher-level jobs and bigger paychecks. Think of it as a serious upgrade from your undergraduate degree.

  But here’s the thing: most people don’t go straight from undergrad into an MBA program. You usually work for a few years first, figure out what you want to do with your career, and then head back to school with a plan. This mini-chapter will walk you through everything you need to know, so that when the time comes, you’re ready.

  	Why Does This Matter to You NOW? If you’re just starting out, an MBA might feel like a lifetime away. But understanding it now helps you make smarter decisions from day one, like what jobs to take, what skills to build, and how to set yourself up for the fast track.
 
  

  

  
    1. 
    
      MBA 101: The Basics
    
  

  
    2. The Money Talk
  

  
    3. What You Actually Learn
  

  
    4. The Application Process 
  

  
    5. The MBA Experience
  

  
    6. Is It Worth It? 
  

  
    7. How to Start Thinking About It NOW
  

  

  

  
    
      
        Chapter Recap / Key Takeaways
      

      • An MBA is a graduate business degree that can significantly boost your salary, expand your network, and open doors to leadership roles.
 • Most programs take 2 years and require prior work experience. There are also part-time and online options.
 • Top MBA grads in consulting, finance, and tech can earn $150,000 to $200,000+ right out of school.
 • The core curriculum covers finance, marketing, strategy, operations, and leadership. Electives let you specialize.
 • Getting in requires strong test scores (GMAT/GRE), work experience, compelling essays, and recommendations.
 • An MBA is worth it for career changers, future leaders, and people targeting high-paying industries. It’s not for everyone.
 • Start preparing now by building leadership experience, keeping your GPA solid, and exploring programs that fit your goals.

    

    

  

  Words to Know

  
    Glossary
  

  

   

  

  
    💡 Discussion Questions
  

  
    	What career goals might make an MBA worth the investment for you personally?

    	Looking at the salary data, which industry would you want to target with an MBA and why?

    	What are the biggest risks of getting an MBA? What would you need to know before committing?

    	If an MBA is not the right path, what other options could help someone advance their career?

    	What steps could you start taking RIGHT NOW to set yourself up for a strong MBA application someday?

  

   

  




  
  





CH 13 - Ethics


  
  Ethics in Business POLL

  https://create.kahoot.it/details/0589fab3-6191-41e0-bd15-ffb0833b35d4

   

  Welcome to the Gray Area
 This poll presents 10 different ethical scenarios – ranging from workplace dilemmas to everyday life – each with multiple possible solutions. You’ll quickly notice that there isn’t one “correct” answer; every path can be justified depending on your perspective.

  Why This Matters
 As you look at the results, you’ll see a wide spread of opinions. This is the first and most important lesson in Ethics: it is rarely black and white. The workplace scenarios are particularly relevant because your classmates are your future coworkers, managers, and subordinates. These results prove that even among peers, we all approach difficult situations differently.

  Defining the Indefinable
 While Ethics is formally defined as a set of moral principles; a philosophy on how to live a “good” life or distinguish right from wrong; it is rarely a settled subject. Because it is rooted in deeply held beliefs, people are often passionate about their stances, yet a universal consensus remains unattainable.

  
    
      
        Ethics is not a manual; it’s a conversation.
      
    

  

  What is certain is that you will face ethical dilemmas throughout your career. By investigating Ethics in this chapter, we aren’t just looking for right answers; we are preparing you for the inevitable moment when you have to make a tough call of your own.

  




  
  





CH 14 - Professional Development
Building Your Professional Edge


  
  
    
      Here is a true story.
    

    Two graduates applied for the same entry-level marketing job. Same GPA. Same major. Same university. One got the offer in 48 hours. The other never heard back.

    The difference? Before the interview, one of them had researched the company, connected with an employee on LinkedIn, and sent a clean, professional follow-up email the same day. The other sent a reply-all email with a typo in the subject line.

    
      Technical skills got them both the interview. Professional skills decided who got the job.
    

  

  
    [image: decorative]
  

   

   

   

  That is what this module is about. Not the textbook stuff, but the real-world skills that will actually get you hired, help you keep the job, and set you apart from everyone else who has the same degree.

   

  Module Title: Building Your Professional Edge

  
    	
      What Does “Professional” Even Mean?
    

  

  
    	  What is professional development and why it matters

    	  The relationship between personal growth and career success

    	  Growth mindset vs. fixed mindset in a business context

    	First impressions and personal brand

    	The role of reputation (online + offline)

  

  2. Personal Branding (Your Career Identity)

  
    	What is a personal brand?

    	Identifying strengths, skills, weaknesses, and skill gaps

    	Creating a consistent image (online + in person)

    	Introduction to LinkedIn profiles

    	Digital footprint: what employers actually look up

  

  

  
    III. Communication Skills That Actually Matter
  

  
    	Digital communication etiquette (Slack, Teams, email) 	Email etiquette (this is HUGE for this age group)



    	Basic presentation skills (confidence, clarity, body language)

  

  

   

  
    	
      Networking (Without Making It Weird)
    

  

  
    	What networking actually is (not just “schmoozing”)

    	How to start a conversation professionally

    	Building relationships with professors and classmates

  

  

  
    	
      Workplace Skills & Habits
    

  

  
    	Basic workplace expectations (punctuality, accountability, communication)

    	Professional conduct and workplace norms

    	  Business etiquette (meetings, dress, punctuality)

    	Time management and meeting deadlines

    	Reliability and accountability

    	Teamwork and collaboration

    	Problem-solving and initiative

    	Handling conflict professionally

    	  Avoiding burnout and work-life balance

    	  Productivity tools and technology

    	Prioritization methods (Eisenhower Matrix, time blocking)

  

  

  
    	
      Career Exploration & Goal Setting
    

  

  
    	Difference between a job, career, and calling

    	Exploring industries and roles

    	Internships and why they matter

  

  
    	Reading job descriptions and industry trends

    	The role of certifications and continuing education

  

  ·

  
    VII. Professional Etiquette
  

  
    	Workplace manners (meetings, email, dress codes)

    	Virtual etiquette (Zoom, Teams, etc.)

    	Social media boundaries

    	Respect, inclusivity, and cultural awareness

  

  

  
    VIII. Lifelong Learning & Growth
  

  
    	Why learning doesn’t stop after college

    	Certifications, workshops, and upskilling

    	Growth mindset vs. fixed mindset

    	Building adaptability in a changing job market

    	  Staying current in a changing business environment

    	  Lifelong learning resources (courses, conferences, reading)

    	  Adapting to technological change and AI in the workplace

    	  Building resilience and managing career setbacks

  

  




  
  





Who does it?


  
  
    [image: ]
  

  Public accountants prepare tax reports, perform external audits, and give advice to companies.

  Management accountants assist managers and analyze and prepare reports and financial statements.

  Government accountants perform different accounting functions for local, state, or federal government agencies.

  Accountants need expertise in complex subjects. That is why many of them take certified courses. Certified public accountants (CPAs) are certified to audit the accounting records of public and private organizations and to attest to compliance with generally accepted accounting rules. The offices of CPAs may provide one or more of the following accounting services:

  
    	Auditing financial statements

    	Designing accounting systems

    	Preparing financial statements

    	Developing budgets

    	Providing advice on matters related to accounting

  

   

  
    These establishments may also provide related services, such as bookkeeping, tax return preparation, and payroll processing.

  

  






Branches of Accounting


  
  Branches of Accounting

  Financial Accounting involves preparing financial statements that help stakeholders understand their firm’s performance through the years and compare the firm’s performance with that of its competitors. Stakeholders need this information to analyze the financial condition of the firm. Investors compare a company’s financial results to other firms in the same industry.  The major output of financial accounting (balance sheets, income statements, cash flows) provides fundamental information about a company’s past and future financial performance.

  Managerial Accounting provides reports and analysis to managers to help them make informed business decisions. A firm’s performance depends on the accuracy and reliability of this information.

  
    
      Think of it this way: A company has two different audiences that need financial information: people inside the company and people outside it. Each audience gets a different type of accounting.

    

    
      
        Financial Accounting = Reporting to Outsiders

        This is the “official” scoreboard. It’s designed for investors, banks, the IRS, and regulators – people outside the company who want to know: “Is this company healthy? Should I invest or lend money?”

        It follows strict rules (called GAAP) so everyone can compare companies apples-to-apples. Think annual reports, balance sheets, income statements. It looks backward, summarizing what has already happened.

         

        Managerial Accounting = Reporting to Insiders

        This is the internal dashboard. It’s designed for managers and executives who need to make decisions: “Should we launch this product? Where are we losing money? How do we cut costs?”

        No strict rules here – companies report whatever is useful to them. It looks both backward (what happened) and forward (budgets, forecasts, projections).

      

    

  

   

  While a regular accountant looks at your finances to make sure the math adds up and your taxes are paid, a forensic accountant looks at the numbers to find out if someone is lying, stealing, or hiding something. Forensic Accountingis a specialized field of accounting that involves investigating financial records to detect fraud, inefficiencies, and government waste. It combines accounting, auditing, and investigative skills to analyze financial data and uncover misconduct. Forensic accountants work in law enforcement, government agencies, corporations, and firms to protect financial integrity.

  
    
      
        Key Skills Needed
      
    

    To do this job, you need a specific “toolbox”:

    
      	
        Skepticism: They don’t take any document at face value.

      

      	
        Attention to Detail: They find the one-cent discrepancy that leads to a million-dollar theft. They need to be able to verify numbers.

      

      	
        Data Analysis: They use software to scan thousands of transactions in seconds to find patterns.

      

    

  

  
    [image: A few notable examples of Government Waste Scandals where forensic accounting played a key role in exposing financial misconduct]
  

  
    These cases show how forensic accounting plays a vital role in ensuring accountability and preventing misuse of taxpayer money.
  

  






Ethics


  
  
    Ethics in Accounting
  

  Real-world companies have collapsed because of “creative” math. Whether it’s hiding massive debt or faking profits, these scandals prove that accounting isn’t just about numbers—it’s about trust. Because of past disasters, the profession now has a zero-tolerance policy for unethical behavior.

  
    Who Makes the Rules?
  

  Think of these organizations as the “referees” of the financial world:

  
    	The SEC (Securities and Exchange Commission): The government agency with the ultimate legal power.

    	The FASB (Financial Accounting Standards Board): The private group the SEC trusts to write the actual rulebook.

    	GAAP (Generally Accepted Accounting Principles): The “ground rules” themselves.

  

  The Goal of GAAP: To ensure financial statements are clear, honest, and consistent so that everyone, from investors to employees, can trust the data.

   

  
    The “Big Four” Requirements
  

  To follow GAAP, every financial statement must be:

  
    	Understandable: It actually helps people see if the company is healthy.

    	Reliable: Based on objective, verifiable facts (not “gut feelings”)

    	Consistent: Uses the same math methods year after year.

    	Comparable: Formatted so you can easily compare a company’s performance over time.
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        The Most Famous Accounting Disaster: Enron
      

    

    
      If you’ve never heard of Enron, it’s worth a quick look. Watch it explained in one minute.

      In short: Enron hid massive debts and faked profits, fooling investors for years. But here’s the kicker — their accounting firm, Arthur Andersen, actually knew. Instead of blowing the whistle, they helped cover it up, even shredding documents.  Arthur Andersen had been in business for 90 years, survived the Great Depression, and employed 85,000 people worldwide. One series of unethical decisions ended all of it.

      The lesson? Ethical failures don’t only destroy the people who commit fraud. They take down everyone around them too.

    

  

  
    It Can Happen at Any Scale: The Fall of Sam
  

  You don’t need to be at a Fortune 500 company for ethics to matter. Consider Sam.

  Sam landed his first accounting internship at a small, cool sneaker company; free shoes, espresso bar, and skateboarding sponsorships. He was thrilled.

  One Friday, he was reconciling petty cash and found it was off by exactly $5. He checked everything twice but couldn’t track it down. His stressed supervisor shrugged: “Just adjust it. It’s only five bucks.”

  Sam felt uneasy, but he didn’t want to be the intern who made a big deal over nothing. So, he made the adjustment and moved on.

  A month later, an internal audit revealed thousands of dollars missing from the same fund. Someone had been skimming small amounts over time, and the fake “adjustments” had been covering the trail. The audit led straight back to Sam’s report.

  Sam hadn’t stolen anything. But his signature was on the falsified record, and that was enough. His internship was terminated, and the incident followed him through college.

  Sam later said the hardest part wasn’t losing the internship, it was realizing that ethical mistakes don’t always come from greed. Sometimes, they come from going along with something that “seems small.”

  
    
      Key Takeaway

    

    
      In accounting, every dollar counts …. and so does every decision. Ethics isn’t just about avoiding fraud. It’s about having the courage to speak up even when the problem seems minor, especially when someone in authority tells you not to worry about it.

    

  

  Red flags don’t come with warning labels. That’s why your judgment matters from day one.

   

  *Click here to see some current accounting scandals:

  First Brands Group

  






Accounting Terms


  
  
    Cost

    
      What you give up to get something
    

    This is broader than just money. When you spend $10 on a pizza, the cost is $10. But if you use your Saturday afternoon to bake one yourself, the cost includes your time too (even if you paid nothing.)

    The “cost” of anything is everything you sacrifice to get it.

  

   

   

  
    Out-of-Pocket Cost

    
      Money actually leaving your wallet
    

    This is the straightforward one. You pay cash (or resources) and it’s gone.

    Example: You open a coffee shop and pay $2,000/month in rent, $500 for supplies, and $1,200 in employee wages. All of these are out-of-pocket costs; real dollars flowing out.

  

   

   

  
    Implicit Cost

    
      What you gave up that doesn’t show up on a receipt
    

    It’s the opportunity cost of using your own resources instead of the next best alternative.

    Example: You quit your $60,000/year job to run your own bakery. The bakery earns $50,000 profit. Looks good on paper, but you implicitly lost $60,000 in salary you could have earned. That forgone salary is an implicit cost. Your bakery is actually costing you money when you factor it in.

    Another example: You use a building you own for your business instead of renting it out for $1,500/month. That $1,500 you’re not collecting is an implicit cost.

  

   

   

  
    Fixed Costs

    
      Costs that don’t change no matter how much you produce
    

    These are the bills you pay whether you’re slammed with orders or sitting idle.

    Example: Your bakery pays $3,000/month in rent. It doesn’t matter if you bake 10 cakes or 1,000 cakes that month, rent is still $3,000. Same goes for insurance, equipment loans, or a salaried manager’s pay.

    The “relevant range” part just means this holds true within normal operating levels. If you somehow needed to rent a second building, your fixed costs would jump.

  

   

   

  
    Variable Costs

    
      Costs that rise and fall with how much you produce
    

    The more you make, the more these cost. The less you make, the less they cost.

    Example: Every cake at your bakery requires flour, eggs, and butter. If you bake 100 cakes, you buy 100 cakes worth of ingredients. If you bake 500 cakes, you buy 5x the ingredients. Labor for hourly workers works the same way: more production means more hours, means more wages.

  

   

   

  
    
      Direct Costs
    

    
      Costs you can point straight at a specific product
    

    These are easy to trace. You look at a sneaker and say “yep, that cost came from making this shoe specifically.”

    Examples:

    
      	The leather used to make the shoe → direct cost

      	The rubber sole attached to that shoe → direct cost

      	The worker hours spent stitching that specific shoe → direct cost

    

    If the cost disappears when you stop making that product, it’s almost certainly a direct cost.

  

   

   

  
    
      Indirect Costs
    

    
      Costs that keep the whole operation running, but can’t be pinned to one product
    

    These are trickier. They’re real costs, but they benefit everything you make, not just one specific product.

    Examples:

    
      	The factory’s electricity bill → powers the whole building, not just one sneaker

      	The factory manager’s salary → oversees all products

      	Rent on the building → shelters every product you make

      	Cleaning supplies → used everywhere

    

    You can’t look at a sneaker and say “this shoe used exactly $4.17 of electricity.” So indirect costs have to be estimated and spread across all your products, which is where things get complicated.

  

  
    
      
        The Problem Indirect Costs Create
      

    

    
      The old simple approach was to just take all indirect costs and spread them evenly across everything you make. For example: “We spent $100,000 on overhead this year and made 10,000 sneakers, so we’ll assign $10 of overhead to each shoe.”

      But what if some sneakers are simple and some are incredibly complex, requiring way more machine time, inspections, and special handling? Spreading costs evenly would make the simple shoe look more expensive than it is, and the complex shoe look cheaper than it is. That leads to bad pricing decisions.

      That’s the problem Activity-Based Costing solves.

    

  

   

   

  
    
      Activity-Based Costing (ABC)
    

    
      Assign costs based on what actually drives them
    

    The idea is simple: costs are caused by activities. Instead of spreading indirect costs evenly, you figure out which activities consume resources, and then assign costs based on how much of those activities each product actually uses.

    The process in plain English:

    
      	Identify the activities that cause costs (things like machine setup, quality inspections, shipping, customer service calls, etc.)

      	Assign costs to each activity; figure out what each activity actually costs the business

      	Figure out what drives each activity (called a cost driver)  – for example, machine setups are driven by the number of setups, inspections are driven by number of inspections, etc.

      	Assign costs to products based on how much of each activity that product actually uses

    

    The Big Takeaway

    Think of it like splitting a dinner bill. The old way is everyone pays equally. ABC is everyone pays for what they actually ordered. It’s fairer, and it leads to smarter business decisions around pricing, which products to push, and where you’re actually making (or losing) money.

  

  
    
      The McDonald’s Example

    

    
      McDonald’s is actually a perfect real-world case of exactly this problem.

      
        The Setup
      

      For decades, McDonald’s tried to compete with places like Subway and Chipotle by adding healthier, more complex items to their menu (salads, wraps, customizable burgers, fruit parfaits, artisan sandwiches.) On paper, these items had decent profit margins. Looked good in the basic accounting reports.

      
        But here’s what the simple cost reporting was hiding:
      

      Every time a customer ordered a custom salad or a build-your-own burger, it required:

      
        	More ingredients to stock and manage

        	Longer preparation time

        	More staff training

        	More kitchen equipment

        	Slower drive-through lines (which hurt every customer, not just that one)

      

      That last point is huge. A slower drive-through doesn’t just affect the salad, it affects every single burger, fry, and Happy Meal behind it.

      
        What ABC Would Have Revealed
      

      If McDonald’s had fully traced the activities those complex menu items were driving (extra prep time, inventory complexity, slower service speed, staff confusion) the true cost of that salad would have looked a lot less attractive.

      The simple items like fries, Big Macs, and sodas were carrying indirect costs from the complex items without anyone fully realizing it.

      
        What Actually Happened
      

      McDonald’s eventually slashed their menu significantly. They called it a focus on “simplicity and speed.” Franchisee profits went up, drive-through times got faster, and customer satisfaction improved.

      They were essentially doing what ABC teaches: realizing that complex products consume far more resources than they appear to on a basic report, and that sometimes your “profitable” product is secretly cannibalizing your whole operation.

      
        The one-line lesson 
      

      McDonald’s thought the salad was making them money. The salad was actually slowing down the thing that really made them money: fast, simple, high-volume burgers and fries.

      That’s the power of understanding where costs actually come from.

    

  

   

  
    Financial Statements

    Financial accountants prepare three basic financial statements to show the condition and performance of the business – the balance sheet, income statement, and statement of cash flows.  Provide external stakeholders with a view of an organization’s financial condition. Large corporations that publicly trade their stocks must publish an annual report with all three of these statements.

  

   

  
    The Balance Sheet

    A financial statement that reports the financial position of a firm by identifying and reporting the value of the firm’s assets, liabilities, and owners’ equity is the balance sheet. A balance sheet is basically a financial snapshot of a business at one specific moment in time. It answers one question:

    “What does this business own, what does it owe, and what’s left over?”

    They categorize assets (resources owned by the firm) into current assets (property, plant, and equipment) and intangible assets (brand, identity, intellectual property).

    According to the accounting equation, the value of a firm’s assets must equal the sum of the amount of financing provided by owners and financing provided by creditors. In plain English: Everything you own (total assets) = Everything you owe (total liabilities) + What’s actually yours (owner’s equity)

    
      The Three Parts
    

    Assets — everything the business has (cash, equipment, inventory, buildings)

    Liabilities — everything the business owes (loans, accounts payable, accrued expenses)

    Owner’s Equity — the owner’s investment in the business

  

   

  Example: Sam’s Sneaker Shop

  	ASSETS 	 	LIABILITIES 	 
 	Cash 	$5,000 	Bank Loan 	$8,000 
 	Inventory (shoes) 	$10,000 	Accounts Payable 	$2,000 
 	Store Equipment 	$5,000 	Total Liabilities 	$10,000 
 	Total Assets 	$20,000 	Owner’s Equity 	$10,000 
  

  Notice that $20,000 = $10,000 + $10,000. The two sides always balance out, which is exactly why it’s called a balance sheet.

  Think of it like this: if Sam’s Sneaker Shop closed today, sold everything it owns ($20,000), and paid off all its debts ($10,000), Sam would walk away with $10,000. That’s his equity.

   

   

  
    The Income Statement

    The financial statement that reports revenues, expenses, and net income resulting from a firm’s operations over an accounting period is the income statement. Where a balance sheet is a snapshot, an income statement is more like a highlight reel — it covers a period of time (a month, quarter, or year) and answers one question:

    “Did this business actually make money?”

    It’s built on one simple equation:

    Revenue – Expenses = Net Income (Profit or Loss)

    In plain English: Money coming in – Money going out = What you actually made

    The Three Parts

    
      	Revenue — all the money the business earned from selling products or services, and potentially other income flows (ex: rental income)

      	Expenses — all the costs to run the business (rent, salaries, supplies, etc.)

      	Net Income — what’s left over. If it’s positive, you made a profit. If it’s negative, you took a loss.

    

  

  Example: Sam’s Sneaker Shop (January)

  	REVENUE 	 	 
 	Sneaker Sales 	$20,000 	 
 	Total Revenue 	$20,000 	 
 	EXPENSES 	 
 	Cost of goods sold 	$10,000 
 	Rent 	$2,000 
 	Employee Wages 	$3,000 
 	Utilities 	$500 
 	Total Expenses 	$15,500 
 	 	 	 
 	Net Income (Profit) 	$4,500 	 
 	 	 	 	 	 	 
  

  Sam brought in $20,000 but spent $15,500 keeping the shop running, so he walked away with $4,500 in profit for January.

   

  
    
      Balance Sheet vs. Income Statement — What’s the Difference?

    

    
      Think of it this way: the income statement tells you how the game went. The balance sheet tells you where you stand after the game. You need both to get the full picture of a business’s financial health.

    

  

   

   

  
    Statement of Cash Flows

    The financial statement that identifies a firm’s sources and uses of cash in a given accounting period is the statement of cash flows. If the income statement tells you whether you made money, the statement of cash flows tells you whether you actually have money. They sound the same, but they’re not.

    “Where did our cash come from, and where did it go?”

     

    Wait, Isn’t That the Same as Profit?

    Not exactly — and this trips a lot of people up.

    A business can be profitable on paper but still run out of cash. For example, Sam sells $10,000 worth of sneakers to a school on credit. That counts as revenue on the income statement. But if the school hasn’t paid yet, Sam doesn’t actually have that cash in hand. Bills still need to get paid though.

    That’s why the cash flow statement exists — it tracks real cash moving in and out.

     

    
      The Three Parts
    

    
      	Operating Activities — cash from the everyday business of selling products or services

      	Investing Activities — cash spent on or earned from long term assets (like buying equipment or a building)

      	Financing Activities — cash exchanged with lenders or owners (like taking out a loan or paying it back)

    

     

  

   

  
    Simple Example: Sam’s Sneaker Shop (January)
  

  	OPERATING ACTIVITIES 	 	 
 	Cash collected from customers 	$18,000 	 
 	Cash paid for inventory 	($8,000) 	 
 	Cash paid for rent 	($2,000) 	 
 	Cash paid for wages 	($3,000) 	 
 	Cash paid for utilities 	($500) 	 
 	Net Cash from Operations 	$4,500 	 
 	INVESTING ACTIVITIES 	 
 	Purchased new display shelving 	($2,000) 
 	Net Cash from Investing 	($2,000) 
 	FINANCING ACTIVITIES 	 	 
 	Loan payment to bank 	($500) 	 
 	Net Cash from Financing 	($500) 	 
 	 	 	 
 	Net Change in Cash 	$2,000 	 
 	Cash at Start of January 	$3,000 	 
 	Cash at End of January 	$5,000 	 
 	 	 	 	 	 	 	 	 
  

   

  
    Are you happy with the cash flow trends as seen in this statement?
  

   

  
    
      Key Takeaway

    

    
      
        The Big Three, Side by Side
      

      	Statement 	Answers 	Covers 
 	Balance Sheet 	What do we own and owe? 	One moment in time 
 	Income Statement 	Did we make a profit? 	A period of time 
 	Cash Flow Statement 	Do we actually have cash? 	A period of time 
  

      Together, these three statements give anyone a complete picture of a business’s financial health. Think of them as three different camera angles on the same game.

    

  

   

   

  Other Statements

  In addition to the three major financial statements discussed earlier, firms usually prepare either a statement of retained earnings or a stockholders’ equity statement.

  
    A statement of retained earnings shows how retained earnings have changed from one accounting period to the next. It answers one question:

    “How much profit has the business kept over time?”

    When a business makes a profit, the owner has two choices: take the money out (called a dividend or draw) or leave it in the business to help it grow. The money left in the business is called retained earnings. The statement of retained earnings tracks exactly that.

  

   

  
    The owners’ equity statement shows how net income and dividends affect retained earnings. It also shows changes in common and/or preferred stock, such as the impact from the issuance of additional shares of stock. (For example, stock can be bought back). Think of this as the “retained earnings statement’s bigger sibling.” It covers the same idea but for companies that have multiple owners through stock rather than just one owner.

    “How has the ownership value of this company changed over time?”

    When a company sells stock, people buy small pieces of ownership called shares. Stockholders’ equity is the total value belonging to all those shareholders combined. It goes up when the company makes money or sells more stock, and it goes down when it loses money or pays out dividends.

    The ending total equity from this statement flows directly onto the balance sheet under the equity section. It’s the final piece that ties everything together.

  

   

  
    
      Key Takeaway

    

    
      
        The Full Picture: All Five Financial Statements
      

      	Statement 	Answers 
 	Balance Sheet 	What do we own and owe? 
 	Income Statement 	Did we make a profit? 
 	Cash Flow Statement 	Do we actually have cash? What is happening to cash? 
 	Retained Earnings Statement 	How much profit did we keep? 
 	Owners’ Equity Statement 	How has total ownership value changed? (including the impact of profits, distributions, owner investments, and changes in common / preferred stock) 
  

       

      
        Each one tells a different part of the same story.
      

    

  

   

  
    The Independent Auditor’s Report

    A company’s financial statements need to be put into context. An independent auditor is a certified outside accountant (a CPA firm) that has no connection to the company. They come in, dig through the books, and give an honest opinion on whether the financial statements are accurate.

    U.S. securities laws require publicly traded corporations in the United States to have an independent CPA firm perform an annual external audit of their financial statements. It’s like a seal of approval from an outside expert.  For CPA firms to perform audits with integrity, they must be independent of the firms they audit.

    Verifies that financial statements:

    
      	Are prepared in accordance with generally accepted accounting principles

      	Fairly present the firm’s financial condition

      	Included in the annual report that a firm sends its stockholders

    

  

   

   

  Most auditor reports issue one of three opinions:

  	Opinion 	What It Means 
 	Clean (Unqualified) 	“Everything looks good. The statements are fair and accurate.” 
 	Qualified 	“Mostly fine, but there’s one specific issue we need to flag.” 
 	Adverse 	“These statements are NOT accurate. Do not trust them.” 
  

  The vast majority of reports are clean opinions. Qualified opinions state that the financial condition of a company is still presented fairly. If a company receives an adverse opinion, that’s a massive red flag for investors.

   

  
    
      *Sample Opinion
    
  

   

  
    Why Should You Care?
  

  Remember the Enron scandal from earlier? Arthur Andersen was supposed to be playing this exact role: the independent outside firm keeping Enron honest. Instead, they looked the other way and helped cover things up.

  That’s why auditor independence is taken so seriously today. The whole system only works if the auditor genuinely has nothing to gain by lying.

   

   

  
    Budgeting

    A budget is a management game plan. It lays out how a company expects to get the money it needs and how it plans to spend it over a specific period of time. More than just numbers, a budget forces managers to get specific:

    
      “What exactly are our goals, and what resources do we need to actually achieve them?”
    

  

  
    Why Bother Budgeting?
  

  A good budget does four things for a business:

  
    	Plans ahead — turns big goals into concrete numbers and action steps

    	Gets everyone on the same page — encourages communication between managers and employees

    	Motivates people — gives teams clear targets to work toward

    	Measures progress — lets managers see what’s working and what isn’t

  

  
    Two Ways to Build a Budget
  

  
    	Top-Down Budgeting — upper management creates the budget and hands it down. Fast, but employees may feel left out of the process.

    	Bottom-Up (Participatory) Budgeting — managers and employees at all levels contribute to building the budget. Takes longer, but tends to produce more realistic numbers and better buy-in from the team. This is the more common approach.

  

   

  
    
      *Church example 
    
  

   

  
    
      The Master Budget
    

    A presentation of an organization’s operational and financial budgets is called the master budget. Think of it as the complete financial roadmap for the business: every department, every dollar, all in one place. If the independent auditor’s report is the “seal of approval” on past performance, the master budget is the blueprint for future performance.
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Video Overview 8


  
  
    
    A video element has been excluded from this version of the text. You can watch it online here: https://pressbooks.ulib.csuohio.edu/business-essentials-for-future-professionals/?p=152

  

  






Ways for Corporations to Grow and Achieve Competitive Advantage


  
  
    
      Acquisition
    

    When one firm buys another

    A recent example of a corporate acquisition is the Home Depot purchase of SRS Distribution (the leading distributor of roofing and building products in the US) for $18.3 billion, which was finalized in 2024. This deal significantly expanded Home Depot’s footprint in the construction supply industry and is expected to enhance its supply chain and product offerings​.

    Another example is when Kroger (which owns grocery chains like Fred Meyer and Ralphs) tried to acquire Albertsons (which owns Safeway, Vons, and others) in a deal worth around $25 billion. The FTC blocked it in 2024, arguing it would reduce competition and raise grocery prices for consumers.

    
      Just an example that even when one firm wants to buy another one, sometimes they can’t!
    

  

   

  
    
      Merger
    

    When two formerly independent business entities combine to form a new organization.

    
      A “true merger of equals” where two companies combine to form an entirely new entity with a new name, is actually pretty rare. Most deals are technically acquisitions where one company buys another, even if they call it a merger. The term “merger” gets used loosely in business news to describe both, which can be confusing.
    

    An example of a true corporate merger is Daimler-Benz + Chrysler → DaimlerChrysler.

     

  

   

  
    
      Divestiture
    

    Sometimes corporations restructure by subtraction rather than addition. Divestiture allows companies to streamline their operations and focus on their core businesses. ​ A divestiture is the transfer of total or partial ownership of some of a firm’s operations to investors or to another company. It gets rid of a part of the company that no longer fits strategic plans.

  

   

  A “spinoff” occurs when a company issues stock in one of its own operating units and sets it up as a separate company​. The stock is then distributed to the current owners who now own two companies. In 2025, FedEx spun off a separate publicly traded company – FedEx Freight Division.

   

  In a “carve-out,” the firm converts a particular unit or division into a separate company and issues stock in the newly created corporation to sell to outside investors to raise new capital. In 2018, for example, the parent company Daimler AG carved out Mercedes Benz and Daimler Truck. This strategy works especially well in fast evolving industries like EV or infrastructure.

   

  






Consider making it your career! 3


  
  DO YOU LOVE THIS?

  Consider making it your career!

  Some famous people who majored in Entrepreneurship: Daymond John (Shark Tank Investor and founder of FUBU), the founder of Toms Shoes, the founder of Spanx, the founder of Warby Parker.

  A Business Administration degree is a great choice if you want to own a business. It covers essential topics like management, finance, marketing, and entrepreneurship, providing a strong foundation for running your own company. Other useful degrees include Entrepreneurship, Finance, or Marketing.​

  Majoring in Entrepreneurship​

  Majoring in Entrepreneurship is a great choice for several reasons:​

  
    	Develops Business Skills: It equips you with skills like problem-solving, leadership, and financial management, which are essential for starting and running your own business​​

    	High Earnings Potential: Entrepreneurial skills can lead to creating your own business, which has unlimited earning potential compared to traditional jobs. Graduates with a degree in Entrepreneurship earn an average of $51,885 after four years​​

    	Versatility and Independence: The degree prepares you for various roles, allowing you to be your own boss or pursue different paths in industries such as consulting, sales, or management.​

    	Learning to Innovate: It fosters a mindset of innovation and creativity, helping you identify market opportunities and create new business solutions.​

  

   

  “Entrepreneurship is living a few years of your life like most people won’t, so you can spend the rest of your life like most people can’t.”

  
    This quote highlights the dedication, risk, and hard work required to pursue entrepreneurship, but also the long-term rewards it can bring.
  

  






Franchising Key Terms


  
  Franchise Vocab:

  Franchise: A licensing arrangement under which a franchisor allows franchisees to use its name, trademark, products, business methods, and other property in exchange for monetary payments and other considerations

   

  Franchisor: The business entity in a franchise relationship that allows others to operate its business using resources it supplies in exchange for money and other considerations​

   

  Franchisee: The party in a franchise relationship that pays for the right to use resources supplied by the franchisor

   

  






Franchise Key Terms


  
  Franchise: A business deal where a big, established company lets someone else run a version of their business. The smaller business gets to use the big company’s name, logo, products, and playbook in exchange for fees or a cut of the profits. Example: McDonald’s lets individuals open and run their own McDonald’s restaurants. Those restaurants are franchises.

  Franchisor: The original company that owns the brand and “rents out” the right to use it. They provide the tools, training, and name recognition…. and get paid for it. Example: McDonald’s Corporation is the franchisor. They set the rules, supply the recipes, and collect fees from every McDonald’s location.

  Franchisee: The person or business that pays for the right to run a location under the franchisor’s brand. They’re essentially buying a ready-made business model rather than starting from scratch. Example: If you paid McDonald’s for the right to open and operate your own McDonald’s, you’d be the franchisee.

  Terms & Conditions: The rulebook. This spells out exactly what the franchisee is allowed to use (like the logo, signage, or patented recipes) and what they can’t do with it. Think of it like the fine print when you sign up for an app …. except way more serious. Example: A Subway franchisee can use the Subway logo on their storefront, but they can’t redesign it or use it for anything outside their restaurant.

  Assigned Territory: The specific geographic area where the franchisee is allowed to operate. Often, this comes with exclusivity; meaning the franchisor won’t let another franchisee open up right next door and steal your customers. Example: A Dunkin’ franchisee might be given exclusive rights to operate within a 5-mile radius of their location, so no other Dunkin’ can open nearby.

  
    
      
    
    ​
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    A video element has been excluded from this version of the text. You can watch it online here: https://pressbooks.ulib.csuohio.edu/business-essentials-for-future-professionals/?p=208

  

  






Podcast 3


  
  
    The_Legal_DNA_of_Your_Business.m4a
  

  






Section 1.1


  
  What Is Business, Anyway?

  Before we go any further, let us get on the same page with a few key terms. These are not just vocab words for a quiz. They are the rules of a game you are already playing.

  	Business 	Any organization or activity that provides goods or services in an effort to earn a profit. 
  

   

  	Profit 	Money earned from sales (revenue) minus expenses like materials and salaries. Revenue – Expenses = Profit (or Loss). 
  

  Here is the thing about profit: it is not a dirty word. Profit is what allows businesses to grow, hire people, pay taxes, and yes, take risks on new ideas. No profit, no business. It is that simple.

  	Loss 	What happens when a business spends more than it earns. Every business faces this risk. 
  

   

  	Entrepreneur 	Someone who risks their time, money, and energy to start and run a business. 
  

  
    *Real Talk = Entrepreneurs do not just start businesses for the money. They spot problems and build solutions. Every company you love, from Nike to Netflix, started with someone who saw a gap and took a risk.
  

   

   

  






Section 1.2


  
  Why Business Actually Matters

  So why should you care? Because business affects your everyday life more than almost anything else.

   

  
    Standard of Living vs. Quality of Life
  

  These two ideas sound similar, but they mean different things.

  	Standard of Living 	The quality and quantity of goods and services available to a population. 
  

   

  	Quality of Life 	The overall sense of well-being experienced by an individual or a group. 
  

   

  Business raises both. More businesses competing means more products, lower prices, and better options. And when businesses pay taxes, that money funds schools, roads, hospitals, and public parks. Some companies go even further, actively investing in the communities they operate in.

  
    [image: distinction between the 2]
  

   

  
    A Tale of Two Scenarios
  

   

  Businesses don’t just sell things. They solve problems. And when they solve problems in entirely new ways, something bigger happens: innovation.

  Innovation: Doing something different to create value

  Innovation is not just about technology. It is about introducing a new idea, method, product, or service that creates meaningful change.

  
    [image: Innovation graphic]
  

  Consider Tesla’s bet on electric vehicles in 2008, when most people thought it was a long shot. Or Google launching a search engine in 1998 and completely changing how humans find information. Both were paradigm shifts, meaning they did not just improve on what existed…. they rewrote the rules.

   

  	Think About It What innovations happening right now might change the world in the next 10 years? Artificial intelligence? Clean energy? Biotech? You are living through the next paradigm shift right now.
  
  

   

  
    [Instructor note: Link to current innovation articles here]
  

  






A Tale of Two Scenarios


  
  To see the difference of Standard of Living vs Quality of Life in action, consider how they can diverge:

  Scenario 1: High Standard, Lower Quality

  
    A person lives in a massive mansion in a bustling city, earns a seven-figure salary, and owns three luxury cars. They have the best healthcare and technology money can buy.

    
      BUT, they work 90 hours a week under extreme stress, have zero leisure time, and feel lonely and isolated from family.
    

    
      [image: scenario 1 image]
    

  

  
    	
      Standard of Living:VERY HIGH (Excellent goods/services/wealth).

    

    	
      Quality of Life:LOW (Poor mental well-being/happiness).

    

  

  

  

  Scenario 2: Modest Standard, High Quality

  
    A family lives in a small, simple house in a quiet rural community. They have a modest income that comfortably covers their basic needs (food, utilities, healthcare) but offers few luxuries.

    
      HOWEVER, they work moderate hours, spend evenings with loved ones, feel safe walking their streets, and derive great meaning from their community work.
    

    
      [image: scenario 2 visual]
    

  

  
    	
      Standard of Living:MODEST (Basic necessities/limited luxuries).

    

    	
      Quality of Life:HIGH (Strong well-being/happiness/relationships).

    

  

   

  
    
      Key Takeaway

    

    Think of Standard of Living as the tools you have, and Quality of Life as how happy you are using them.

  

   

  






Section 1.3


  
  The Four Building Blocks of Business

  Every business, from a lemonade stand to Amazon, needs the same four fundamental ingredients to operate. These are called the Factors of Production.

   

  1. Natural Resources

  Inputs that have value in their natural state: land, water, wind, minerals. Note that this does not include finished agricultural products, just the raw stuff from nature.

   

  2. Capital

  Not money (that is a common mix-up). Capital refers to the human-made resources used to produce goods and services: machines, tools, buildings, technology, and information.

   

  3. Human Resources

  Everyone who contributes to an economy: physically, intellectually, and creatively. Worker knowledge and skills are especially important here. A business is only as good as its people.

   

  4. Entrepreneurship

  This is the secret sauce. Entrepreneurship is the process of creating opportunity by pulling the other three factors together. Without someone willing to take a risk and organize resources, nothing happens. This is why entrepreneurs are considered the most critical factor of all.

   

  	Quick Summary Natural Resources + Capital + Human Resources + Entrepreneurship = The engine of every business ever built.
  
  

  
    [image: Factors of Production Infographic]
  

  






Section 1.4


  
  A (Brief, Actually Interesting) History of Business

  To understand where business is today, it helps to know where it came from. American business has moved through five distinct eras, each one a reaction to what came before.

   

  	Era
  	What Was Happening
  
 	Industrial Revolution Mid-1700s to Mid-1800s
  	New machines replaced skilled craftsmen. Factories replaced workshops. People flooded into cities. Everything changed fast, and people were equal parts excited and terrified. 
 	Entrepreneurship Era Late 1800s
  	Giant business empires rose. Railroads, steel, and oil created the first mega-wealthy Americans. Competition was wild and mostly unregulated. 
 	Production Era Early 1900s
  	Mass production became king. Make it fast, make it cheap, sell as much as possible. Customer opinions? Not really the priority. 
 	Marketing Era 1940s onward
  	Businesses finally started listening to customers. The focus shifted from what companies wanted to make to what customers wanted to buy. 
 	Relationship Era Today
  	The goal is not just a sale. It is a loyal customer for life. Happy customers are your best marketing team. 
  

   

  The Industrial Revolution: A Total System Reboot

  From the mid-1700s to the mid-1800s, America industrialized fast. New machines changed how people worked, old jobs disappeared, new ones appeared, and society reorganized around factories. It was exciting, disorienting, and absolutely transformative.

   

  The Entrepreneurship Era: The Original Startup Boom

  In the second half of the 1800s, new technology opened the door to entire new industries. Railroads. Steel. Oil. A small group of entrepreneurs built massive companies and changed everyday life.

  
    	Cornelius Vanderbilt built a railroad empire that connected the country.

    	John Rockefeller dominated the oil industry through Standard Oil.

    	Andrew Carnegie controlled more steel production than any single person in U.S. history.

  

  Competition was fierce, and there were almost no rules yet. It was messy, exciting, and sometimes deeply unfair to workers and consumers, which is exactly why the government eventually stepped in with regulation.

  
    
      
        
          Spotlight: Andrew Carnegie, A Walking Contradiction
        
      

      
        [image: Carnegie Political Cartoon]
      

    

    
      Carnegie started with nothing and became one of the wealthiest men of his era. He revolutionized the steel industry, building factories that made steel faster and cheaper than anyone thought possible.

      But he also crushed labor unions and paid workers as little as possible. He was, by many accounts, ruthless.

      Then, in the final decades of his life, he gave almost all of it away. He funded over 3,000 public libraries, endowed universities, and became one of history’s greatest philanthropists.

      Carnegie Mellon University bears his name. So does Carnegie Avenue in Cleveland. His story raises a question worth sitting with: Can a person do great harm and great good at the same time? Business history is full of people like this.

    

  

  The Production Era: Make It Fast, Make It Cheap

  In the early 1900s, businesses got obsessed with efficiency. Ford’s assembly line became the gold standard. The idea was simple: produce enormous quantities at low cost and sell them to as many people as possible.

  It worked, until it did not. Companies that ignored what customers actually wanted left the door wide open for competitors who did not make the same mistake. The Great Depression and World War II accelerated the shift.

   

  The Marketing Era: It’s Not About What We Want to Make

  Starting in the 1940s, businesses had a realization: customers have power. If your product does not solve their problem, they will find someone else whose does.

  The 1950s economic boom exploded with this new mindset. The economy grew 37% during the decade. Unemployment stayed around 4.5%. Iconic brands launched one after another.

  
    	1940: McDonald’s

    	1945: U-Haul

    	1948: Dick’s Sporting Goods

    	1950: Dunkin’ Donuts

    	1953: Sonic Drive-In

    	1958: Trader Joe’s

    	1962: Walmart

    	1964: Nike

  

  Advertising got smarter too. Instead of just listing product features, ads started selling lifestyles and emotions. The TV show Mad Men captures this era perfectly, if you want a vivid (and sometimes uncomfortable) look at 1960s marketing culture.

   

  The Relationship Era: Your Customer Is Your Marketing Team

  Today, the smartest businesses are not just chasing transactions. They are building relationships. A loyal customer who tells their friends about you is worth far more than a one-time buyer. Social media has made this even more powerful, and more complex.

   

  	Lisa Masiello, Technology Entrepreneur “Happy customers are your biggest advocates and can become your most successful sales team.”
  
  

   

  






Section 1.5


  
  The World Business Operates In

  No business exists in a vacuum. Every company operates within multiple overlapping environments, and what happens in those environments shapes every decision a business makes.

   

  The Economic Environment

  Example: The bipartisan CHIPS and Science Act (2022) invested billions in U.S. semiconductor manufacturing to strengthen the American tech supply chain. One law, massive ripple effects across dozens of industries.

  Governments actively shape the economic environment through legislation, spending, and regulation. A key feature of the U.S. economy is the ability to enforce contracts, meaning if someone agrees to do something in writing, there are legal consequences for backing out.

  Economic instability, corruption, and unethical business practices can damage the entire environment, not just individual companies. The economy is connected.

   

  The Competitive Environment

  Global competition has never been more intense. To win, businesses focus on creating value, meaning the benefits of a product must be equal to or greater than what the customer pays.

  Speed-to-market matters too. The faster a company can move from idea to product in customers’ hands, the bigger the competitive advantage.

   

  	Leading Edge 	Bleeding Edge 
 	Innovative AND reliable enough to use now. Risk level: Lower
 Examples: First iPhone, cloud computing in the 2010s, AI plagiarism detection tools.
  	So new it is experimental and often unstable. Early adopters may “bleed” money. Risk level: Very High
 Examples: VR classrooms in 2016, blockchain for everything, quantum computing for startups today.
  
  

   

  
    [Instructor note: Link to relevant article, e.g., Tesla Optimus Prototypes]
  

   

  The Technology Environment

  Digital technology has not just changed business. It has remade it entirely. New industries emerge constantly while others become obsolete.

  	E-Commerce 	Business transactions conducted online, typically via the internet. 
  

  E-commerce growth was already accelerating before 2020. Then the COVID-19 pandemic hit, and online shopping exploded almost overnight. Businesses that had not invested in digital channels scrambled to catch up. Many did not make it.

  

  The Social Environment

  Business does not happen in a cultural vacuum. The values, attitudes, customs, and beliefs of a society directly shape what people buy, who they buy from, and what they expect from companies.

  	Demographics 	Measurable characteristics of a population: size, density, age, gender, race, and more. 
  

   

  Key social trends businesses are navigating right now:

  
    	Increasing diversity in the workforce and customer base.

    	An aging population (more retirees, different product needs).

    	Rising worker expectations around flexibility, pay, and purpose.

    	Growing demand for ethical business practices and social responsibility.

  

   

  The Global Environment

  Technology and free trade have effectively erased many of the old boundaries between national economies.

  	Free Trade 	International trade without extra taxes (tariffs), import limits (quotas), or excessive barriers between countries. 
  

  The logic of free trade: each country produces what it does best, then trades. Everyone gets more variety at lower prices. The U.S. currently has active trade agreements with 20 countries, including Canada, Mexico, South Korea, and Australia. The USMCA (United States-Mexico-Canada Agreement) alone covers over 85% of U.S. trade with those two neighbors.

  
    
      
        
          GATT and the WTO: A Quick Explainer
        
      

    

    
      You will hear about GATT (General Agreement on Tariffs and Trade) in business classes. Here is the short version:

      GATT was created in 1947 to reduce tariffs and make international trade easier. In 1995, it was absorbed into the World Trade Organization (WTO), which is the permanent institution that oversees global trade rules today.

      Think of it this way: the WTO is the house. GATT is one of the main rooms inside it. GATT still governs trade in physical goods. Other agreements inside the WTO handle services and intellectual property.

    

  

  The global environment also brings real risks. Economic nationalism, rising geopolitical tensions, climate-related disruptions, and global health crises (COVID-19) can all send shockwaves through international trade almost instantly.

  






Section 1.6


  
  Communication Is a Business Skill

  Here is something no one tells you enough: technical skills get you hired. Communication skills get you promoted.

  Strong communication affects your relationships, your reputation, your ability to lead, and your effectiveness in almost every role you will ever hold. It is not soft. It is essential.

  It Is Not Just What You Say. It Is How You Say It.

  Most people focus on the words. But communication has two channels running simultaneously.

  	Verbal Communication 	The words you choose, your tone, your pace, and your vocabulary. 
  

   

  	Nonverbal Communication 	Everything that is not words: eye contact, posture, facial expressions, gestures, and silence. 
  

  Research consistently shows that nonverbal signals carry at least as much weight as words, often more. A confident message delivered with crossed arms and zero eye contact will land very differently than the same message delivered with open body language and direct engagement.

  The goal of nonverbal communication is simple: reinforce your message. Everything your body does should support what your words are saying, not contradict it.

   

  Barriers That Break Down Communication

  Even with the best intentions, messages get lost. Here are the most common culprits:

  
    [image: Communication barriers]
  

  
    	Room temperature, seating, document appearance. If someone is uncomfortable, they are not fully listening. (Physical)

    	Jargon, slang, accents, or a completely different language. Example: saying ‘it’s fixin’ to rain cats and dogs’ to someone from another region. They may nod and have no idea what you mean. (Language)

    	Crossed arms, lack of eye contact, or nervous ticks all send signals you may not intend. (Body Language)

    	Different points of view or hidden agendas affect how a message is received. (Perceptual)

    	Unspoken workplace rules, rigid hierarchies, and physical location all shape communication. *Unspoken rule example: do not block doorways. Do not scroll someone’s phone when they show you something. (Organizational)

    	Different cultures have very different norms around greetings, eye contact, dress, and directness. Intercultural communication requires awareness and humility. A handshake in one country is a bow in another and a kiss on both cheeks in a third. (Cultural)

  

   

  
    
      
        REMEMBER
      

    

    
      Barriers keep the audience from understanding the message AND keep the sender from knowing whether the message landed. Communication is a two-way street.

    

  

   

  Know Your Audience

  This is possibly the most important rule in all of communication:

  	It is not about you. It is about your audience.
  
  

  Before you write an email, give a presentation, or make a pitch, ask: Who is receiving this? What do they already know? What do they care about? What do they need from me?

  When you understand your audience, you save time, avoid confusion, and dramatically increase the chances that your message actually works.

   

  Writing High-Impact Messages

  Good business writing is not about sounding impressive. It is about being clear, fast, and easy to act on. Here is what that looks like in practice:

  
    	Use plain language, active voice, personal pronouns, and contractions. Write like a smart human, not a corporate robot. Strike the right tone.

    	Grammar mistakes distract your reader and undermine your credibility. One typo can shift the focus from your idea to your error. Proofread.

    	Skip the indents. Leave a space between paragraphs. It looks clean and professional. Use block paragraphs.

    	Headings & Bullets increase skim value. Most business readers are moving fast. Help them find what they need quickly. Use headings and bullets.

  

  






Ch1 Closing Activity


  
  Connect Your Passions to a Career

  You just covered a lot of ground. Before you close this chapter, take a few minutes to connect what you have learned to your own life.

  	Three Steps: Step 1: Write down three things you love to do. Think about what energizes you, what you would do even if no one paid you. Hobbies, skills, activities you genuinely enjoy.
 Step 2: For each passion, brainstorm business careers that connect to it. Even if the connection feels like a stretch, write it down. If you love traveling, think about hospitality, tourism, global marketing, or logistics.
 Step 3: Ask yourself: What is stopping me? Name the barrier. Is it money? Time? Confidence? Not knowing the next step? Once you can name an obstacle, you can start planning around it.
  
  

   

  Here is the thing about passions: they are not just hobbies. They are clues. Every career starts with someone daring to connect what they love with what they do. You are already doing that work right now growing your knowledge in the college classroom. Take advantage of the opportunities presented to you during your academic journey; have coffee with a business professional, go to your professor’s office hours, keep up to date on current events.

   

  Dream big. The rest of this course is here to help you figure out how.

   

  






5.Why Companies Go Global


  
  Reasons for Going Global

  
    	Access to factors of production not available at home (right amount, right price)

    	Competitive advantage as a driving motivation

  

   

  
    
      
        
          COMPETITIVE ADVANTAGE 
        
      

    

    
      Here’s a question: why does the U.S. dominate software and tech, while Bangladesh leads in textile manufacturing, and Saudi Arabia controls oil production? It’s not luck. Each of those countries has a competitive advantage in that industry, meaning they can produce it more efficiently or at a lower cost than most other countries.

      But here’s the catch: that edge doesn’t last forever. Twenty years ago, China’s biggest competitive advantage was dirt-cheap labor. As Chinese wages have risen, companies have started moving manufacturing to Vietnam, Bangladesh, and India instead. The advantage shifted.

      Understanding competitive advantage also means understanding opportunity cost, the idea that choosing to produce one thing means giving up the chance to produce something else. Countries, just like people, have to make choices about where to focus their resources. The smartest ones double down on what they do best and trade for the rest.

    

  

  
    Other Reasons for Going Global
  

  So why do companies bother expanding beyond their home country in the first place? There are four big motivators.

  The most obvious one is market expansion. A company can only grow so much selling to the same customers. Going international opens the door to entirely new consumer bases, more revenue streams, and a stronger global brand presence. Think about how McDonald’s or Nike aren’t just American brands anymore; they’re household names on every continent.

  Companies also go global for access to resources. Sometimes what a business needs, whether that’s a specific raw material, cutting-edge technology, or highly skilled labor, simply isn’t available or affordable at home. Overseas operations solve that problem.

  Then there’s cost efficiency. Production and labor costs vary dramatically from country to country. Setting up manufacturing in a place with lower operating costs can significantly boost a company’s profit margins, which is exactly why so many goods are produced overseas rather than domestically.

  Finally, going global can sharpen a company’s competitive advantage. Operating in international markets pushes companies to innovate, scale up, and compete at a higher level than they ever would staying local. The companies that go global often come back stronger, with better products and more efficient operations than the competitors who stayed home.

  






5. Measuring the Impact of Global Trade


  
  Measuring the impact of international trade on individual nations requires a clear understanding of balance of trade, balance of payments, and exchange rates.​

   

  
    Balance of Trade

    
      	Definition: difference between a country’s exports (what it sells to other countries) and imports (what it buys from other countries).

      	If a country exports more than it imports, it has a trade surplus. If it imports more than it exports, it has a trade deficit.

      	U.S. has had an overall trade deficit since 1976

      	2023 U.S. trade deficit: ~$948 billion (one of the largest in history)

      	Largest contributor: trade deficit with China (~$383 billion in 2023)

      	Debate: Does a high deficit hurt domestic industries or give consumers access to cheaper goods?

    

  

   

   

  
    Balance of Payments (BOP)

    
      	Broader measure – includes financial flows: borrowing, lending, foreign aid

      	Balance of trade determines balance of payments

      	Ideally BOP should balance; persistent deficits lead to foreign borrowing or asset sales

      	BOP measures a country’s total financial interaction with the rest of the world

    

  

   

   

  
    Exchange Rates

    
      	Definition: value of one nation’s currency relative to another

    

    Factors Affecting Exchange Rates

    
      	◦ Interest rates

      	◦ Inflation rates

      	◦ Economic stability

      	◦ Political stability

      	◦ Trade balances

      	◦ Government debt

      	◦ Market speculation

    

    
      📌 Include link to live exchange rates tool.
    

  

   

   

  
    Countertrade

    
      	Definition: international trade using barter of products rather than currency

      	Common when customers lack access to hard currency or credit (developing nations)

      	Types: barter, buyback, offset

      	Classic example: PepsiCo traded Pepsi syrup for Soviet vodka in the 1970s

      	Modern example: Venezuela–Iran oil-for-gasoline exchange (2021)

    

  

   

  






5. Strategies for Reaching Global Markets


  
  Once a company decides to go global, the next question is: how? There are four main strategies, and each comes with a different level of investment, risk, and control.

  
    [image: Spectrum]
  

  Think of these strategies on a spectrum: the further right you go, the more time, money, and commitment a company puts in, but also the more control and potential reward they get back.

  
    
      Lowest Risk

    

    
      Foreign outsourcing

      Hiring a foreign company to produce your goods – usually because it’s way cheaper than doing it at home.

      Real example

      Apple assembles most iPhones in China and India through partners like Foxconn which keeps costs low while focusing its own team on design and software.

    

  

   

  
    
      Low Risk

    

    
      Foreign licensing

      Letting a foreign company use your brand, product, or technology in exchange for a fee or royalty. You don’t have to do much: they do the work, you collect a cut.

      Real example

      Disney licenses Mickey Mouse and Elsa to manufacturers in other countries, who make and sell the merchandise. Disney earns royalties without running a single factory.

    

  

   

  
    
      Medium Risk

    

    
      Foreign franchising

      A foreign business pays to operate under your brand and business model, but they have to follow your rules, systems, and standards exactly.

      Real example

      McDonald’s franchises its restaurants globally. Whether you’re in Tokyo or Paris, you get the same menu, same branding, same experience because franchisees follow McDonald’s playbook.

    

  

  

  
    
      Highest Risk

    

    
      Foreign direct investment

      A company puts its own money into a foreign country by buying an existing company there or building new operations from scratch. Most control, most cost.

      Real example

      Toyota built factories in the U.S. (Kentucky, Texas, Indiana) rather than just exporting cars, giving them full control over production and helping them avoid import tariffs.

    

  

   

  
    One thing worth noting: there is no “best” strategy. A startup testing a new market might start with licensing or outsourcing to keep costs low. A giant like Toyota might jump straight to building its own factories because it has the capital and wants complete control. The right move depends on the company’s resources, goals, and appetite for risk.
  

   

  






5. Barriers to International Trade


  
  
    Breaking Into the World Market: Why Going Global Is Harder Than It Looks
  

  So, you want to sell your stuff internationally. Makes sense – billions of potential customers, bigger markets, more money. But here’s the thing nobody tells you upfront: getting a product from one country to another is way more complicated than just slapping a shipping label on a box. There are real barriers standing between you and global success, and they usually fall into three buckets: sociocultural differences, economic differences, and political and legal differences.

  Here’s the silver lining though. The more barriers a country has, the less competition you’ll face once you break through. First mover advantage is very real in international trade. Think of it like being the first pizza place in a small town – it takes work to get established, but once you’re in, you own the market.

  

  
    The Culture Problem
  

  Let’s start with the stuff that trips people up most often: culture. Every country has its own language, values, and unwritten social rules. If you don’t know them, you’ll embarrass yourself at best and tank your business at worst.

  
    [image: Thumbnail for the embedded element "The 5 unspoken social rules"]
    A YouTube element has been excluded from this version of the text. You can view it online here: https://pressbooks.ulib.csuohio.edu/business-essentials-for-future-professionals/?p=312

  

  And it goes way deeper than just speaking the language. Think about nonverbal communication…. a thumbs up means “great” in the US but can be offensive in parts of the Middle East and West Africa. Forms of address matter too. In some cultures, calling a business contact by their first name right away is totally normal and friendly. In others, it’s disrespectful and signals that you don’t take them seriously.

  Punctuality is another one that catches people off guard. Show up five minutes late to a meeting in Germany and you’ve already made a bad impression. Show up exactly on time in some Latin American or Middle Eastern business cultures and your host might not even be there yet because a more relaxed attitude toward time is completely normal and expected.

  Then there are religious customs and celebrations. Major holidays vary by country and religion, and scheduling a product launch or business trip during Ramadan, Lunar New Year, or Diwali without knowing what those holidays mean to your partners or customers is a rookie mistake. Same goes for meals and gifts in that what’s a generous, thoughtful gesture in one culture can be awkward or even offensive in another. In Japan, for example, gift-giving is a refined art with its own etiquette, while in other places it might raise questions about bribery.

  The fix? Do your homework before you ever book a flight. Talk to people who actually live and work in that market. Read, research, and then go experience it firsthand. And most importantly, approach it all with genuine curiosity instead of assuming your way of doing things is the default.

  

  
    The Money Problem
  

  Even if you nail the cultural side, you still have to deal with economic reality. Not every market is built the same, and assuming otherwise is how companies lose money fast.

  Before entering a new market, smart businesses look at a handful of key numbers. Population tells you how big the potential customer base is. Per capita income tells you how much people actually have to spend. Economic growth rate tells you whether the market is expanding or shrinking. And the currency exchange rate? That one can quietly eat your profits if you’re not watching it closely. A deal that looks profitable on paper can look very different once you factor in what’s happening between the dollar and whatever local currency you’re dealing with.

  The stage of economic development matters a lot too. A wealthy, highly developed economy and an emerging one require completely different strategies. In less developed markets, the goal isn’t just to transplant your existing product and pricing. You often have to reimagine how your product works, what it costs, and how it gets delivered. Companies that do this well (that innovate specifically for those markets rather than just altering their existing product) are the ones that win.

  And then there’s infrastructure, which sounds like a dry, textbook word until you realize it literally determines whether your product can reach customers at all. We’re talking about four major systems. Transportation includes roads, airports, railroads, and ports (without reliable ways to move goods, your supply chain falls apart). Communication covers TV, radio, internet, and cell phone coverage (without it, marketing and customer service become nearly impossible). Energy means utilities and power plants (inconsistent electricity alone can derail manufacturing or retail operations). And finance covers banking, checking accounts, and credit access (if customers can’t easily pay you, or if you can’t reliably move money in and out of the country, the whole operation gets complicated in a hurry).

  In some markets, one or more of those systems is underdeveloped or flat-out unreliable. That’s not necessarily a dealbreaker, but it does mean you need a plan for working around it.

  

  
    The Rules Problem
  

  Last but definitely not least: the legal and political landscape. This one can make or break you fast, and unlike culture or economics, getting it wrong can land you in serious legal trouble.

  Every country has its own laws governing everything from labor practices and product safety to advertising standards and data privacy. As an international business, you don’t get to pick and choose which rules apply to you. You have to follow the laws of your home country and the laws of whatever country you’re operating in, and in some cases, international legal standards on top of that. That’s a lot of legal homework, and it’s exactly why global companies employ entire teams of lawyers who specialize in specific regions.

  
    
      
        REAL WORLD EXAMPLE

      

      
        
          When the Rules Don’t Match
        

        One of the clearest examples of legal trade barriers? Food. The U.S. and European Union have very different ideas about what’s safe to eat and that disagreement costs exporters millions.

        
          
            
              Hormone-treated beef is sold in the U.S., yet banned in the EU
            

            U.S. ranchers use growth hormones to raise cattle faster. The EU banned this practice over health concerns, blocking most American beef exports.

          

          
            
              Chlorinated chicken
            

            U.S. poultry is rinsed in chlorine to kill bacteria. The EU sees this as a hygiene shortcut and prohibits it entirely.

          

          
            
              GMO crops
            

            Genetically modified crops are standard in U.S. agriculture, but the EU requires strict approval, labeling, and in many cases bans them outright.

          

          
            
              Certain food dyes
            

            Artificial colorings like Red 40 and Yellow 5 are common in U.S. snacks and drinks. The EU restricts or bans them, requiring warning labels where they are allowed.

          

        

        
          *Neither side is necessarily “wrong,” they just have different standards. But for U.S. exporters, navigating these differences means extra compliance costs, reformulated products, or losing access to the market entirely.

        

      

    

  

  Political stability matters just as much as the laws themselves, maybe more. A country dealing with civil unrest, riots, or outright conflict is an extremely risky place to invest time, money, and resources, no matter how attractive the market looks on paper. Property can be seized, supply chains can be disrupted, and employees can be put in danger. Businesses have to honestly assess political risk before committing to a market.

  Even stable, peaceful governments can create obstacles though. Many countries have national policies specifically designed to restrict foreign competition and protect their own domestic industries. These can show up as tariffs (extra taxes on imported goods that make foreign products more expensive), import quotas (limits on how much of a product can come into the country), or outright bans on certain foreign goods or services. The logic is usually to give local businesses a fighting chance against larger, more established international competitors. Understanding those policies and figuring out how to navigate or work within them, is a core part of any successful global strategy.

  
    	
      
        FOR UPDATED INFORMATION:

      

      
        
          	The U.S. Trade Representative website ustr.gov has a dedicated “Presidential Tariff Actions” page that compiles tariff proclamations and trade agreements in one place.

          	For embargoes specifically, the Office of Foreign Assets Control (OFAC) at treasury.gov/ofac maintains the official list of sanctioned countries

        

      

    

  

   

  

  
    The bottom line? Going global is absolutely possible, but only for companies that do their homework on all three fronts. Nail the culture, understand the economics, and respect the rules. That’s the playbook.
  

   

  






5. The Free Trade Movement


  
  
    Free Trade: The Dream vs. The Reality
  

  Here’s an idea that sounds almost too good to be true: what if countries could just trade freely with each other, no strings attached, no extra fees, no government roadblocks? That’s the basic idea behind free trade, and while we’re not quite there yet, the world has been slowly but steadily moving in that direction.

  

  
    So What Is Free Trade, Exactly?
  

  Free trade means the unrestricted movement of goods and services across international borders. No tariffs, no quotas, no artificial barriers. Just countries exchanging products based on what they’re each best at producing. The logic is pretty straightforward: if Mexico is great at growing avocados and the U.S. is great at making semiconductors, everyone wins when both countries can trade freely without penalties.

  The economic benefits are real too. Free trade opens access to wider international markets, allows countries to import raw materials and technology at lower costs, and generally boosts economic growth. The catch? Truly free trade is more of an ideal than a current reality. What we actually have is a patchwork of agreements, organizations, and blocs that are all trying to get us closer to that goal.

  

  
    The Big Players: International Organizations
  

  A few major international organizations were created specifically to manage and promote global trade. Here’s who they are and what they actually do.

  
    GATT and the WTO
  

  It started in 1948 when 23 nations signed the General Agreement on Tariffs and Trade (GATT), an international treaty designed to encourage worldwide trade among its members. Think of it as the original rulebook for global commerce.

  Eventually, that rulebook needed a permanent referee. Enter the World Trade Organization (WTO), which today has 164 member countries and monitors the rules laid out by GATT. The WTO meets every two years and serves as the go-to institution for resolving trade disputes between countries.

  That said, the WTO isn’t without its critics. Its decision-making process has been called out for lacking transparency, and enforcement is tricky since it ultimately depends on member countries actually being willing to follow through. It’s a little like having a referee who can blow the whistle but can’t actually make anyone leave the field.

  
    The World Bank
  

  Created in 1944 to help rebuild economies after World War II, the World Bank is now the world’s largest international public agency. It’s a cooperative of 189 member countries focused on reducing poverty in the developing world, mostly through low-interest loans and financial and technical advice to developing governments.

  The results, though, are debated. Critics point out that while China and India have lifted hundreds of millions of people out of poverty since 1990, that success came from internally driven economic reforms, not World Bank aid. Meanwhile, the bank directed significant resources toward Africa, with results that have been far less impressive. Global poverty and income inequality are rising again, which has led many to question whether the institution is actually delivering on its mission.

  
    The IMF
  

  The International Monetary Fund is a 190-member organization focused on keeping the global economy stable and growing. It does this by supporting stable exchange rates, encouraging sound economic policies, and most importantly, lending money to countries in financial trouble. During COVID-19, for example, the IMF provided immediate debt relief to 25 of its poorest member countries.

  The key difference between the IMF and the World Bank comes down to timing and focus. The IMF handles short-term financial crises and economic stability. The World Bank focuses on long-term development and poverty reduction. Both matter, and they often work together.

  

  
    Trading Blocs: Strength in Numbers
  

  One of the biggest moves toward freer trade has been the rise of trading blocs, which are agreements between groups of countries to reduce or eliminate trade barriers among themselves. Here’s a quick tour of the major ones.

  The European Union is the big one. Twenty-seven European countries operating as a single market where goods, services, money, and people can move freely across borders. The EU also speaks with one voice on trade policy with the rest of the world, which gives it serious negotiating power.

  NAFTA, which linked the U.S., Canada, and Mexico, was replaced in 2020 by the USMCA, a modernized version of the same agreement. Critics argue it has increased the U.S. trade deficit and weakened environmental and worker protections, so it’s not without controversy.

  ASEAN connects 10 Southeast Asian countries including Indonesia, Vietnam, Thailand, and the Philippines, with the goal of reducing tariffs and deepening regional economic ties. Mercosur does something similar for South America, linking Argentina, Brazil, Paraguay, and Uruguay. The African Continental Free Trade Area (AfCFTA) is one of the newest and most ambitious, covering 54 of 55 African nations and aiming to create a single continental market.

  Other blocs include EFTA (Iceland, Norway, Switzerland, and Liechtenstein), CARICOM (15 Caribbean nations), the Pacific Alliance (Chile, Colombia, Mexico, and Peru), and the Commonwealth of Independent States, which loosely ties together former Soviet republics like Russia, Kazakhstan, and Ukraine.

  

  
    Common Markets: Going Even Further
  

  A trading bloc is a good start, but a common market goes deeper. It’s not just about removing tariffs on goods. It also allows the free movement of labor and capital across borders, harmonizes trade rules, and creates a unified external trade policy with non-members. Think of it as a trading bloc that actually decided to fully commit.

  The EU is the world’s best example of a common market in action. With a combined GDP of roughly $15 trillion, it is the largest common market on the planet. Its goals include removing all trade restrictions among members, standardizing import and export policies, and using a single currency, the euro, to make cross-border commerce seamless.

  The EU has also become a global standard-setter on environmental protection, product quality, and human rights, which means its policies ripple far beyond Europe’s borders.

  One notable recent development: the United Kingdom left the EU in 2020, the famous “Brexit,” driven largely by concerns about immigration and national self-determination. It was a reminder that even the most integrated economic partnerships can come apart when political tensions run high.

  

  
    The Bottom Line
  

  
    Complete free trade may still be an ideal rather than a reality, but the world has built a surprisingly elaborate system to get as close as possible. International organizations like the WTO, IMF, and World Bank set the rules and keep things stable. Trading blocs and common markets chip away at barriers region by region. It’s messy, sometimes controversial, and definitely imperfect, but it represents decades of countries deciding that cooperation beats going it alone.
  

  






5. The United States in Global Trade


  
  
    The US Position in Global Trade
  

  
    Why the United States Matters in Global Trade
  

  The United States is one of the world’s largest economic powers, playing a major role in global trade. The United States is one of the world’s largest economic powers, playing a major role in global trade. With an economy worth more than $25 trillion, the country has a major influence on the flow of goods, services, and capital around the world.

  MAJOR EXPORTS OF THE UNITED STATES

  The United States is a major player in global trade, with exports spanning a wide range of strategic economic sectors. As the world’s largest economy, the United States leverages not only its innovation advantage but also its abundant natural resources to produce high-quality products that are in demand globally.

  STRENGTHS IN GLOBAL TRADE

  The United States has a number of advantages that make it a leader in global trade. With a combination of abundant resources, technological innovation, and a large market, the US continues to dominate the international market.​

  
    These advantages allow the country to overcome global competition and remain the center of the world economy.
  

   

  CHALLENGES IN GLOBAL TRADE

  Although the United States has a significant advantage in global trade, it also faces a number of challenges that could affect its position in the international market. These factors include geopolitical changes, increasing competition, and internal issues that affect global competitiveness. Fierce Global Competition, Changes in Trade Policy, Global Supply Chain Crisis, Trade Inequality and Environmental and Energy Issues.

  
    [image: Benefits and Consequences]
  

   

  FUTURE OF U.S. GLOBAL TRADE

  The future of U.S. global trade depends on innovation and adaptation to a changing world. With technological advances, poverty needs, and intense global competition, the U.S. must continue to strengthen its position through progressive strategies. With technological advances, poverty needs, and intense global competition, the U.S. must continue to strengthen its position through progressive strategies.

  






5. Key Vocabulary


  
  
    
      [image: The Language of Global Trade]
    

    Absolute advantage

    When a country can produce more of a product than other countries using the same amount of resources. Example: if Brazil can grow more coffee per acre than any other country, it has an absolute advantage in coffee.

  

  
    Balance of payments (BOP)

    The big-picture record of all the money flowing in and out of a country. It includes trade in goods and services, but also foreign loans, investments, and aid. Ideally it balances out, but if a country consistently spends more than it earns (like the U.S. often does), it runs a deficit and has to borrow from foreign investors.

    
      EXAMPLE
    

  

  
    Balance of trade

    The difference between how much a country exports (sells to other countries) and how much it imports (buys from other countries). If you export more than you import, you have a trade surplus. If you import more, you have a trade deficit.

  

  
    Brexit

    Short for “British exit.” The United Kingdom’s decision to leave the European Union in 2020, driven by debates over immigration and national independence.

  

  
    Cell phone penetration

    A measure of how common mobile phones are in a country, shown as a percentage of the population. A rate over 100% just means many people have more than one phone or SIM card. Example: Papua New Guinea sits at about 47%, meaning less than half the population has a mobile connection.

  

  
    Common market

    A deeper version of a trading bloc where member countries not only trade freely but also allow people, money, and businesses to move freely across borders, and share one set of trade rules with the outside world.

  

  
    Comparative advantage

    When a country can produce a product at a lower opportunity cost than other countries. The idea behind free trade is that everyone benefits when countries focus on what they do most efficiently, even if another country could technically do it better.

    Countertrade

    International trade that involves the barter of products for products rather than for currency when customers don’t have the access to hard currency or credit.

    Embargo

    A complete ban on international trade of a certain item, or a total halt in trade with a particular nation.

    Exchange Rate

    A measurement of the value of one nation’s currency relative to the currency of other nations. Affected by many factors – listed here.

    
      Xe Currency Converter – Live Exchange Rates Today
    

  

  
    Exporting

    Selling products in foreign nations that have been produced or grown domestically.

    European Union (EU)

    A group of 27 European countries that function as a single market, sharing one currency (the euro) and one set of trade policies. It is the world’s largest common market with a GDP of about $15 trillion.

    Free Trade

    The unrestricted movement of goods and services across international borders.

    Foreign Direct Investing

    When firms either acquire foreign firms or develop new facilities from the ground up in foreign countries.

    Foreign Franchising

    When a company allows a foreign business to operate using its brand, business model, and systems, following strict rules.

    Foreign Licensing

    When a company lets a foreign company use its product, brand, or technology for a fee or royalty.

    Foreign Outsourcing

    Contracting with foreign suppliers to produce products, usually at a fraction of the cost of domestic production

  

  
    Free trade

    When countries buy and sell goods with each other freely, with no extra taxes, limits, or government barriers getting in the way.

  

  
    GATT

    General Agreement on Tariffs and Trade. A 1948 international treaty signed by 23 countries to encourage more open trade worldwide. Think of it as the original rulebook for global commerce.

  

  
    IMF

    International Monetary Fund. A 190-member organization that keeps the global economy stable by supporting exchange rates, encouraging good economic policies, and lending money to countries in financial trouble.

  

  
    Importing

    Buying products domestically that have been produced or grown in foreign nations

    Joint Ventures

    When two or more companies join forces (sharing resources, risks, and profits, but not actually merging companies) to pursue specific opportunities.

    Opportunity cost

    What you give up when you make a choice. For countries, if you use your land and workers to grow wheat, you can’t also use them to make cars. The value of what you gave up is your opportunity cost.

  

  
    Partnership

    A voluntary agreement under which two or more people act as co-owners of a business for profit.

    Quota

    A limit on how much of a product can be imported into a country during a given time period.

  

  
    Tariff

    A tax added to imported goods that makes them more expensive, often used to protect local businesses from foreign competition.

  

  
    Trading bloc

    A group of countries that agree to reduce or eliminate trade barriers among themselves, making it easier and cheaper to buy and sell with each other.

  

  
    USMCA

    United States-Mexico-Canada Agreement. The 2020 replacement for NAFTA that governs trade between the three North American countries.

  

  
    Voluntary Export Restraints (VERs)

    Limitations on the amount of specific products that one nation will export to another nation.

    World Bank

    An international cooperative of 189 countries that fights poverty in developing nations by offering low-interest loans and financial advice to governments.

  

  
    WTO

    World Trade Organization. A global body of 164 member countries that enforces trade rules, settles disputes between countries, and keeps international trade running smoothly.

  

  






5. FACTORS AFFECTING CURRENT EXCHANGE RATES


  
  Interest Rates: Countries with higher interest rates tend to attract more foreign investment, which increases demand for their currency, pushing up its value.​

  Inflation Rates: Low inflation generally strengthens a currency, as the purchasing power remains stable, while high inflation erodes value and lowers demand for the currency.​

  Economic Stability: Countries with strong, stable economies tend to have stronger currencies, as investors prefer to hold currencies of nations with consistent growth and low risk.​

  Political Stability: Political uncertainty can lead to currency depreciation, as investors seek safer currencies from more stable countries.​

  Trade Balances: A country with a trade surplus (exports more than it imports) typically sees an increase in demand for its currency, which strengthens it. Conversely, a trade deficit can weaken a currency as more of it is sold to pay for imports.​

  Government Debt: High levels of national debt can scare away investors, leading to lower demand for a country’s currency and a weaker exchange rate.​

  Speculation: Traders buying or selling currencies based on future expectations can cause sharp short-term movements in exchange rates.​

  
    
      These factors, among others, contribute to the complex fluctuations in currency values on global markets.
    

  

  






5. BOP EXAMPLE
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5. BOP answer
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      These factors, among others, contribute to the complex fluctuations in currency values on global markets.
    

  

  






7.1 The Financial System


  
  Before we talk about investing your money or choosing a broker, we need to understand the playing field. That playing field is called the financial system, and at the center of it are financial markets.

  Think of the financial system like the plumbing of the economy. Most people never think about it, but the moment it stops working, everything breaks down. The 2008 financial crisis is a perfect example. When the financial system got overloaded, millions of people lost their homes, their jobs, and their savings, even people who had never invested a single dollar in the stock market.

  That is how connected all of this is to your everyday life.

  

  What Is a Financial Market?

  A financial market is a place, physical or digital, where people and organizations buy and sell financial assets.

  Think of it like a giant marketplace. But instead of buying groceries or sneakers, people are trading things like:

  
    	Stocks — small ownership pieces of a company

    	Bonds — loans you give to companies or governments in return for interest payments and principal repayment at maturity

    	Currencies — exchanging one country’s money for another

    	Commodities — raw materials like oil, wheat. or precious metals* (gold, silver, platinum)

  

  
    
      *Precious metals = naturally occurring metallic elements that are rare and economically valuable. Receiving attention ——-
    
  

  Why do they exist? Financial markets connect people who have money to invest with businesses and governments that need money to grow and operate. It is a two-way street: investors hope to grow their wealth, and borrowers get the funding they need.

  A simple example: When a company like Apple wants to raise money to build new products, it can raise additional capital by working with investment bankers to sell additional stocks and bonds. You buy a share, you own a tiny piece of Apple, and if the company does well, your share becomes more valuable.

  In short, financial markets keep money moving through the economy, helping businesses grow and giving everyday people a way to build wealth over time.

  

  Two Stages: Primary vs. Secondary Market

  Not all buying and selling in financial markets works the same way. There are actually two distinct stages to how securities like stocks and bonds change hands.

  The Primary Market is where a security is sold for the very first time. When a company decides it wants to raise money from the public or institutional investors, it issues new shares of stock and sells them directly to investors. The money from those sales goes straight to the company to fund its operations, growth, or new products.

  The most well-known version of this is called an IPO, or Initial Public Offering. This is the first time a company offers its stock to the general public. You may have heard of companies “going public.” That is exactly what an IPO is.

  The Secondary Market is where things get more familiar. This is where investors buy and sell securities that already exist, trading with each other rather than with the company itself. When you hear about the stock market going up or down on the news, they are almost always talking about the secondary market. The New York Stock Exchange and the NASDAQ are examples of secondary markets.

  A simple way to remember the difference:

  
    	 	Primary Market 	Secondary Market 
  	What is being sold? 	Brand new securities 	Already existing securities 
 	Who gets the money? 	The company 	The seller (another investor) 
 	Example 	Apple’s first IPO in 1980 	Buying Apple stock on the NYSE today 
  

  

  

  Key Vocab Recap

  Before moving on, make sure these terms are locked in:

  Financial Market — where buyers and sellers trade financial assets like stocks and bonds

  Stock — a small ownership stake in a company

  Bond — a formal loan made to a company or government that pays back interest over time and principal repayment at maturity

  Commodity — a raw material or agricultural product that can be bought and sold (oil, gold, wheat)

  Currency — a system of money used in a country, which can be exchanged for other currencies at the current exchange rate

  IPO (Initial Public Offering) — the first time a company sells stock to the general public

  Primary Market — where new securities are issued and sold for the first time

  Secondary Market — where existing securities are traded between investors

  

  Why This All Matters to You

  Every time you hear that the stock market had a great day or a terrible one, you are hearing about the secondary market in action. Every time a new company goes public and makes its founders billionaires overnight, that is the primary market doing its job.

  These are not abstract concepts that only matter to people in suits on Wall Street. The performance of financial markets affects interest rates on student loans, the job market you are about to enter, and the value of any retirement savings you start building right now.

  
    Understanding the playing field is step one. Next, we are going to look at who actually runs it.
  

  






7.2 Financial Institutions


  
  Who Runs the System?

  

  Now that you understand what financial markets are and how they work, a natural question comes up: who actually keeps all of this running?

  The answer is financial institutions. These are the organizations that move money through the economy, connect borrowers with lenders, protect investors, and keep the whole system stable. There are two broad categories: institutions that hold your deposits, and institutions that do not. Then sitting above all of them is one powerful authority that oversees the entire system.

  Let’s meet them all.

  

  Part A: Depository Institutions

  A depository institution is a financial organization that accepts deposits from people and businesses, keeps that money safe, and lends it out to others.

  In simple terms: it is a place where you can store your money and also borrow money when you need it. Your checking account, your savings account, your car loan — all run through depository institutions.

  
    The 3 Main Types:
  

  Commercial Banks (like Chase or Bank of America) are the most common type. They serve everyday people and businesses, offering checking accounts, savings accounts, and all kinds of loans. If you have ever had a debit card, you have already used one. If you have a credit card ….. is that a form of cash or a loan? 

  Credit Unions (like Navy Federal – available to military who served for at least 20 years, veterans, DoD employees, and their families) work similarly to banks, but with one big difference: they are nonprofit and owned by their members. Because they are not trying to make a profit for shareholders, they often offer better interest rates on savings and lower rates on loans. The catch is you usually have to qualify for membership based on your employer, location, or another affiliation. Although, there are increasingly more opportunities for “open charter” or “easy to join” credit unions, where membership is available to anyone.

  Savings Institutions (like Savings and Loan Associations) focus mainly on helping people save money and secure home mortgage loans, bridge loans, or home equity loans. They are more specialized than commercial banks and tend to serve specific communities.

  
    So How Do They Actually Make Money?
  

  Here is the clever part. When you deposit money into a bank, the bank does not just let it sit in a vault. It lends that money out to other people, charging them interest on mortgages, car loans, business loans, and more.

  The bank pays you a small interest rate on your savings account, maybe 1 or 2 percent, and even lower for your checking account, maybe .08%. But it charges borrowers a much higher rate, sometimes 6, 7, or even 20 percent on credit cards. That gap between what they pay you and what they charge borrowers is where their profit comes from.

  You are essentially letting the bank use your money, and they are paying you a small fee for the privilege.

  

  Part B: Non-depository Financial Institutions

  A non-depository financial institution provides money related services but does NOT accept traditional deposits like a bank does. You cannot walk in and open a checking account, but they still play a massive role in how money moves through the economy.

  
    The Main Types:
  

  Insurance Companies (like State Farm or Allstate) collect regular payments from you called premiums. In return, they agree to cover your financial losses if something bad happens, like a car accident, a house fire, or a medical emergency. They take all those premium payments and invest them to grow their funds while they wait to pay out claims.

  Investment Companies and Mutual Funds / ETFs (like Vanguard or Fidelity) pool money from thousands of investors and use it to buy a diversified mix of stocks, bonds, and other assets. This lets everyday people invest without needing to be financial experts or having a ton of money to start.

  Pension Funds are set up by employers to help workers save for retirement. A portion of your paycheck goes in over your working years, and when you retire, you receive regular payments. There are two types worth knowing:

  
    	A Defined Benefit Plan promises you a fixed monthly payment when you retire, based on your salary and years of service. Your employer manages the investments and takes on the risk. Example: “I will receive $2,000 a month when I retire.”

    	A Defined Contribution Plan (like a 401k) means you and your employer both contribute money to an account, but how much you end up with depends on how the investments perform. You carry more of the responsibility and the risk. Example: “I put money into my 401k and it grows based on the investments I choose.”

  

  Finance Companies (like Sallie Mae) lend money to people and businesses but fund themselves by borrowing from investors rather than collecting customer deposits. Student loans are a very relevant example for most of you in this room.

  Brokerage Firms (like Charles Schwab or Robinhood) act as the middleman between buyers and sellers in financial markets, helping people purchase stocks, bonds, and other investments. You cannot just call up the New York Stock Exchange and buy shares yourself. You need a broker to execute those trades on your behalf.

  

  Part C: The Federal Reserve

  If depository and non-depository institutions are the players in the financial system, the Federal Reserve is the referee, the rule maker, and the emergency responder all rolled into one.

  The Federal Reserve, commonly called the Fed, is the central bank of the United States. It was created by Congress in 1913 to bring stability to the American financial system after a series of devastating financial panics. Think of it as the “bank of banks.” Regular people cannot open accounts there. It exists to serve the broader economy, not individual customers.

  
    The Fed Funds Rate is the 
    primary tool for negotiating policy.
  

  
    
      The Fed’s 3 Main Jobs:
    

    Controlling Monetary Policy is perhaps the Fed’s most talked about role. The Fed manages the supply of money in the economy by raising or lowering interest rates. When inflation is high and prices are rising too fast, the Fed raises rates, making it more expensive to borrow money. People and businesses spend less, which cools the economy down. When the economy is sluggish, the Fed lowers rates to encourage borrowing and spending and get things moving again.

    You feel this directly. The interest rate on your future car loan, mortgage, or student loan refinance is shaped by what the Fed decides at its meetings.

    Supervising Banks means the Fed keeps a close eye on financial institutions to make sure they are operating safely, following the rules, and not taking on reckless amounts of risk. Think of it as a financial watchdog. Without this oversight, banks could take dangerous gambles with your deposits.

    Maintaining Financial Stability means that when the economy is in serious trouble, the Fed steps in as a lender of last resort. During the 2008 financial crisis and again during COVID in 2020, the Fed pumped money into the financial system to prevent a total collapse. Without that intervention, many more banks would have failed and the damage to everyday Americans would have been far worse.

  

   

  
    How Is the Fed Structured?
  

  The Fed is made up of three key parts:

  
    	The Board of Governors: Seven members appointed by the President and confirmed by the Senate, based in Washington D.C. They oversee the entire system and set broad policy direction.

    	12 Regional Federal Reserve Banks: Spread across the country in cities like New York, Chicago, and San Francisco, each one serving their region and gathering economic data from local businesses and communities.

    	The FOMC (Federal Open Market Committee): This is the group that meets eight times a year to make decisions about interest rates. When you hear news anchors say “the Fed raised rates today,” this is the committee that made that call. Their decisions move markets instantly.

  

  

  Part D: The SEC

  The Fed oversees banks. But who oversees the stock market itself? That job belongs to the Securities and Exchange Commission, or the SEC.

  The SEC is a government agency created to make sure financial markets are fair, transparent, and honest. Their mission comes down to three things: protecting investors, keeping companies honest, and stopping fraud.

  
    What the SEC actually does:
  

  The SEC requires companies that sell stock to the public to disclose accurate financial information so investors can make informed decisions. It monitors trading activity to catch illegal behavior like insider trading, which is when someone trades stocks based on private information that the public does not have access to. It has the power to prosecute individuals and companies that break the rules, with real legal consequences.

  
    Why the SEC is generally seen as a good thing:
  

  It levels the playing field so that small individual investors have the same access to accurate information as giant Wall Street firms. It creates accountability, meaning companies cannot just say whatever they want to pump up their stock price. It builds trust in the overall system, which encourages more people to invest, which helps the economy grow.

  
    Fair criticisms of the SEC:
  

  No institution is perfect. Some argue the SEC’s regulations are too complex, making it harder for smaller companies to raise money and grow. The SEC has also faced criticism for reacting too slowly to major scandals. The most famous example is Bernie Madoff, who ran a massive Ponzi scheme for decades right under the SEC’s nose before it was finally uncovered in 2008.

  Overall, the SEC is a net positive for financial markets, but it is a reminder that oversight systems are only as strong as the people running them.

  

  Unit 3 Recap

  The financial system does not run itself. It depends on a whole network of institutions each playing a specific role:

  
    	Institution 	Role 
  	Commercial Banks 	Accept deposits, make loans 
 	Credit Unions 	Nonprofit banking for members 
 	Insurance Companies 	Protect against financial loss 
 	Mutual Funds / ETFs 	Pool investor money for diversified investing 
 	Pension Funds 	Help workers save for retirement 
 	Brokerage Firms 	Connect investors to financial markets 
 	The Federal Reserve 	Oversee the banking system, control monetary policy 
 	The SEC 	Regulate and police financial markets 
  

  

  
    
      Each of these institutions touches your life in some way, whether you realize it or not. Understanding what they do puts you in a much stronger position to navigate the financial world on your own terms.
    
  

   

   

   

   

   

   

  Next up: now that you know the system and who runs it, it is time to talk about how you actually put your money to work inside of it.

  






7.3 Investing in Securities


  
  Investing in Securities — Your Money, Your Choices

  

  You now know what financial markets are, how they work, and who runs them. Now comes the part that directly impacts your wallet: how do you actually invest?

  This unit is about the different types of securities you can buy, the strategies you can use to invest, and the practical steps to get started. By the end of this unit, you should feel equipped to have a real conversation about investing and confident enough to take your first steps.

  Let’s start with the basics: what exactly can you buy?

  

  Part A: Types of Securities

  A security is a broad term for any financial asset that can be bought and sold. Think of it as anything that represents value in the financial markets. The three main types you need to know are stocks, bonds, and convertible securities.

  

  Common Stock

  Common stock is the most basic form of ownership in a corporation. When you buy a share of common stock, you are buying a small piece of that company.

  As a common stockholder, you get two important rights:

  
    	The right to vote on important company decisions, like who sits on the board of directors

    	The right to dividends, which are payments a company makes to shareholders when it is profitable (though these are never guaranteed)

  

  The sale of stock is one of the primary ways companies raise money to fund their operations and growth. When Apple, Nike, or any major company needs capital, selling stock is one of their biggest tools.

  
    What is a Capital Gain?
  

  A capital gain is the profit you make when you sell an asset for more than you paid for it.

  Here is a simple example: you buy a stock for $100. Later, you sell it for $150. Your capital gain is $50. If you sell it for less than you paid, that is called a capital loss.

  Capital gains matter beyond just the profit itself because the government taxes them. How much you pay depends on how long you held the investment and how much money you make overall. This is why you will sometimes hear politicians debating capital gains tax rates; it directly affects how much investors keep after a profitable sale.

  

  Preferred Stock

  Preferred stock is a different class of stock that gives its holder certain advantages over common stockholders, but also comes with some tradeoffs.

  Here is how preferred and common stock compare side by side:

  
    	 	Common Stock 	Preferred Stock 
  	Dividends 	Not guaranteed, variable 	Fixed, paid first 
 	Voting Rights 	Yes 	Typically no 
 	Priority if company goes bankrupt 	Last in line 	Ahead of common stockholders 
 	Growth Potential 	Higher 	Lower 
 	Behaves more like 	A growth investment 	A bond 
  

  

  The bottom line: preferred stock is more stable and predictable, making it attractive to investors who want reliable income. Common stock is riskier but offers more potential for big gains over time. Most everyday investors, especially young ones, lean toward common stock for its growth potential.

  

  Bonds

  A bond is a formal debt instrument issued by a corporation or government. In plain terms, when you buy a bond, you are lending money to a company or government, and they are legally obligated to pay you back with interest.

  How bonds work:

  
    	You buy a bond at its par value, which is the face value of a new issue bond (if you purchase an existing bond, you purchase it at the current market value – which changes based on interest rates) 

    	The issuer pays you interest (called a coupon payment) on a regular schedule

    	When the bond reaches its maturity date, the issuer pays back the full par value

  

  Unlike dividends on stocks, a company has a legal obligation to pay interest on bonds. This makes bonds generally safer than stocks, but that safety comes at a cost: bonds typically offer lower returns over time.

  Bond prices in the real world:

  Bonds can be bought and sold before they mature, but their market price fluctuates. When the market price rises above the par value, the bond is trading at a premium. When it falls below par value, it is trading at a discount. These price changes are driven by shifts in interest rates and the overall bond market.

  Why bonds matter for you:

  Even if you never personally buy a bond, the bond market shapes interest rates across the entire economy. When bond yields rise, mortgage rates, car loan rates, and student loan rates tend to follow. The bond market is quietly influencing your financial life whether you are paying attention to it or not.

  

  Convertible Securities

  A convertible security is a bond or share of preferred stock that gives its holder the right to convert it into a set number of shares of common stock at a later date.

  Think of it as a financial safety net with upside potential. Here is how it plays out:

  
    	You start by buying a bond or preferred stock, collecting steady interest or dividend payments along the way

    	If the company’s common stock price rises significantly, you have the option to convert your security into shares of that common stock

    	If the stock price stays low or falls, you simply keep collecting your steady payments and never convert

  

  Why would a company offer this?

  Because the conversion feature is attractive to investors, companies can offer a lower interest rate on convertible bonds than on regular bonds. It is a tradeoff that benefits both sides when things go well.

  The one group that tends to be unhappy about conversions is existing common stockholders. When new shares are issued through conversion, it dilutes their ownership stake, meaning their piece of the pie gets a little smaller.

  

  Part B: Investment Strategies

  Knowing what you can buy is only half the equation. The other half is knowing how and when to buy it. There are five main investment strategies, each with a different risk level and goal.

  

  
    1. Investing for Income
  

  This is a lower risk approach where the goal is to generate steady, reliable income rather than chasing big growth.

  Common income investments include stocks from companies that regularly pay dividends and bonds that pay interest on a set schedule. The returns are modest but predictable.

  This strategy is most effective for retirees or people who need their investments to produce regular cash flow. For young investors in their late teens and early twenties, this approach alone is probably not aggressive enough to build significant long term wealth, but it has a role in a balanced portfolio.

  Example: Buying shares in a utility company that has paid a consistent dividend every quarter for 30 years.

  

  
    2. Market Timing
  

  Market timing means using analysis and research to try to predict when stock prices will rise or fall, then buying low and selling high based on those predictions.

  The goal sounds simple: get in before the market goes up, get out before it goes down. The problem is that this is extraordinarily difficult to do consistently, even for professional investors with teams of analysts and decades of experience. Research consistently shows that most people who try to time the market end up underperforming those who simply stay invested over the long term.

  Example: Selling all your stocks because you believe a recession is coming, then buying back in when you think prices have bottomed out.

  
    Real-life example:
    Nvidia 
  

  The risk: If you guess wrong on the timing even once or twice, the losses can wipe out months or years of gains.

  

  
    3. Value Investing
  

  Value investing means looking for stocks that are currently undervalued by the market, meaning their price is lower than what you believe the company is actually worth. The goal is to buy these bargain stocks and hold them until the market catches on and the price rises to reflect the true value.

  This strategy requires significant research and patience. You need to dig into a company’s financials, understand its business model, and have the conviction to hold a stock that others are ignoring or dismissing.

  Example: Buying stock in a solid company that recently had a bad quarter and saw its price drop, believing the long term fundamentals are still strong and the market overreacted.

  
    This is actually the strategy Warren Buffett built his entire career on. He looks for great companies selling at a fair or discounted price and holds them for years or even decades.
  

  

  
    4. Investing for Growth
  

  Growth investing means putting your money into companies that are expected to grow significantly faster than the overall market. These are often younger companies in emerging industries like technology, biotech, or renewable energy.

  The potential upside is enormous. The risk is equally significant. Many high growth companies are not yet profitable, meaning you are betting on future potential rather than current performance. If the company fails to deliver on that potential, the stock can lose value quickly.

  Example: Investing early in a company like Amazon or Tesla before they became household names, expecting their value to keep climbing for years to come.

  
    Growth investing tends to be well suited for young investors because you have time on your side. If a growth stock drops significantly, you have years to wait for a recovery. An investor close to retirement does not have that luxury.
  

  

  
    5. Buy and Hold
  

  Buy and hold is exactly what it sounds like: you buy quality investments and hold onto them for years or decades, regardless of short-term market swings. You can buy and hold shares in a bond market index fund or ETF. You can also buy a mix of mutual funds to provide exposure to bonds and stocks, including different sized companies and businesses operating in other countries.

  This strategy is built on one powerful insight: over long periods of time, the overall stock market has historically trended upward. From 1926 to 2021, the average annual return for U.S. stocks was around 10 to 11 percent, compared to 5 to 6 percent for bonds and just 3 to 4 percent for cash. Investors who stayed in the market through the ups and downs captured those long term gains. Investors who panicked and sold during downturns often locked in losses and missed the recovery.

  Example: Buying shares of a broad market index fund and holding them for 30 years without selling, even during market crashes like 2008 or 2020.

  
    Back to Warren Buffett: his early mistake with Cities Service stock taught him this exact lesson. He sold too early chasing a small gain and missed out on massive long term growth. Buy and hold became a cornerstone of his entire philosophy.
  

  This strategy tends to be the most accessible and effective for most everyday investors, especially beginners.

  

  Part C: Ways to Invest

  Now that you know what to buy and how to approach it strategically, the next question is: what vehicle do you use to actually invest?

  

  Mutual Funds

  A mutual fund is an investment fund that pools money from many investors and uses that combined capital to buy a diversified portfolio of stocks, bonds, and other securities, all managed by a professional fund manager.

  
    
      The advantages:
    

    
      	Diversification at low cost: instead of buying individual stocks, you instantly own a slice of dozens or hundreds of companies (For diversification, mutual funds offer a lot of inexpensive options for index funds that mirror an index) 

      	Professional management: someone with expertise is making the investment decisions on your behalf

      	Variety: there are mutual funds for nearly every investment goal, risk tolerance, and philosophy

      	Easy to access: most retirement accounts like 401ks and IRAs are built around mutual funds

    

    
      The drawbacks:
    

    
      	Fees typically run between 1 and 3 percent of your investment annually, which adds up significantly over decades (However, index funds have very low fees at .2% or below)

      	You can only buy or sell mutual fund shares at the end of the trading day at that day’s price

      	Some actively managed funds carry significant tax consequences when they buy and sell within the fund

      	Not all mutual funds are as diversified as they claim to be

    

  

   

  

  Exchange Traded Funds (ETFs)

  An ETF, or Exchange Traded Fund, is similar to a mutual fund in that it holds a collection of different securities. The key difference is that ETFs trade on the stock exchange throughout the day, just like individual stocks.

  How ETFs differ from mutual funds:

  
    	 	Mutual Fund 	ETF 
  	When can you trade? 	End of trading day only 	Anytime during market hours 
 	Fees 	Generally slightly higher 	Generally lower 
 	Management style 	Often actively managed 	Often passively tracks an index 
 	Tax efficiency 	Less tax efficient 	More tax efficient 
 	Flexibility 	Less flexible 	More flexible 
  

  

  Why ETFs have become so popular with young investors:

  ETFs make it easy and affordable to instantly diversify. For example, buying one share of an S&P 500 ETF gives you exposure to 500 of the largest companies in America in a single purchase. The fees are low, the barrier to entry is low, and many brokerages now let you buy fractional shares, meaning you do not even need enough money to afford a full share (this allows you to buy an even amount of an ETF, such as $1000). 

  

  Choosing a Broker

  To buy any security, whether it is a stock, bond, mutual fund, or ETF, you need a broker. Members of the general public cannot directly access stock exchanges on their own. A broker executes trades on your behalf. Example brokers = Fidelity, Charles Schwab, Merril Lynch. 

   

  
    
      
        What to look for when choosing a broker:
      

    

    
      
        	Low or no fees and commissions on standard trades

        	A user friendly platform, especially a good mobile app

        	No minimum account balance to get started

        	Educational resources like tutorials, market research, and investing guides

        	Strong security and regulation by the SEC and FINRA

        	A range of account types, including Roth IRAs for tax advantaged investing

      

    

  

   

  

  Part D: Financial Diversification

  
    
      
        How to diversify:
      

    

    
      
        	Across asset types: hold a mix of stocks, bonds, real estate, and cash

        	Across sectors: invest in technology, healthcare, energy, consumer goods, and more so that one struggling industry does not drag down your whole portfolio

        	Across geography: invest in companies from different countries so that one nation’s economic struggles do not wipe out all your gains

      

    

  

  No matter which securities you choose or which strategy you follow, one principal cuts across all of them: do not put all your eggs in one basket.

  Financial diversification means spreading your money across a wide variety of investments to reduce risk. The logic is straightforward. If you invest everything in one company and that company collapses, you lose everything. But if you spread your money across 50 different companies in 10 different industries across multiple countries, one bad investment cannot sink you.

  
    A simple example:
  

  Say you have $1,000 to invest. Instead of putting all of it into one company’s stock, you could spread it like this:

  
    	$400 into a broad stock market ETF

    	$300 into a bond fund

    	$200 into an international stock fund

    	$100 into a real estate investment trust

  

  If one of those drops, the others may hold steady or even rise, cushioning the blow.

  Diversification does not guarantee you will never lose money. But it significantly reduces the risk that one bad decision wipes out everything you have built.

  

  Unit 3 Recap

  This unit covered a lot of ground. Here is the summary:

  
    Types of Securities:
  

  
    	Common stock gives you ownership and voting rights with high growth potential

    	Preferred stock gives you stable dividends but no voting rights

    	Bonds are loans to companies or governments that pay back interest and principal at maturity

    	Convertible securities give you flexibility to switch from a security with a steady return, to common stock that is performing well

  

  
    Investment Strategies:
  

  
    	Investing for income is safe and steady but best for retirees

    	Market timing is difficult and risky even for professionals

    	Value investing means finding undervalued companies and holding them

    	Growth investing chases high potential companies with higher risk

    	Buy and hold is the most reliable long term strategy for most investors

  

  
    Ways to Invest:
  

  
    	Mutual funds offer professional management and diversification with slightly higher fees

    	ETFs offer similar diversification with lower fees, more flexibility, and more tax efficient

    	Diversification protects you from catastrophic loss

  

  

  
    
      Key Takeaway

    

    The most important takeaway from this entire unit: time is your biggest advantage as a young investor. Every year you wait to start is a year of compound growth you cannot get back. You do not need a lot of money. You do not need to be an expert. You just need to start.

  

   

  
    
      Next up: how do you manage the risk that comes with all of this, and how do you read the signals the market is sending you?
    
  

  






7.4 Managing Risk


  
  Unit 4: Managing Risk – Protecting What You Build

  

  Every investment carries risk. There is no way around that. The stock market goes up, but it also goes down. Companies that look unstoppable can collapse overnight. Economies that seem healthy can tip into recession without much warning.

  But here is the thing: risk is not something to be afraid of. It is something to be managed.

  The investors who build lasting wealth are not the ones who avoid risk entirely. Avoiding all risk usually means keeping your money in a savings account earning 1 or 2 percent interest while inflation quietly eats away at its value. The investors who win over the long term are the ones who understand risk, measure it honestly, and make smart decisions about how much of it to take on and when.

  This unit is about giving you the tools to do exactly that.

  

  What Exactly Is Investment Risk?

  In investing, risk refers to the possibility that an investment will lose value or produce lower returns than expected. But not all risk is the same. There are several different types worth understanding.

  Market Risk is the risk that the overall market declines and drags your investments down with it. Even a perfectly chosen stock can lose value when the broader market crashes. The 2008 financial crisis and the March 2020 COVID crash are examples where almost everything dropped at once, regardless of how strong individual companies were.

  Company Risk is the risk specific to one company. A product recall, a scandal, a failed earnings report, or new competition can all send a single company’s stock tumbling even when the rest of the market is doing fine. This is the risk that diversification directly targets.

  Inflation Risk is the risk that your returns do not keep up with inflation, meaning your money technically grows but actually loses purchasing power over time. If your savings account earns 1 percent interest but inflation is running at 4 percent, you are effectively losing 3 percent of your purchasing power every year. This is why keeping all your money in cash is its own kind of risk.

  Liquidity Risk is the risk that you cannot sell an investment quickly enough or at a fair price when you need the money. Real estate is a classic example. You cannot sell a house in an afternoon the way you can sell a stock.

  Interest Rate Risk is the risk that rising interest rates reduce the value of existing bonds. When rates go up, newly issued bonds pay higher interest, making older lower rate bonds less attractive and therefore less valuable on the secondary market.

  
    
      
        Understanding what kind of risk you are dealing with is the first step toward managing it intelligently.
      
    

  

  

  Your Risk Tolerance

  Before you invest a single dollar, you need to answer one honest question: how much risk can you actually handle?

  This is called your risk tolerance, and it has two components that are equally important.

  Financial risk tolerance is about what your situation can withstand. A 19 year old with a part time job and no major expenses can afford to take more investment risk than a 55 year old who is five years from retirement. If your investments drop 40 percent, a young investor has decades to recover. Someone close to retirement does not.

  Emotional risk tolerance is about what your nerves can handle. Some people can watch their portfolio drop 30 percent and stay calm, knowing the market will eventually recover. Others lose sleep over a 5 percent dip and are tempted to sell everything. Neither reaction is wrong, but it is important to know which type of investor you are. Making panic decisions during a market downturn is one of the most reliable ways to lock in losses and miss the recovery.

  As a general rule, younger investors can and should take on more risk because time is their greatest asset. A market crash when you are 20 is an opportunity to buy more at lower prices. A market crash when you are 62 is a genuine financial threat.

  

  The Tools for Managing Risk

  Diversification

  The Most Important Tool

  You heard about diversification in the last unit, but it deserves even more attention here because it is the single most powerful tool available to everyday investors for managing risk.

  Diversification means spreading your investments across a wide variety of securities, sectors, and geographies so that no single loss can do serious damage to your overall portfolio.

  Here is why it works. Different types of investments tend to react differently to the same economic conditions. When stocks are falling, bonds often hold steady or rise. When domestic markets are struggling, international markets might be thriving. When one industry is in trouble, another might be booming.

  By holding a mix of these different assets, you smooth out the ride. Your portfolio will not shoot up as dramatically as an all stock portfolio during a bull market, but it also will not crater as badly during a downturn. For most investors, that tradeoff is worth it.

  
    
      
        A well-diversified portfolio typically includes:
      

      
        	A mix of stocks across multiple sectors (technology, healthcare, energy, consumer goods, financials)

        	A mix of domestic and international stocks

        	Some allocation to bonds for stability

        	Possibly some real estate / precious metals / cryptocurrency

        	A small cash reserve for emergencies and opportunities (Potentially in a money market account to take advantage of higher short-term rates. Check current rates at smartasset.com)

      

    

     

  

  
     

    The exact mix depends on your age, goals, and risk tolerance, but the principle is always the same: spread the risk so no single failure is catastrophic.

  

  

  Reading Stock Indices as a Risk Signal

  One of the most useful tools for understanding where the market stands at any given moment is the stock index. You have probably heard of the Dow Jones or the S&P 500. But what do they actually tell you, and how can you use them to manage risk?

  A stock index measures the overall performance of a group of stocks. It takes the prices of selected companies, combines them, and produces a single number that tells you whether that segment of the market is trending up or down.

  
    
      The two most important indices to know:
    

    The Dow Jones Industrial Average tracks 30 large, well known American companies. It is the oldest and most widely quoted index, often used as a quick temperature check on the overall market. Because it only covers 30 companies, it is less comprehensive than some other indices.

    The Standard and Poor’s 500 (S&P 500) is based on the stock prices of 500 major U.S. companies and is widely considered the best single snapshot of the overall American stock market. When most financial professionals talk about “the market,” they are usually referring to the S&P 500.

  

   

  
    What indices tell you about risk:
  

  When major indices are in a sustained decline of 20 percent or more from their recent peak, that is called a bear market. Bear markets signal widespread fear and economic uncertainty and are a sign that risk across the board has increased.

  When indices are rising consistently over time, that is called a bull market. Bull markets reflect investor confidence and economic growth, generally a lower risk environment for investing.

  Watching index trends does not tell you exactly when to buy or sell, but it gives you valuable context about the overall climate you are investing in.

  
    One important caveat: stock indices only reflect publicly traded companies. They do not capture unemployment rates, small business health, inflation, or the financial struggles of everyday people. The stock market and the economy are related but they are not the same thing. It is entirely possible for the S&P 500 to be hitting record highs while many Americans are struggling financially, and that disconnect is worth keeping in mind.
  

  

  Historical Returns: What the Data Actually Shows

  One of the most reassuring tools for managing the emotional side of investment risk is simply looking at the historical data.

  From 1926 to 2021, here is how the major asset classes performed on average annually:

  
    	Asset Class 	Average Annual Return 
  	U.S. Stocks 	10 to 11 percent 
 	Bonds 	5 to 6 percent 
 	Cash (savings accounts, etc.) 	3 to 4 percent 
  

  

  
    This is the data driven argument for why young investors should lean toward stocks. You have the time to ride out the volatility and capture those long-term gains.
  

  The takeaway is clear: over the long term, stocks have significantly outperformed every other major asset class. Yes, stocks are more volatile in the short term. Yes, there will be years where your stock portfolio drops painfully. But investors who stayed the course over decades came out far ahead of those who played it safe in bonds or cash.

  
    The power of compound growth:
  

  Here is a number that should motivate you more than almost anything else in this course. If a 20-year-old invests just $10 a week into a diversified stock portfolio earning the historical average return, by age 65 they would have over $1 million.

  The same person who waits until age 30 to start? They end up with roughly $430,000. Same contribution, same return, just 10 years later.

  That gap of over $570,000 is the cost of waiting a single decade.

  
    Time is not just an advantage in investing. It is the advantage.

  

  

  Capital Gains and Taxes: Knowing What You Actually Keep

  Managing risk is not just about protecting against losses. It is also about understanding how much of your gains you actually get to keep after taxes.

  When you sell an investment for a profit, the government takes a cut in the form of capital gains tax. How much you owe depends on two things: how long you held the investment and how much income you earn overall.

  Short term capital gains apply to investments held for less than one year. These are taxed at your regular income tax rate, which can be quite high depending on your income bracket.

  Long term capital gains apply to investments held for more than one year. These are taxed at a lower rate, typically 0, 15, or 20 percent depending on your income. For most young investors just starting out, the long-term capital gains rate could be as low as zero percent.

  The practical implication: this is yet another reason why the buy and hold strategy tends to outperform active trading for most everyday investors. Every time you sell a profitable investment held less than a year, you hand a larger chunk of that profit to the government. Patient long term investors pay lower tax rates and keep more of what they earn.

  

  
    
      Putting It All Together: A Simple Risk Management Framework

    

    
      
        Managing investment risk does not have to be complicated. Here is a straightforward framework any beginner can follow:
      

      Step 1: Know your timeline. The longer you have before you need the money, the more risk you can reasonably take on. Money you will not touch for 30 years can ride out almost any market storm. Money you need in two years should not be in volatile stocks.

      Step 2: Diversify consistently. Do not concentrate your money in one stock, one sector, or one country. Spread it out so no single failure is catastrophic.

      Step 3: Ignore short term noise. The market will have bad days, bad months, and even bad years. That is normal. Reacting to every dip by selling is one of the most expensive habits an investor can have. Stay focused on the long-term trend, which history shows consistently points upward.

      Step 4: Keep some cash available. Having a financial cushion outside your investments means you will never be forced to sell at a bad time just because an unexpected expense came up. Most financial advisors recommend keeping three to six months of living expenses in an accessible savings account before investing aggressively.

      Step 5: Revisit and rebalance. As you get older and closer to needing your money, gradually shift toward less volatile investments like bonds. A 20-year-old might hold 90 percent stocks and 10 percent bonds. A 55-year-old might flip that ratio. This process of adjusting your mix over time is called rebalancing and is a key part of long-term risk management.

    

  

   

  

  Unit 5 Recap

  Risk is unavoidable in investing, but it is absolutely manageable with the right approach:

  
    	There are multiple types of risk including market risk, company risk, inflation risk, liquidity risk, and interest rate risk

    	Your risk tolerance depends on both your financial situation and your emotional temperament

    	Diversification is the most powerful everyday tool for reducing risk

    	Stock indices like the Dow Jones and S&P 500 help you read the overall market climate

    	Historical data strongly favors long term stock investing over bonds or cash

    	Understanding capital gains taxes helps you keep more of what you earn

    	A simple five step framework can guide your risk management at any age

  

  

  
    
      The goal of managing risk is not to eliminate it. It is to take smart, informed risks that give your money the best possible chance to grow over time. The investors who do that consistently, starting as early as possible, are the ones who end up with real financial freedom.
    

  

  
    
      One more unit to go. Next, we look at where finance is headed and what the rise of artificial intelligence means for the financial world, and for you as a future entrepreneur or professional navigating it.
    
  

  






7.5 The Future of Finance


  
  Unit 5: The Future of Finance – Where It’s Headed

  

  
    You have spent this course learning how the financial system works today. But the world you are about to enter as investors, professionals, and entrepreneurs is going to look very different from the one your parents navigated.
  

  Artificial intelligence is reshaping nearly every industry on the planet, and finance is at the front of that transformation. AI is already deciding who gets loans, flagging fraudulent transactions, managing investment portfolios, and predicting market movements, all with varying levels of human involvement.

  That raises some important questions. Is this progress? Is it dangerous? Who is making sure it is being done responsibly? And perhaps most importantly for you: where are the opportunities?

  This unit answers all of those questions.

  

  How AI Is Already Changing Finance

  You have probably already interacted with financial AI without realizing it. That alert you get when your bank suspects a fraudulent charge on your card? AI. The credit score algorithm that determines whether you qualify for a loan and at what interest rate? AI. The automated investment platforms that manage portfolios for millions of people with minimal human oversight? AI.

  
    
      Here is a closer look at where AI is already embedded in the financial system:

    

    
      
        Loan and Credit Decisions
      

      Traditionally, a loan officer at a bank would review your application, look at your credit history, assess your income and expenses, and make a judgment call about whether to lend you money. Today, that process is increasingly handled by AI systems that analyze thousands of data points in seconds and produce a decision with varying levels of human involvement.

      The upside is speed and efficiency. The downside is that if the AI model was trained on biased historical data, it can perpetuate and even amplify those biases at massive scale, denying loans to people who deserve them or approving loans for people who cannot afford them, all without a human ever reviewing the decision. (Highlighting the importance of human involvement – to make sure all information is still considered. These companies are in the business of making loans, not denying them)

      
        Fraud Detection
      

      This is one of the clearest wins for AI in finance. Machine learning models monitor billions of transactions in real time, learning what normal spending behavior looks like for each individual account and flagging anything that deviates from that pattern. The speed and accuracy of AI fraud detection far exceeds what human analysts could ever achieve manually.

      
        Algorithmic Trading
      

      High frequency trading firms use AI to execute millions of trades per second, reacting to market movements faster than any human could blink. These algorithms can spot pricing inefficiencies across markets and exploit them in fractions of a second. While this adds liquidity to markets, it also introduces new risks, as algorithms can sometimes amplify market volatility in ways that are difficult to predict or control.

      
        Robo Advisors
      

      Platforms like Betterment and Wealthfront use AI to automatically build and manage diversified investment portfolios for everyday investors based on their goals and risk tolerance. They rebalance portfolios automatically, minimize taxes, and do all of this at a fraction of the cost of a traditional human financial advisor. This has democratized investing in a real way, making professional grade portfolio management accessible to people who cannot afford a private wealth manager.

      
        Customer Service
      

      The chatbot that answers your questions on a bank’s website at 2am? That is AI too. Financial institutions are increasingly replacing human customer service roles with AI assistants capable of handling routine inquiries around the clock.

    

  

   

  

  The Problem: A System Without a Shared Language

  All of this sounds impressive. But here is the challenge that regulators, banks, and government agencies are wrestling with right now: nobody is fully on the same page about how to govern it.

  When AI makes a bad decision in a video game, it is annoying. When AI makes a bad decision about whether you qualify for a mortgage or whether your account should be frozen, it has real consequences for real people’s lives. And when thousands of banks and financial institutions are all using different AI systems built on different assumptions with different definitions for the same concepts, the potential for widespread harm grows significantly.

  This is the problem the United States Treasury Department has identified as one of the most urgent challenges in modern finance. The financial industry needs a common framework, a shared set of rules and definitions that everyone operates by, to make sure AI is being used responsibly across the board.

  The Solution: A New Rulebook for AI in Finance

  In response to these concerns, financial regulators and industry groups have been working to build that shared framework. Two key developments are worth knowing about:

  
    The AI Lexicon
  

  Before you can regulate something, everyone involved needs to agree on what words mean. The AI Lexicon is essentially a shared dictionary for the financial industry, establishing common definitions for key AI concepts, capabilities, and risk categories.

  Think about why this matters. If one bank defines “model risk” one way and a regulator defines it a completely different way, oversight becomes nearly impossible. The AI Lexicon puts everyone on the same page, from engineers and data scientists to lawyers, executives, and government regulators. It is a foundational step that makes everything else possible.

  
    The Financial Services AI Risk Management Framework
  

  This is the more comprehensive piece. Think of it as a detailed step by step guide for how banks and financial institutions should safely develop, deploy, and monitor AI systems.

  
    The framework introduces 230 control objectives covering areas like:

    
      	Governance: who is responsible for AI decisions and how is accountability structured

      	Data: what data can be used to train AI models and how must it be validated

      	Model Development: how AI models must be built and tested before deployment

      	Validation and Monitoring: how models must be checked on an ongoing basis after they go live

      	Third Party Risk: how to manage risk when a bank uses AI tools built by outside vendors

      	Consumer Protection: how to ensure AI systems treat customers fairly and do not discriminate

    

    
      Think of these 230 control objectives as a detailed checklist that banks must work through to make sure their AI is not making harmful, biased, or otherwise problematic decisions.
    

  

   

  Importantly, this framework was not just designed for giant institutions like JPMorgan Chase or Goldman Sachs. It was specifically developed to help small and mid sized banks harness AI to strengthen their cybersecurity and deploy it more securely. It was built with input from more than 70 organizations alongside 18 federal and state regulatory agencies, making it one of the most collaborative regulatory efforts in recent financial history.

  

  Is AI in Finance a Good Thing or a Bad Thing?

  This is an important question and one worth sitting with rather than rushing to answer.

  The case that it is a good thing:

  AI makes financial services faster, cheaper, and more accessible. Robo advisors have opened up professional grade investing to people who never could have afforded a traditional financial advisor. AI fraud detection protects consumers in ways that human analysts simply cannot match at scale. Faster loan decisions reduce the friction of accessing capital for small businesses and individuals. When done well, AI has the potential to make the financial system more efficient and more equitable.

  
    The case that it is risky:
  

  AI systems are only as good as the data they are trained on and the humans who design them. Historical financial data is full of bias, reflecting decades of discriminatory lending practices and unequal access to capital. An AI trained on that data can perpetuate those inequalities at scale while hiding behind the appearance of objectivity. When something goes wrong with an AI system, it can be very difficult to understand why, a problem called the “black box” issue. And because these systems operate at such speed and scale, errors can cascade through the financial system faster than regulators can respond.

  
    
      The honest answer:
    

    AI in finance is neither purely good nor purely bad. It is a powerful tool, and like any powerful tool, its impact depends entirely on how it is designed, governed, and used. The frameworks being developed right now are an attempt to tilt the balance toward the good outcomes and minimize the harmful ones. Whether they succeed will depend on the quality of the people building and overseeing these systems.

    
      People like you, in other words.

    

  

   

  

  The Opportunity for Entrepreneurs

  
    Here is where this gets really exciting for anyone thinking about their future career or business.
  

  Every time a new set of regulations hits an industry, two things happen simultaneously. Some people groan about the compliance burden. And smart entrepreneurs see a market opportunity.

  Think about it this way. Banks across the country, from giant national institutions to small regional credit unions, now need to comply with these new AI governance frameworks. Most of them do not have the internal expertise to do it on their own. They need help understanding what the rules mean, building systems that meet the requirements, training their staff, and monitoring their AI tools on an ongoing basis.

  
    That demand is already creating a booming market for:

    AI Compliance Consulting — helping financial institutions understand and implement the new frameworks. This is a service business that requires knowledge of both finance and AI, a combination that is currently in very short supply.

    AI Auditing Tools — software that automatically checks whether a bank’s AI systems are meeting regulatory requirements. Think of it as a compliance dashboard that flags problems before regulators do.

    Training and Education Programs — the 230 control objectives in the new framework require banks to train their employees on AI risk management. Someone has to build those training programs.

    Bias Detection Software — tools that specifically test AI models for discriminatory patterns in lending and other financial decisions, helping banks identify and correct problems before they cause harm or legal exposure.

    Cybersecurity AI Tools — the framework specifically calls out cybersecurity as a key area where smaller institutions need AI assistance. Building tools that make it easier for community banks to protect themselves from increasingly sophisticated cyber threats is a real and growing market.

  

  The pattern here is consistent: where there is a new rulebook, there is a business opportunity to help others follow it. This has been true in healthcare, environmental regulation, data privacy, and now it is true in AI governance for finance.

  You do not need to wait until you have an MBA or a decade of industry experience to start thinking about these opportunities. The people who move early, who understand these frameworks before most of the market does, are the ones who will be best positioned to build the companies and careers that define the next chapter of finance.

  

  What This Means for You as an Investor

  Beyond the entrepreneurial angle, the rise of AI in finance has direct implications for you as a personal investor.

  AI tools are available to you right now. Robo advisors, AI powered budgeting apps, and automated portfolio management tools have made sophisticated investing more accessible than ever before. You do not need a financial advisor charging 1 percent of your assets annually to get professional grade portfolio management. Tools like Betterment, Wealthfront, and others can do much of that work for a fraction of the cost.

  Understanding AI gives you an edge. As AI becomes more embedded in financial markets, the investors who understand how these systems work will be better equipped to spot opportunities and risks. AI driven trading can create unusual short term price movements that patient long term investors can actually exploit.

  The financial job market is shifting. Traditional finance roles centered on manual analysis and data processing are shrinking. Roles that combine financial knowledge with data science, AI literacy, and technology skills are exploding. Whatever career path you are considering, adding some understanding of AI and data to your skillset will make you significantly more competitive.

  

  
    
      A Note on the Bigger Picture

    

    
      It is worth stepping back for a moment and thinking about what all of this means at a societal level.

      The financial system touches every single person’s life. Access to credit determines whether someone can start a business, buy a home, or weather a financial emergency. The fairness of lending decisions shapes who gets opportunities and who does not. The stability of banks determines whether people’s savings are safe.

      When AI takes over more and more of those decisions, the stakes of getting it right are enormous. A biased algorithm operating at scale can do more damage to economic equality than any single discriminatory loan officer ever could. But a well-designed AI system operating at scale can also do more good, identifying creditworthy borrowers who traditional methods overlooked, catching fraud before it ruins lives, and making professional financial guidance accessible to everyone rather than just the wealthy.

      The outcome is not predetermined. It will be shaped by the choices made by the people who build these systems, the people who regulate them, and the people who hold them accountable.

      That is the world you are entering. And your generation is going to have more influence over how it turns out than you might realize.

    

  

   

  

  Unit 6 Recap

  AI is already deeply embedded in the financial system, from loan decisions to fraud detection to investment management. The key developments shaping responsible AI use in finance include the AI Lexicon, which establishes shared definitions across the industry, and the Financial Services AI Risk Management Framework, which provides a detailed compliance roadmap for banks of all sizes. AI in finance carries both enormous promise and real risk, and the outcome depends on how well it is governed. For you, the rise of AI in finance creates direct opportunities as entrepreneurs, investors, and professionals, particularly for those who develop knowledge at the intersection of finance and technology early.

  

  Course Conclusion: Bringing It All Together

  You may have started this course not knowing much more than the basics of what a bank does. Look at where you are now.

  You understand how financial markets work and why they exist. You know the difference between depository and non-depository institutions, and you understand the roles the Fed and the SEC play in keeping the system stable and honest. You know what stocks, bonds, and other securities are, how to think about investment strategies, and how to manage the risk that comes with investing. And you now have a window into where all of this is headed.

  
    
      The single most important thing to take away from this course:
    
  

  Start. Whatever you do, do not let the complexity of financial markets convince you to do nothing. Open a brokerage account. Put $20 into a diversified ETF. Set up automatic contributions to a Roth IRA. Read one article about investing every week. The specific action matters less than the habit of engaging with your finances intentionally and early.

  Warren Buffett started at 11. You are already ahead of where he was when he made his biggest early mistake. The only question now is what you are going to do with that advantage.

  






2.1 What is Business Analytics


  
  
    What is Business Analytics
  

  Every day, businesses are faced with thousands of decisions. Should we lower our prices? Which customers are most likely to leave? Where should we open our next location? Not long ago, most of those decisions were made based on experience, intuition, and gut feeling. Today, companies have a better tool: data.

  Business analytics is the practice of using data to make smarter business decisions. It involves collecting information, organizing it, analyzing it, and then using what you find to guide strategy and solve problems. In short, it turns raw numbers into useful answers.

  Think of it like this. Imagine you run a small online clothing store. After a few months, you notice sales spike every Friday evening. You do not know why yet, but the data is telling you something. Business analytics is the set of tools and methods you would use to figure out what is happening, why it is happening, and what you should do about it. Maybe your target customers are browsing after their last class of the week. Knowing that, you could schedule your promotional emails for Friday afternoons and watch your revenue grow.

  
    You do not need to be a math genius to understand business analytics. At its core, it is about asking good questions and using available information to answer them. The math and technology are just the tools that help you get there.
  

  

  

  

  

  

  

  

  

  It is worth noting that business analytics is often confused with a few related terms. Business Intelligence focuses on reporting what has already happened, essentially looking in the rearview mirror. Data Science goes deeper into complex modeling and artificial intelligence. Business Analytics sits in the middle, using data from the past to make informed decisions about the future.

   

  






2.2 Types of Business Analytics


  
  
    The Three Types of Business Analytics
  

  Not all analytics work the same way.

  There are three main types, and each one answers a different kind of question.

  
    WHAT HAPPENED?
  

   

   

  Descriptive Analytics looks at what already happened. It summarizes past data to give you a clear picture of where things stand. It’s sometimes called the simplest form of data analysis because it describes trends and relationships but doesn’t dig deeper. If a company pulls up a report showing that sales were down 10% last month, that is descriptive analytics at work. Think of it like checking your bank account balance. You are not predicting anything yet. You are just getting the facts.

  
    
      IRL Example

    

    
      Think about something super relevant: your phone’s screen time report.

      Every week, your phone shows you stats like:

      
        	You spent 18 hours on TikTok

        	You checked Instagram 95 times

        	Your daily average was 5 hours

      

      That is descriptive analytics.

      👉 It’s not telling you:

      
        	why you used your phone that much

        	or what you’ll do next week

      

      👉 It’s just answering:

      
        	“What already happened?”

      

      It’s like your phone saying, “Here are the facts about your behavior last week.”

    

  

   

  
    “WHAT MIGHT HAPPEN IN THE FUTURE?”
  

   

   

   

  Predictive Analytics takes things a step further by asking what is likely to happen next. It uses patterns from past data to forecast future outcomes. Spotify uses predictive analytics when it guesses which songs you will want to hear next. Your bank uses it to flag transactions that look suspicious before you even notice something is wrong. Forecasting can help to make better decisions and formulate data-informed strategies.

  
    
      IRL EXAMPLE

    

    
      An example of predictive analytics at work are your Netflix recommendations.

      When you open Netflix, it suggests shows like:

      
        	“Because you watched Outer Banks, you might like All American”

      

      👉 That’s predictive analytics.

      Netflix is using your past behavior (what you watched, how long you watched, what you skipped) to predict what you’ll want to watch next.

      

      Simply:

      
        	Descriptive = “You watched 10 hours last week”

        	Predictive = “You’ll probably like this next”

      

    

  

   

  
    “What should we do next?”
  

   

   

  Prescriptive Analytics goes one step further and recommends what you should actually do about it. It does not just tell you what happened or what might happen. It tells you what action to take. When Google Maps reroutes you around traffic in real time, that is prescriptive analytics. The system analyzed the situation and told you the best move to make.

  Prescriptive analytics looks at all the data and tells you what you should do next often using computer programs (machine learning) to quickly sort through tons of information much faster than a person can to give the best recommendation.

  
    
      IRL EXAMPLE

    

    
      Many colleges use systems such as Degree Planner, Starfish, or Ellucian Degree Works that do more than just show your grades or predict your GPA. They prescribe what you should do next to graduate on time.

      Here’s how it works (and why it’s prescriptive analytics):

      
        	The system gathers your data: what classes you’ve taken, your current major requirements, prerequisites, and how many credits you need.

        	It runs models that understand the best path to graduation (e.g., which electives satisfy requirements, which courses are sequenced properly).

        	Then it recommends actions you should take such as: 	“Register for MATH 121 next semester because it’s a prerequisite for STAT 200.”
	“Take ENG 102 now — it’s only offered in the spring and you need it to stay on track.”
	“Add one of these electives to reach 120 credits this year.”



      

      🔹 This isn’t just analysis or prediction — it’s telling you the optimal next steps to meet your goal of graduating on time. That’s prescriptive analytics in action.

    

  

  Think of the three types as a progression. Descriptive tells you the score. Predictive tells you who is likely to win. Prescriptive tells you what play to run next.

   

  
    [image: Analytics Infographic showing differences between Descriptive, Predictive, and Prescriptive]
  

   

  Now that we’ve seen the three types of business analytics, we understand how businesses can look at the past, anticipate the future, and make smart decisions in the present. Each type builds on the previous one, turning raw data into actionable insights. With this foundation, it’s easy to see why business analytics isn’t just about numbers, it’s a critical tool for making smarter, faster, and more effective business decisions. That’s exactly what we’ll explore in the next section: Why Business Analytics Matters.

  






2.3 Why Business Analytics Matters


  
  
    Why Business Analytics Matters
  

  You might be wondering why analytics has become such a big deal.

  The short answer is that data is now everywhere, and the companies that know how to use it have a serious competitive advantage over those that do not.

  Here is a simple truth: companies that use data well tend to outperform companies that do not. Analytics gives businesses a competitive edge by removing guesswork from the equation.

  For you as a future professional, this matters for a very practical reason.

  
    The ability to work with data and communicate insights is one of the most in-demand skills in today’s job market, across nearly every field. 
  

   

  Whether you go into marketing, finance, healthcare, sports, or entrepreneurship, analytics will be part of your world.

   

  
    
      Why Business Analytics Matters to a College Student:
    

    Business analytics isn’t just for big companies; it can directly impact you as a student:

    
      	Make smarter decisions with your time and money – Analytics can help you figure out which classes, study habits, or campus resources give you the best outcomes, so you don’t waste time or credits.

      	Prepare for jobs and internships – Companies want employees who can understand data, spot trends, and make recommendations. Knowing analytics gives you a real skill that makes your resume stand out.

      	Understand the world around you – From tracking social media trends, to sports stats, to budgeting your personal finances, analytics helps you see patterns and make better choices in everyday life.

      	Solve problems faster – Being able to analyze information and suggest solutions is a skill that applies to group projects, campus organizations, or even starting your own side hustle.

    

    In short: Business analytics matters because it teaches you how to make smarter decisions, plan ahead, and create opportunities – skills that are useful in school, work, and life.

  

   

  Consider two coffee shops side by side. One tracks which drinks sell best at which hours, which promotions bring in new customers, and which days of the week are slowest. The other just makes coffee and hopes for the best. Over time, the first shop makes smarter decisions about staffing, pricing, and marketing. The gap between them grows wider every month, not because one makes better coffee, but because one is making better decisions.

  This plays out at massive scale in the real world. Amazon’s entire business model is built on analytics. From product recommendations to warehouse placement to delivery routing, data drives nearly every decision the company makes. Target famously used analytics to identify which customers were likely pregnant based on shopping patterns, allowing them to send relevant coupons before competitors even knew those customers existed. Whether you find that impressive or a little unsettling, it illustrates just how powerful analytics can be.

   

  You do not have to want to be a data scientist to benefit from understanding how analytics works.

   

  
    Examples of Business Analytics in Practice
  

  
    	“What is business analytics? Using data to improve business outcomes” – a clear article with real cases (like sports team analytics and healthcare operations improvements) illustrating how analytics helps organizations improve results.

    	Databox: “5 Real‑World Business Analytics Examples That Prove the Value of Business Intelligence” – shows how companies use analytics for strategy and growth and why it leads to better decisions and performance.

    	Wake Forest University: “Why is Business Analytics Important?” – gives real industry examples from retail, airlines, healthcare, and manufacturing showing analytics improving pricing, patient care, supply chain, and more.

    	SCDL: “Real‑World Use Cases of Business Analytics Across Industries” – highlights analytics in banking, retail, e‑commerce, and more (good for diverse examples across sectors).

  

  






2.4 Key Components of a Business Analytics Framework


  
  
    Key Components of a Business Analytics Framework
  

  Business analytics does not happen by accident. There is a structure behind it, and most organizations follow a similar framework.

  It starts with data sources. Data can come from almost anywhere: sales records, customer surveys, website traffic, social media activity, inventory logs, and more. The first step is knowing where your data lives and how to access it.

  Next comes data management. Raw data is often messy. It might have missing entries, duplicate records, or inconsistent formatting. Before you can analyze anything, the data needs to be cleaned and organized. This step is less glamorous but incredibly important.

  
    🔹 Excel / Google Sheets – foundational tools used for data organization and basic analysis by beginners. 

    🔹 Tableau & Power BI – business intelligence and visualization tools that turn data into interactive dashboards. 

    🔹 SQL – the standard language for querying and managing data from databases. 

    🔹 Python & R – programming languages used for deeper analytics, statistical modeling, and automation.

    
      You don’t start with Python and R, you begin with accessible tools (Excel/Sheets),
      

      Then learn how to ask better questions with SQL,
      

      Then tell stories with data using BI tools like Tableau/Power BI,
      

      And finally do deeper analysis or automation with Python/R.
    

    That’s a real analytics learning path used in industries today.

  

  Then comes the tools and technology used to actually do the analysis. Beginners often start with Excel or Google Sheets. More advanced analysts use tools like Tableau for visualizations, SQL for querying databases, and Python or R for deeper statistical work. You do not need to master all of these right away, but knowing they exist is a good start. (see sidebar for more info on these programs) 

  
    [image: decorative image]
  

   

   

  Finally, there is communication. Finding insights in data is only half the job. The other half is explaining what you found to people who may not have a data background. This is arguably the most underrated component. Even the most brilliant analysis is useless if the results cannot be explained clearly to the people who need to act on them. Turning data into a story that non-technical stakeholders can understand is one of the most valuable skills a business analyst can have.

   

  
    [image: ]
  

  TikTok’s official “Success Stories” library includes many brands that used analytics‑informed approaches to improve outcomes:

  
    	Toyota achieved a 38% reduction in cost per acquisition (CPA) using tailored TikTok ads,

    	Supercell (Clash Royale) drove higher engagement with TikTok‑native creative,

    	Pringles and Ben & Jerry’s used analytics‑informed campaigns that expanded reach and boosted results.

  

  These are real world companies using analytics insights (like engagement patterns and creative performance) to shape their content and marketing decisions.

  Brands like Bold and global advertisers like Toyota used TikTok analytics to measure what works and what doesn’t. By analyzing content performance and running tests, they were able to adjust their strategies, lower costs, increase engagement, and drive conversions. This shows that analytics are not just about numbers, they lead to real business outcomes when communicated and acted upon.

  That’s the crux of business analytics in action.

  Next, we will look into the Business Analytics process.

  






2.5 The Business Analytics Process


  
  
    The Business Analytics Process
  

  In 2011, Netflix made a bet that would have seemed reckless to most executives: they committed $100 million to produce a TV series called House of Cards before a single episode had been filmed. No pilot. No test audience. No guesswork. They already knew it would work, because the data told them so.

  
    [image: house of cards]
  

  Their story is a good one to keep in mind as we walk through how analytics actually works in practice. While every project is different, most analytics work follows the same basic path from start to finish.

  
    It starts with defining the problem.
  

  Netflix’s question was specific: what kind of original content will our subscribers actually watch and love? Not “what should we make?” but a sharper, more answerable question built around real viewer behavior. A vague question leads to a vague answer. The more specific the problem, the more useful the outcome.

  
    Next comes collecting and preparing data.
  

  This step is less glamorous than it sounds. Netflix had mountains of data on what people watched, rewatched, paused, abandoned, and searched for. But raw data is messy. It has gaps, errors, duplicates, and inconsistencies. A significant portion of any analytics project is simply cleaning the data until it is reliable enough to work with. Nobody puts this part in the highlight reel, but skipping it is how projects go wrong.

  
    [image: chart of approval ratings of House of Cards]
  

  
    Then comes the actual analysis.
  

  
    [image: Kevin Spacey (decorative)]
  

  Netflix dug into their data and found something interesting. Their subscribers loved films directed by David Fincher. They loved actor Kevin Spacey. They loved the original BBC version of House of Cards. Three separate signals, pointing in the same direction. Depending on the problem, analysis might involve spotting trends, building forecasts, running experiments, or comparing different scenarios. This is where the tools and methods really earn their place.

  
    After that comes interpretation and visualization.
  

  Raw numbers rarely tell a clear story on their own. Charts, dashboards, and well-designed visuals make patterns visible and results easier to communicate to decision-makers who were not sitting in the weeds with the data. An insight that takes an analyst three weeks to find should not take an executive three hours to understand.

  
    Finally, decisions get made.
  

  Netflix greenlit the show. The whole point of the process is to drive action. A recommendation gets made, a strategy shifts, a new product launches, or a struggling process gets fixed. In Netflix’s case, House of Cards became one of the most talked-about shows of the decade and helped establish them as a serious content studio.

  Analytics without action is just an academic exercise. The data was never really about the show. It was about confidence: the kind that lets you spend $100 million without blinking.

   

  More Reading:

  How Netflix Used Date to Create House of Cards: A Revolutionary Approach to Content Creation

  
    House of Cards: How Netflix’s $100m gamble made them internet video kings
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    🔗 Read more: 
  

  Harvard Business School Online has a clean, readable piece with real company examples (Microsoft, Uber, PepsiCo, and others) that map well to this chapter’s themes: https://online.hbs.edu/blog/post/business-analytics-examples

  






2.6 Careers


  
  
    Careers and Roles in Business Analytics
  

  One of the best parts about business analytics as a field is how many different directions it can take you. The skills are versatile and apply across almost every industry you can think of.

  A Business Analyst typically works inside a company to identify problems, gather data, and recommend solutions. They act as a bridge between the technical side of data and the business side of decision-making. This is one of the most common entry-level roles for graduates with an analytics background.

  A Data Analyst is more focused on the numbers themselves. They spend more time working directly with data, building reports, and creating dashboards. Strong Excel and SQL skills are usually expected for this kind of role.

  An Analytics Manager leads a team of analysts and is responsible for the overall strategy behind how a company uses its data. This is typically a role people grow into after several years of experience.

  Beyond these titles, analytics skills show up in marketing, finance, operations, human resources, and even in creative industries. Music streaming platforms like Spotify use analysts to understand listener behavior. Sports franchises hire analysts to evaluate player performance. Video game companies use analytics to understand how players interact with their games and where they get frustrated or drop off.

  
    The demand for these skills is not going away. If anything, it is growing. Starting to build familiarity with analytics concepts now puts you ahead of the curve before you even enter the job market.
  

   

   

   

   

   

  
    
      FURTHER READING:

    

    
      
        	
          What Is a Business Analyst? 2026 Career Guide | Coursera
        

        	
          Management Analysts : Occupational Outlook Handbook: : U.S. Bureau of Labor Statistics
        

        	
          
          Refonte Learning : Business Analyst in 2026: Trends, Skills, and Career Outlook
        

      

    

  

   

  






2.7 Summary


  
  
    Chapter Summary
  

  Business analytics is the practice of using data to make better business decisions. It includes three main types: descriptive analytics, which explains what happened; predictive analytics, which forecasts what might happen; and prescriptive analytics, which recommends what to do. Analytics is powered by data sources, storage systems, software tools, and the ability to communicate findings clearly. The analytics process moves from defining a problem all the way through to implementing a decision. Careers in this field span nearly every industry and are consistently among the most in-demand in today’s economy.

  
    The most important takeaway is this: data is not just numbers on a spreadsheet. In the right hands, it is one of the most powerful decision-making tools in the modern world.
  

  






4.1 Why Management Matters


  
  Why Management Matters

  Think about every job you will ever have. You will work alongside other people. You will be part of a team, a department, or an organization. You will have deadlines, limited resources, and goals to hit. And at some point, whether you are ready for it or not, someone will look to you for direction.

  That is management. And it matters more than most people realize.

  Management is not just a job title or a corner office. It is the force that turns a group of individuals into a functioning, productive team. It is what separates a company that thrives from one that merely survives. Without effective management, even the best ideas, the strongest products, and the most talented employees will fall short of their potential.

  
    
      IRL EXAMPLE

    

    
      In 2004, the United States sent a roster full of NBA superstars to the Athens Olympics, including Allen Iverson, Tim Duncan, Carmello Anthony, and LeBron James. On paper, it was one of the most talented basketball teams ever assembled. They lost to Puerto Rico, Lithuania, and Argentina, and came home with the bronze medal. Four years later, with largely the same talent pool but a completely rebuilt team culture, coaching philosophy, and management structure under coach Mike Krzyzewski, the U.S. won gold in Beijing and did not lose another Olympic game for over a decade. Same talent. Better management. Completely different results.

      
        [image: ]
      

    

  

   

  Here is what makes management so essential, no matter what career path you choose.

  It applies everywhere. Whether you end up in marketing, finance, accounting, operations, or entrepreneurship, you will need to manage people, projects, time, and resources. Management principles are not limited to one industry or one type of job. They are universal.

  It teaches you how organizations actually work. At the heart of every business, from a small startup to a multinational corporation, are four core functions: planning, organizing, leading, and controlling. Understanding these functions gives you a mental model for how any organization operates, and how you can contribute to it more effectively.

  It develops the skills employers value most. Communication, motivation, delegation, conflict resolution, and decision-making are all rooted in management. These are not soft extras. They are the skills that determine whether a person advances in their career or stalls out.

  It prepares you for leadership. Most people do not start their careers managing others, but that changes quickly. Understanding management early means you are already thinking about what effective leadership looks like before you are asked to step into it.

  It connects every other business discipline. Management draws from economics, psychology, ethics, strategy, and organizational behavior. It is the thread that ties together everything you will study in a business program, making it one of the most valuable lenses you can develop.

  
    
      The bottom line is this: regardless of your specific career path, you will work within organizations, alongside other people, and eventually in charge of something. Management is not just a topic for future executives. It is essential knowledge for anyone who plans to work, grow, and lead in the modern world.

    

     

  

   

  






4.2 The Management Hierarchy


  
  
    The Management Hierarchy
  

  
    Every organization needs structure. Without it, decisions don’t get made, communication breaks down, and nobody is quite sure who is responsible for what. That is where the management hierarchy comes in.
  

  In most medium and large companies, management is divided into three distinct levels: top management, middle management, and first-line management. Think of it as a pyramid. Each level has its own responsibilities, its own focus, and its own way of contributing to the success of the organization. Understanding how these levels work together is one of the first steps to understanding how any business actually functions.

  
    [image: ]
  

  
    Top Management
  

  At the peak of the pyramid sit the top managers. These are the CEOs, presidents, executive vice presidents, and other senior leaders who set the overall direction of the company. Their job is not to manage day-to-day tasks. It is to think big. Top managers articulate a vision for where the company is going, establish priorities, and make the high-level decisions that shape everything below them. When a company decides to enter a new market, launch a major initiative, or change its core strategy, that decision starts at the top.

  Consider Apple as an example. When Steve Jobs returned to the company in 1997, he did not sit down and write code or design products himself. He set a vision: simplicity, innovation, and products that people love. Every decision made below him was filtered through that vision. That is top management at work.

  
    Middle Management
  

  In the middle of the pyramid are the managers who serve as the critical link between the vision at the top and the work happening at the ground level. Middle managers have one of the most demanding jobs in any organization because they communicate in both directions. They take the goals and priorities handed down from top management and translate them into actionable plans for the teams below them. At the same time, they gather feedback, challenges, and results from first-line managers and relay that information back up to the top. That’s why they have to be constantly evolving (see: The Middle Manager of the Future).

  Middle managers go by many titles: department heads, regional managers, directors, and division managers, among others. Their ability to communicate clearly, coordinate across teams, and keep everyone aligned is what keeps the middle of the organization from falling apart. Research shows that organizations with strong managers realize 21 times greater total shareholder return than those with weak managers.

  
    First-Line Management
  

  At the base of the pyramid are first-line managers, the people who work most directly with the employees doing the day-to-day work of the company. These are the store managers, shift supervisors, team leaders, and department supervisors who are in the trenches every day. Their primary focus is on training, motivating, and supporting the nonmanagement employees who report to them.

  First-line managers are often the most visible face of management to frontline workers. For many employees, their first-line manager is the only manager they ever really interact with. That makes this level of management enormously important. A great first-line manager can inspire a team to perform at its best. A poor one can drive good employees right out the door, (ex: The Passive-Aggressive Micromanager or the manager who views leadership as a game of power and control rather than a way to support and grow their team)

  …….which brings us back to where we started.

  
    How the Levels Work Together
  

  
    [image: ]
  

  The three levels of management are not separate silos. They are designed to work as a connected system. Top management sets the vision. Middle management translates and coordinates. First-line management executes and supports. When all three levels are functioning well and communicating clearly, organizations can move with purpose and consistency. When one level breaks down, the entire system feels it.

  Consider a national restaurant chain as an example. The executive team at headquarters decides to launch a new menu focused on healthier options. Regional managers work with individual locations to plan training schedules, adjust supply orders, and update marketing materials. Store managers then train their servers, communicate the changes to kitchen staff, and make sure the new menu rolls out smoothly. One decision at the top ripples all the way down to the customer’s table, but only because each level of management did its part.

  That is the power of a well-functioning management hierarchy.

  






3 Joint Venture Example


  
  Semiconductor Joint Ventures (CHIPS Act Era)

  In 2022, the U.S. government passed the CHIPS and Science Act to boost computer chip production in the U.S.

  Instead of forcing companies, the government used billions in incentives (grants, tax credits, subsidies) to strongly encourage partnerships and joint ventures.

  Real Example:

  
    	Intel partnered with Brookfield Asset Management
→ They created a joint investment structure to fund semiconductor factories in Arizona

    	Taiwan Semiconductor Manufacturing Company has also partnered with U.S. suppliers and received government incentives to build plants in the U.S.

  

  

  Why the U.S. Government Pushed This

  Officials strongly encouraged these joint efforts to:

  
    	Reduce reliance on foreign chips (especially from Asia)

    	Strengthen national security

    	Create U.S. jobs

    	Share the massive cost of building chip factories

  

  

  Simple Explanation

  Instead of saying:

  
    “You MUST partner with someone,”

  

  the U.S. government basically said:

  
    “If you partner up and build here, we’ll give you a LOT of money to help.”

  

  

  
    
      Is this really “encouragement,” or is it pressure with money attached?
    

  

  






4.3 The Four Core Functions of Management


  
  
    Management can feel like an abstract concept until you break it down into what managers actually do every day. And when you do that, a clear picture emerges.

  

  
    III. The Four Core Functions of Management
  

  
    [image: 4 functions of mngmnt]
  

  Regardless of industry, company size, or management level, every manager’s job revolves around four core functions: planning, organizing, leading, and controlling.

  These four functions are not separate activities that happen in isolation. They are an interconnected cycle that drives everything an organization does, from the biggest strategic decision to the smallest daily task.

  The Blockbuster fail is an example. Back in 2000, Blockbuster had the chance to buy Netflix for $50 million. They laughed and passed. Ten years later, Blockbuster was bankrupt. The difference? Management and vision.

  Understanding these four functions is the closest thing there is to a universal blueprint for how any business operates. Master them, and you have a framework for making sense of almost any management challenge you will ever face.

  

  Planning: Deciding Where You Are Going

  The first and most foundational function of management is planning. Planning means determining the goals of the organization and figuring out the best way to achieve them. It is the function that gives everything else its direction. Without a plan, organizing is guesswork, leading has no destination, and controlling has nothing to measure against.

  
    Think of planning as the answer to the question: what are we trying to accomplish, and how are we going to get there?
  

  Great planning requires more than optimism or ambition. It requires an honest look at where the organization currently stands, a clear-eyed assessment of the environment it operates in, and the discipline to set goals that are specific, measurable, realistic, and tied to a meaningful time frame. It also requires flexibility. A plan that cannot adapt to changing circumstances is not a plan. It is a gamble.

  We will explore planning in much greater depth in Section IV, including the different types of planning, how organizations use tools like SWOT analysis, and why the mission statement is the starting point for everything.

  

  Organizing: Building the Structure to Succeed

  Once a plan is in place, the next question becomes: how do we set ourselves up to actually execute it? That is where organizing comes in. Organizing means determining the structure of both individual jobs and the overall organization.

  
    Organizing answers the question: who does what, and how does everything fit together?
  

  At the individual level, organizing involves designing jobs in a way that makes sense for the work that needs to be done. What tasks does each role include? What authority does each person have? Who reports to whom? At the organizational level, it involves creating a structure, often represented visually in an organizational chart, that shows how different roles, departments, and levels of management relate to one another.

  
    In a typical company, management happens at three main levels:

    Top Management: These are the big-picture people (think CEOs). They set the vision and priorities for the whole company.

    Middle Management: These guys are the bridge. They coordinate teams and make sure information flows up and down.

    First-Line Management: This is where many of you will start. These managers train and motivate the employees who do the daily work.

  

  One of the key decisions in organizing is how centralized or decentralized the organization should be. In a centralized structure, decision-making authority is concentrated at the top. A small group of senior leaders makes the major calls, and the rest of the organization executes. This approach can create consistency and clear direction, but it can also slow things down and leave frontline employees feeling disconnected from the decision-making process.

  In a decentralized structure, authority is distributed more broadly throughout the organization. Managers and employees at lower levels are empowered to make decisions within their areas of responsibility. This approach tends to produce faster responses and higher engagement, but it requires strong communication and a shared sense of direction to keep everyone aligned.

  Another important organizing concept is span of control, which refers to how many people a manager directly supervises. A manager with a wide span of control oversees many employees. A manager with a narrow span oversees just a few. The right span depends on a number of factors, including the complexity of the work, the skill and experience of the employees, and the degree of coordination required between team members.

  There is no single correct way to organize a company. The right structure is the one that best supports the organization’s goals, its culture, and the people within it. What matters most is that the structure is intentional, that it was designed with purpose rather than inherited by accident.

  

  Leading: Inspiring People to Achieve

  A plan can be brilliant, and a structure can be perfectly designed, but if the people within the organization are not engaged, motivated, and pointed in the right direction, none of it matters. That is why leading is one of the most critical and most human of the four management functions. Leading means directing and motivating people to achieve organizational goals.

  
    Leading is the function that answers the question: how do we get the best out of the people we work with?
  

  Leading is where management becomes personal; the relationship between a manager and their team is built or broken. It involves communication, motivation, coaching, conflict resolution, and countless daily interactions that shape how people feel about their work and their workplace.

  Great leaders understand that people are not simply resources to be deployed. They are individuals with needs, aspirations, fears, and the capacity to contribute far beyond what any job description captures, if they are given the right environment to do so. The manager who understands this, and leads accordingly, consistently outperforms the one who sees people as interchangeable parts.

  Leading draws heavily on an understanding of motivation. What drives people to give their best effort? What makes them disengage? Different people are motivated by different things, and effective leaders take the time to understand what makes each member of their team tick. We will explore the major theories of motivation in much greater depth in Section VII.

  Leading also involves choosing the right leadership style for the situation. Sometimes a collaborative, democratic approach is exactly right. Other times, a more decisive and directive approach is what the moment calls for. The most effective leaders are not rigid in their style. They read the situation, consider their people, and adapt. We will examine the three core leadership styles in detail in Section VIII.

  

  Controlling: Making Sure It All Stays on Track

  The fourth and final core function of management is controlling. It is also one of the most misunderstood, because the word itself can sound negative, as though it is about limiting people or micromanaging their every move. In reality, controlling in management has nothing to do with that. Controlling means monitoring performance and making adjustments as needed to keep the organization on course toward its goals.

  
    Controlling answers the question: are we doing what we said we were going to do, and if not, what do we need to change?
  

  Think of controlling like the navigation system in a car. It does not drive for you. It tracks where you are, compares your current position to your intended destination, and alerts you when you have veered off course so you can correct. Without that feedback, you might not realize you have taken a wrong turn until you are miles out of the way.

  In practice, controlling involves setting performance standards based on the goals established during planning, measuring actual performance against those standards, identifying gaps and understanding why they exist, and taking corrective action to close those gaps. That corrective action might mean adjusting the plan, reallocating resources, providing additional training, or addressing a problem that nobody had anticipated when the plan was first developed.

  Controlling also plays a crucial role in organizational learning. When managers take the time to carefully evaluate results, not just to judge performance but to genuinely understand what worked and what did not, they generate insights that make the next planning cycle sharper and more effective. Organizations that skip this step, or treat evaluation as a formality, miss one of the most valuable opportunities they have to get better over time.

  *It is worth noting that controlling is not the end of the management cycle. It feeds directly back into planning. What managers learn through monitoring and evaluation becomes the foundation for the next round of goal setting and strategy development. In this way, the four functions of management are not a straight line with a beginning and an end. They are a continuous loop, each function informing and strengthening the others.

  

  The Four Functions Working Together

  It would be a mistake to think of planning, organizing, leading, and controlling as four separate jobs that happen to share a job description. In practice, they are deeply interconnected, and a weakness in any one of them creates problems throughout the others.

  A company with brilliant plans but poor organizing will struggle to execute. A company with strong structure but weak leadership will find that people go through the motions without genuine engagement or creativity. A company that plans and leads well but never seriously evaluates its results will keep making the same mistakes, unable to learn and grow.

  Consider a professional sports team as an example. The coaching staff develops a game plan before every match, that is planning. The team is organized into specific positions and roles, with clear responsibilities for each player, that is organizing. The head coach motivates the players, builds team culture, and makes real-time decisions during the game, that is leading. And after every game, the coaching staff reviews film, analyzes what worked and what did not, and adjusts their approach accordingly, that is controlling.

  Remove any one of those elements and the team suffers. A team with no game plan plays reactively. A team with no clear roles collapses into confusion. A team with no motivation underperforms its talent. And a team that never learns from its losses keeps losing.

  The same is true in business. The four core functions of management are not a checklist. They are a system. And like any system, they are only as strong as their weakest part.

  That is why understanding all four, not just the ones that come naturally or feel comfortable, is so essential for anyone who plans to lead people, manage resources, or build something worth building.

   

  
    
      KEY TAKEAWAY

    

    
      How do you actually “manage”? You focus on these four things:

      
        	
          Planning: Setting goals and figuring out how to reach them.

        

        	
          Organizing: Setting up the structure. Who does what?

        

        	
          Leading: The “people” part. Keeping everyone motivated and focused.

        

        	
          Controlling: Checking the results. Are we hitting our goals? If not, how do we fix it?

        

      

    

  

   

  






4.4 Planning in Depth


  
  IV. Planning in Depth

  Every journey needs a destination. You would not get in a car, start driving, and hope you end up somewhere good. Yet that is exactly what businesses do when they operate without a plan. They move fast, work hard, and stay busy, but without a clear sense of where they are going or how they intend to get there.

  Planning is the foundation of everything in management. It is the function that gives all the others their direction. Organizing, leading, and controlling only make sense once you know what you are actually trying to accomplish. And while planning might sound like a straightforward process, great planning is one of the most demanding and consequential things a leader can do.

  

  What Planning Actually Is

  At its core, planning means determining the goals of the organization and figuring out the best course of action for achieving them. But good planning is more than writing a to-do list or setting a few targets at the start of the year. A good plan is one that keeps an organization on track without sacrificing flexibility. It provides direction and focus while still leaving room to adapt when circumstances change, because they always do.

  The business landscape shifts constantly. New competitors emerge. Consumer preferences evolve. Economies contract. Technologies disrupt entire industries overnight. A plan that cannot respond to those kinds of changes is not a plan. It is a wish.

  That is why the best organizations build planning processes that encourage feedback to flow freely up and down the hierarchy. Frontline employees often see things that top managers cannot. Middle managers spot patterns that neither group notices alone. When everyone has a voice in the planning process and leaders actually listen, the resulting plan is sharper, more realistic, and far more likely to succeed.

  

  The Three Levels of Planning

  Just as management itself is divided into levels, so is planning. Each level of the organization is responsible for a different type of planning, and all three must work together for the organization to function effectively.

  Strategic planning is the responsibility of top management. It is high-level, long-term thinking that establishes a vision for the company, defines broad priorities and objectives, and allocates major resources. Strategic plans typically look years into the future and answer the fundamental question: where are we going, and why? Everything else in the organization flows from the strategic plan. It is the foundation on which all other decisions are built.

  Tactical planning falls to middle management. Where strategic planning sets the destination, tactical planning maps the route. Middle managers take the broad goals handed down from the top and translate them into specific, actionable plans for their departments and teams. Tactical plans tend to cover shorter time horizons, typically one to three years, and focus on how the organization will actually execute on its strategy.

  Operational planning is carried out primarily by first-line managers. This is the most immediate and detailed level of planning, focused on the day-to-day and week-to-week activities that keep the organization running. Operational plans are highly specific: schedules, staffing, procedures, and processes that ensure the work gets done on time and to standard.

  Think of it this way. The executive team of a national retail chain decides strategically to expand into three new regional markets over the next five years. Regional managers develop tactical plans for each market, identifying target locations, hiring timelines, and marketing approaches. Store managers then create operational plans for each new location covering daily staffing schedules, inventory processes, and customer service procedures. One strategic decision ripples through every level of the organization, taking a different but equally important form at each one.

  

  The Mission Statement: Where Planning Begins

  Before any goals can be set or any plans can be made, an organization needs to answer one foundational question: why do we exist?

  That answer lives in the mission statement. A mission statement defines the organization’s purpose, its core values, and the fundamental goals that guide everything it does. It is the starting point for all strategic planning and the lens through which every major decision should be filtered.

  The most effective mission statements share a few key qualities. They are simple enough that anyone in the organization can understand and remember them. They are vivid and specific enough to actually mean something. And they are compelling enough to inspire genuine commitment from everyone involved, from the newest hire on the floor to the CEO in the boardroom.

  A vague or generic mission statement is worse than no mission statement at all, because it creates the illusion of direction without providing any. A powerful mission statement acts like an invisible guide that shapes decision-making at every level of the organization, even when no manager is in the room.

  
    [image: sample mission statements from big companies]
  

  

  
    
      EXAMPLE:

    

    
      The Blockbuster Story: Why Strategic Planning Matters

      In 2000, Blockbuster was at the top of the video rental world. Thousands of locations. Millions of loyal customers. A brand that almost every household in America recognized. That same year, a small startup called Netflix approached Blockbuster with an offer to be acquired for 50 million dollars. Blockbuster’s leadership turned them down and reportedly laughed the idea out of the room.

      Ten years later, Blockbuster filed for bankruptcy. Netflix, meanwhile, was well on its way to becoming one of the most valuable entertainment companies in the world.

      
        [image: blockbuster v netflix profits]
      

      What went wrong at Blockbuster? It was not a lack of money or talent or brand recognition. It was a failure of strategic planning. Blockbuster’s leadership looked at the present and assumed the future would look the same. They did not take seriously the possibility that the way people consumed entertainment was about to change forever. Netflix did. And that difference in strategic thinking changed everything.

      The lesson is not that every business needs to predict the future perfectly. That is impossible. The lesson is that strategic planning requires leaders to lift their eyes off the present and ask hard questions about where the world is heading, what their customers will need tomorrow, and what threats are emerging that they are not yet taking seriously enough.

    

  

  

  SWOT Analysis: Knowing Where You Stand

  One of the most practical and widely used tools in strategic planning is the SWOT analysis. SWOT stands for Strengths, Weaknesses, Opportunities, and Threats. It gives organizations a structured way to honestly assess both their internal capabilities and the external environment they are operating in.

  
    [image: SWOT example]
  

  Strengths are what your organization does well. These are your competitive advantages, your points of difference, the reasons customers choose you over someone else.

  Weaknesses are where your organization falls short. These might be gaps in capability, resources, technology, or talent. The value of this part of the analysis depends entirely on honesty. Organizations that refuse to acknowledge their weaknesses cannot address them.

  Opportunities are external factors or trends that could help the organization grow or succeed. A shift in consumer behavior, an emerging technology, a competitor stumbling, or a new market opening up are all examples of opportunities waiting to be seized.

  Threats are the external challenges and risks that could hurt the organization. New competition, rising costs, regulatory changes, economic downturns, or market shifts that work against your current position all qualify as threats.

  The SWOT analysis does not make decisions for you but rather gives information to make better ones.

  

  Strategic Goals: Turning Vision Into Action

  A mission statement tells you why you exist. Strategic goals tell you what you are going to accomplish. And for goals to actually drive results, they need to meet a few important standards.

  Good strategic goals are specific and measurable. “We want to grow” is not a strategic goal. “We want to increase revenue by 15 percent over the next two years by expanding into two new markets” is. The difference matters because a measurable goal gives you something concrete to work toward and a clear way to know whether you got there.

  
    [image: SMART goals]
  

  Good strategic goals are also tied to a realistic time frame. Open-ended goals tend to drift. When everyone knows a goal needs to be accomplished by a specific date, accountability becomes real.

  And good strategic goals are ambitious but achievable. Goals that are too easy do not push the organization forward. Goals that are completely unrealistic demoralize the people working toward them. The sweet spot is a goal that stretches the organization without breaking it.

  Once strategic goals are set, implementation falls primarily to middle and first-line managers, who translate those goals into the tactical and operational plans that make them real. Strategy without execution is just an idea. Execution without strategy is just activity. They must work together.

  

  Contingency Planning: Preparing for the Unexpected

  Even the best plans run into trouble. Suppliers fall through. Key employees leave. Natural disasters disrupt operations. Economic conditions shift. A global pandemic shuts everything down. No matter how carefully an organization plans, unexpected events will happen.

  That is why smart organizations do not just plan for the future they expect. They also plan for futures they hope to avoid. This is called contingency planning, and it is the responsibility of senior management, though it draws on input from managers at every level.

  A contingency plan answers the question: if things do not go as planned, what do we do? It identifies the most significant risks the organization faces and establishes in advance how leadership will respond if those risks become reality. Having those answers ready before a crisis hits means the organization can respond quickly and decisively rather than scrambling to figure out a plan in the middle of a disaster.

  Think about how differently companies fared during the early days of the COVID-19 pandemic. Businesses that had contingency plans for supply chain disruptions, remote work, or sudden drops in foot traffic were able to adapt quickly. Those that had never considered such scenarios were often caught completely flat-footed.

  
    Planning will not prevent every problem. But it gives you a fighting chance of surviving the ones you did not see coming.
  

  






4.5 Essential Management Skills


  
  
    V. Essential Management Skills
  

  
    
      You have probably heard the phrase “people skills” thrown around before. Maybe a teacher told you that you have great people skills, or maybe a job listing asked for them and you were not entirely sure what that meant. In the world of management, people skills are just one piece of a larger puzzle. Effective managers need three distinct types of skills to do their jobs well: technical skills, human skills, and conceptual skills. And here is what makes it interesting: the higher you climb in an organization, the more the balance between those three shifts.

    

  

  
    
      

    

  

  
    
      Technical Skills: Knowing How the Work Gets Done

    

  

  
    
      Technical skills are the specific, specialized abilities required to perform a particular task or job. They are the “how to” skills. How to write code. How to operate equipment. How to read a financial statement. How to edit a video. Technical skills are usually learned through education, training, or hands-on experience, and they tend to be specific to a particular field or function.

    

  

  
    
      For first-line managers, technical skills are especially important. If you are managing a team of graphic designers, it helps enormously to understand design. If you are supervising a kitchen, knowing how to cook matters. Your team will respect you more, you will make better decisions, and you will be able to train and support the people working under you far more effectively.

    

  

  
    
      Think about a social media manager at a marketing agency. She needs to know how the platforms work, how to read analytics, how to write copy that performs, and how to use design tools. Those are all technical skills. Without them, she cannot do her job, let alone lead others doing the same work.

    

  

  
    
      As people move up in an organization, technical skills become relatively less critical. A CEO does not need to know how to write code or operate every piece of equipment in the building. But at the ground level and in first-line management, technical competence is often what earns you credibility with your team in the first place.

      
        [image: Boss vs Leader]
      

    

  

  
    
      

    

  

  
    
      Human Skills: Working Well With People

    

  

  
    
      Human skills, sometimes called interpersonal skills, are the abilities that allow managers to work effectively with other people. This includes communicating clearly, listening actively, motivating team members, resolving conflicts, giving and receiving feedback, and building trust. Human skills are what separate a manager who gets results through people from one who simply gets results despite them.

    

  

  
    
      Here is the thing about human skills that surprises a lot of people: they matter at every single level of management. Whether you are a shift supervisor at a coffee shop or the chief operating officer of a Fortune 500 company, your ability to connect with people, earn their trust, and bring out their best is going to determine how far you go and how much impact you have.

    

  

  
    
      Consider a customer service team leader at a retail store. Half of his job is technical, knowing the systems, the return policies, the inventory process. But the other half, and arguably the more important half, is human. He has to motivate a team that deals with frustrated customers all day. He has to have difficult conversations when someone is underperforming. He has to build enough trust that his team comes to him with problems before those problems become crises. None of that shows up on a technical training checklist, but all of it determines whether his team succeeds or struggles.

    

  

  
    
      Human skills are also the ones most closely tied to what we discussed in the motivation and leadership sections. Understanding what drives people, communicating a vision, and creating a culture where people feel valued are all expressions of strong human skills in action.

      
        
          EXAMPLE: Ted Lasso(Apple TV+)

        

        
          
            [image: Ted Lasso]
          

          
            Ted is the walking definition of Theory Y management, high Emotional Intelligence, and strong human skills in action.
          

           

          
            	
              The Scene: In the famous “Darts Scene” from Season 1, Ted is being bullied by a former team owner. Instead of getting angry, Ted stays calm and uses a quote: “Be curious, not judgmental.”       Ted Lasso Darts Scene – Be Curious Not Judgemental

            

            	
              
                
                
                  The Skill in Action:
                
                Ted uses 
                active listening
                and 
                empathy
                to lead a team where he technically knows very little about the sport (soccer).
                He focuses entirely on the “human” side: building trust, resolving conflicts between ego-driven players, and motivating them through belief rather than fear.
              

              
                
              

            

            	
              The Takeaway: It proves that you can be a successful leader even if your technical skills are lacking, as long as your human skills are elite.

            

          

        

      

       

    

  

  
    
      

    

  

  
    
      Conceptual Skills: Seeing the Big Picture

    

  

  
    
      Conceptual skills are the ability to think abstractly, see the organization as a whole, and understand how all the different pieces fit together. Managers with strong conceptual skills can analyze complex situations, recognize patterns, anticipate problems before they arise, and make decisions that account for the ripple effects across the entire organization.

    

  

  
    
      While technical skills are most important at the lower levels of management, conceptual skills become increasingly critical as you move toward the top. A CEO has to be able to look at the entire business, its finances, its people, its market position, its competitive threats, and make strategic decisions that affect everything and everyone within it. That requires a level of abstract thinking that goes well beyond knowing how any one part of the business works.

    

  

  
    
      Here is a relatable example. Imagine you are the manager of a popular campus food truck. A technical skill would be knowing how to prepare the food and operate the equipment. A human skill would be keeping your small team motivated during a slow Tuesday lunch rush. But a conceptual skill would be noticing that a new food truck has started parking nearby, recognizing that your sales have dipped on the days they are there, understanding that your current menu overlaps too heavily with theirs, and deciding to pivot toward a different cuisine that sets you apart. You are not just reacting to a problem. You are seeing the whole picture and making a strategic move.

    

  

  
    
      

    

  

  
    
      How Skill Priorities Shift Across Management Levels

    

  

  
    
      One of the most useful things to understand about these three skill types is that their relative importance changes depending on where you are in the management hierarchy.

    

  

  
    
      First-line managers, the supervisors and team leaders working closest to the frontline employees, rely most heavily on technical skills. They need to understand the work deeply enough to train others, solve problems, and maintain quality standards.

    

  

  
    
      Middle managers need a strong blend of all three. They still need enough technical knowledge to be credible and effective, but human skills become increasingly important as they coordinate across teams, manage upward and downward, and navigate the often competing demands of the people above and below them.

    

  

  
    
      Top managers rely most heavily on conceptual skills. Their job is to set direction, make big-picture decisions, and position the organization for long-term success. They depend on the managers below them to handle the technical details and day-to-day people management. What they need is the ability to think strategically, see around corners, and lead an entire organization toward a shared vision.

    

  

  
    
      The practical takeaway for you as a student entering the workforce is this. Start building all three types of skills now. Get good at the technical skills required in your field. Practice your human skills in every team project, group presentation, and job you take. And start developing your conceptual thinking by paying attention to the bigger picture, asking why decisions get made, and thinking about how the pieces of any organization you are part of connect to one another.

    

  

  
    
      The managers who rise the fastest are almost never the ones who are simply the best at their technical job. They are the ones who combine solid technical knowledge with exceptional people skills and the ability to think beyond the task in front of them.

      
        
          KEY TAKEAWAY

        

        
          The Skills You Need

          To be a great manager, you need a mix of three skills:

          
            	
              Technical Skills: Knowing how to do specific tasks (like fixing a server or writing a marketing plan).

            

            	
              Human Skills: The ability to work with people, communicate, and solve conflicts. These are vital at every single level.

            

            	
              Conceptual Skills: Seeing the big picture and how all the departments fit together. This is a must for top leaders.

            

          

        

      

       

    

  

  






4.7 Leading and Motivating


  
  VII. Leading and Motivating

  Managing people is about more than handing out assignments and checking off tasks. Anyone can tell someone what to do. The real challenge of leadership is getting people to want to do it, and to do it well. That is the difference between managing and leading. And at the heart of great leadership is one of the most important and most studied questions in all of business:

  
    what actually motivates people?
  

   

   

  The answer has changed significantly over time. In the early 1900s, business thinkers focused almost entirely on efficiency. Workers were seen largely as parts of a machine, and motivation was simple: work hard or lose your job. But as research evolved, a much more complex and human picture emerged. Thoughts, feelings, fairness, purpose, and belonging all turned out to matter enormously. Today, the most successful companies understand that motivation is not one size fits all, and that keeping people engaged requires attention to the whole person, not just the paycheck.

  

  What Motivates People? The Major Theories

  Maslow’s Hierarchy of Needs

  One of the most enduring frameworks for understanding human motivation comes not from a business school, but from psychology. In the 1940s, Abraham Maslow proposed that human needs fall into a hierarchy, and that people are motivated to meet each level of need before moving up to the next.

  
    [image: maslows pyramid]
  

  In the context of work, Maslow’s hierarchy looks like this.

  At the base are physiological needs, the basics of survival. A job that pays a fair, livable wage addresses this level. If an employee is struggling to afford rent or groceries, no amount of team-building activities or motivational speeches will matter much. The foundation has to be in place first.

  The next level is safety needs, which in the workplace means job security, a safe working environment, and access to healthcare. Employees who feel their jobs are constantly at risk, or who work in physically dangerous conditions without proper protections, cannot fully focus on contributing at a higher level.

  Above that are social needs, the human desire for belonging, friendship, and connection. Companies that build positive workplace cultures, encourage teamwork, and create opportunities for employees to connect with one another are addressing this level. A monthly team lunch, a culture of genuine camaraderie, or simply a manager who takes time to know their people as individuals can go a long way.

  Next come esteem needs, the desire to feel valued, recognized, and respected for one’s contributions. This is where employee recognition programs, performance bonuses, public acknowledgment, and opportunities for advancement come into play. People need to feel that their work matters and that others notice it.

  At the very top of the pyramid is self-actualization, the desire to reach one’s full potential. This is the level where employees are not just doing a job. They are growing, creating, and finding deep meaning in their work. Companies that offer professional development, leadership training, and genuinely challenging work help employees reach this level.

  The practical takeaway for managers is straightforward. Do not assume that a raise will fix every problem, or that a pizza party will make up for a toxic culture. Ask yourself where your employees are on the pyramid, and address those needs first.

  

  Theory X and Theory Y

  While Maslow looked at what people need, psychologist Douglas McGregor looked at something equally important: what managers believe about people. His research, known as Theory X and Theory Y, revealed that a manager’s underlying assumptions about human nature directly shape how they lead, and how their employees respond.

  Theory X managers believe that people are inherently lazy, dislike work, and must be closely supervised and controlled to be productive. They tend to rely on strict rules, tight oversight, and the threat of consequences to get results. The problem with this approach is that it often becomes a self-fulfilling prophecy. When employees are treated as though they cannot be trusted, many of them stop trying to prove otherwise.

  Theory Y managers believe something very different. They see people as naturally motivated, capable of self-direction, and willing to take on responsibility when given the chance. They lead with trust, autonomy, and encouragement (Ted Lasso example from earlier). And more often than not, their employees rise to meet those expectations.

  Think about the best manager you have ever had or ever heard of. Chances are they operated from a Theory Y mindset. They believed in you before you fully believed in yourself. That belief changes everything.

  

  Expectancy Theory

  Victor Vroom’s Expectancy Theory takes a more calculated look at motivation. According to Vroom, employees are motivated when they believe three things at the same time.

  First, they must believe that their effort will lead to good performance. Second, they must believe that good performance will lead to a meaningful reward. Third, they must actually value that reward.

  Here is a relatable example. Imagine a college student working a part-time sales job. If she believes that putting in extra hours will help her hit her sales targets, and that hitting those targets will earn her a bonus she genuinely cares about, she will be motivated to put in the effort. But if she doubts that working harder will actually lead to better numbers, or if she does not care about the bonus at all and would rather just have the time off, the motivation disappears.

  The lesson for managers is clear. Do not assume that the rewards you are offering are the ones your employees actually want. And make sure the path from effort to reward is clear, fair, and believable.

  

  Equity Theory

  John Stacey Adams developed Equity Theory around a simple but powerful observation: people pay close attention to whether they are being treated fairly, and they compare themselves to the people around them.

  According to this theory, employees are constantly weighing what they put into their work against what they get out of it and then comparing that ratio to their coworkers. When things feel balanced, motivation stays strong. When things feel unequal, motivation suffers.

  Here is an example that will probably feel familiar. Imagine two employees at a coffee shop. Maya arrives early every shift, takes on extra tasks without being asked, and consistently gets great customer feedback. Her coworker Jake does the bare minimum, is frequently late, and lets others pick up his slack. If both receive the same pay and are treated identically by management, Maya is going to feel that something is seriously wrong. That sense of unfairness does not just bother her personally. It affects her effort, her attitude, and eventually her decision about whether to keep showing up at all.

  The message for managers is not that everyone needs to be treated identically. It is that people need to feel that the relationship between their contributions and their rewards is fair, and that leadership is paying attention.

  

  Motivation in Practice: What Great Companies Do

  Understanding motivation theory is one thing. Putting it into practice is another. Today’s most successful companies approach motivation on multiple fronts.

  They prioritize work and life balance. Employees are not just workers. They are people with families, health, and lives outside the office. Companies that respect that boundary attract and keep better people.

  They build distinctive, positive cultures. A strong culture creates a sense of identity and belonging that no paycheck alone can replicate. Employees who genuinely love where they work tend to be more productive, more loyal, and more willing to go the extra mile.

  They offer meaningful compensation. Pay matters, and pretending otherwise is a mistake. But meaningful compensation goes beyond salary to include benefits, flexibility, recognition, and growth opportunities.

  They invest in nontraditional perks. A growing number of companies have expanded their benefits to include things like student loan repayment assistance, mental health support, flexible scheduling, pet-friendly offices, and generous parental leave. These perks signal to employees that the company sees them as whole people, not just workers.

  Many companies are expanding their benefits to offer nontraditional perks that go beyond basic health insurance and retirement plans. Here are some examples:

  
    [image: nontraditional perks examples]
  

  

  Job Enrichment: Making the Work Itself More Motivating

  One of the most powerful and often overlooked tools in a manager’s toolkit is job enrichment, which means designing jobs so that the work itself is more meaningful, challenging, and fulfilling. The idea is simple. When people find their work genuinely interesting and significant, they do not need to be pushed nearly as hard from the outside.

  Effective job enrichment typically includes five key elements. Workers should be able to use a variety of skills rather than repeating the same narrow task all day. Their work should have a clear beginning and end so they can experience the satisfaction of completing something. They should understand how their work impacts others. They should have a reasonable degree of autonomy over how they do their job. And they should receive regular, honest feedback on how they are doing.

  These principles apply across all kinds of jobs. A server at a restaurant might be given the chance to help design a seasonal menu item, mentor new hires, or gather customer feedback to share with management. An entry-level retail employee might take on responsibility for visual merchandising, inventory tracking, or training new team members. In both cases the job expands in ways that keep the employee engaged, growing, and invested in the outcome.

  The result is not just happier employees. It is better performance, lower turnover, and a workplace where people actually want to show up.

  

  Bringing It All Together

  The theories and practices in this section all point toward the same fundamental truth: people are not just resources to be managed. They are human beings with needs, beliefs, comparisons, and aspirations. The managers and companies that understand this, and build their leadership approach around it, are the ones that attract the best people, keep them the longest, and get the most out of them.

  Leadership is not about authority. It is about creating the conditions where people can do their best work. And that, more than any strategy or system, is what separates great organizations from average ones.
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  VIII. Leadership Styles

  Every manager makes decisions. But how they make those decisions, who they involve, and how they communicate with their team reveals something fundamental about who they are as a leader. That approach is what we call leadership style, and it shapes everything from employee morale to company culture to the bottom line.

  There is no single right style of leadership. The most effective leaders understand that different situations call for different approaches, and that reading the room is just as important as having the right answer. But before a leader can adapt their style, they need to understand the three foundational approaches that form the basis of how managers lead.

  

  The Three Core Leadership Styles

  Democratic Leadership

  In a democratic leadership style, the leader involves the team in the decision-making process. Employees are encouraged to share ideas, voice concerns, and contribute to the direction of the group. The leader listens, facilitates discussion, and then makes a final decision that is informed by the input of others.

  This style tends to produce strong results in environments where creativity, collaboration, and buy-in matter. When people have a voice in decisions that affect them, they are more likely to feel invested in the outcome and committed to making it work.

  Consider a marketing manager who is planning a new campaign. Rather than dictating the approach from the top down, he holds a team meeting, invites everyone to pitch ideas, and builds the final strategy from the best of what the group contributes. The team walks away feeling heard and energized. That is democratic leadership at work.

  The tradeoff is time. Gathering input, facilitating discussion, and building consensus takes longer than simply making a call and moving on. In fast-moving or high-pressure situations, that slower pace can be a real liability.

  

  Autocratic Leadership

  At the opposite end of the spectrum is autocratic leadership, where the leader makes decisions independently with little to no input from others. Instructions flow from the top down, expectations are clearly defined, and employees are expected to follow them without a great deal of debate.

  This style often gets a bad reputation, but it has genuine value in the right context. In situations that require fast, decisive action, a clear chain of command, or strict adherence to safety and quality standards, autocratic leadership can be exactly what is needed. A pilot landing a plane in an emergency does not stop to take a vote. Neither does a surgeon in the middle of a procedure, or a manager dealing with a crisis that demands an immediate call.

  Think of a restaurant owner who has developed a precise system for service, plating, and customer interaction. She trains her staff on exactly how things should be done and expects those standards to be followed consistently. Customers receive the same high-quality experience every time they visit. That consistency is the product of autocratic leadership applied well.

  The risk is that over time, a strictly autocratic approach can stifle creativity, reduce employee engagement, and create a culture where people feel like replaceable parts rather than valued contributors. When employees never have a voice, the best ones often find somewhere else to work.

  

  Free-Rein Leadership

  Free-rein leadership, also known as laissez-faire leadership, gives employees a high degree of freedom and autonomy to make their own decisions, manage their own work, and direct their own efforts. The leader is available for support and guidance but does not closely supervise or direct day-to-day activities.

  This style works best with highly skilled, self-motivated, and experienced teams who do not need, and often resent, close oversight. Creative industries, research environments, and technology companies frequently use this approach because the work itself requires independent thinking and the people doing it are often more knowledgeable about their specific area than their manager is.

  A good example from the world you are growing up in is how many gaming and app development studios operate. A studio head might communicate the vision for a new game and set a deadline, then trust the design and engineering teams to figure out how to get there. She checks in periodically to discuss progress and remove obstacles, but she does not hover. The team thrives because they have the freedom to do their best work without someone looking over their shoulder at every step.

  The danger of free-rein leadership is that without enough structure or guidance, some teams drift. Deadlines get missed, priorities become unclear, and accountability can dissolve. This style demands a high level of trust in the team, and that trust needs to be earned and warranted.

  

  No Leader Uses Just One Style

  Here is something important to understand. The three styles described above are not rigid categories that a leader picks once and sticks with forever. In reality, effective leaders move fluidly between styles depending on the situation, the people involved, and the goals at hand.

  A manager might use a democratic approach when brainstorming a new product strategy, switch to a more decisive and directive style when a safety issue demands an immediate response, and give a trusted senior employee complete freedom on a project they have owned for years. The ability to read the situation and adjust accordingly is one of the defining marks of a truly skilled leader.

  Most leaders naturally gravitate toward one style more than the others, shaped by their personality, their experiences, and the culture of the organization they work in. But the best ones never stop asking themselves whether the approach they are using is actually the right one for the moment.

  

  What Makes a Leader Truly Effective?

  Beyond style, research and experience consistently point to three core characteristics that the most effective leaders share regardless of industry, company size, or management level.

  Trustworthy. Effective leaders do what they say they will do. They are honest with their teams, even when the news is difficult. They do not take credit for others’ work or shift blame when things go wrong. Trust is built slowly through consistent action and destroyed quickly through a single act of dishonesty. Employees follow leaders they trust. They merely endure leaders they do not.

  Visionary. Great leaders know where they are going and can articulate that direction in a way that others find compelling. They do not just manage the present. They anticipate the future and position their teams to meet it. Think back to Blockbuster and Netflix. The difference between those two companies was not talent or resources. It was vision, and the willingness to act on it before it was obvious.

  Inspiring. Perhaps most importantly, effective leaders make the people around them want to be better. They do not motivate through fear or pressure alone. They connect with people on a human level, recognize what each person is capable of, and create an environment where people feel genuinely excited about the work they are doing and the team they are part of. As Simon Sinek argues in his widely watched TED Talk, the best leaders make their people feel safe, valued, and part of something worth believing in.

  
    [image: Key characteristics of effective leadership]
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    Leadership and Management: Two Sides of the Same Coin

    It is worth pausing here to draw a distinction that often gets overlooked. Management and leadership are related, but they are not exactly the same thing.

    Management tends to be about systems, processes, and structure. It is about planning, organizing, and controlling to make sure the work gets done efficiently and correctly. Leadership is about people. It is about vision, influence, and inspiration. It is about making others want to follow.

    The best managers are also great leaders. They can build a solid plan and inspire a team to execute it. They can establish structure and still make people feel seen and valued within it. They understand that the technical side of management means very little if the people doing the work are not engaged, motivated, and pointed in the right direction.

    That combination, sound management paired with genuine leadership, is what builds the kinds of organizations where people do their best work, stay for the long haul, and look back years later saying that working there was one of the best experiences of their careers.

    And it all starts with understanding that leadership is not a title. It is a choice you make every single day about how you show up for the people counting on you.
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  VI. Organizing the Business

  Once a plan is in place, someone has to figure out how to set the organization up to actually execute it. Who is responsible for what? Who reports to whom? How many people should each manager oversee? How much decision-making authority should flow to the top, and how much should be pushed down to the people closest to the work?

  These are the questions that organizing is designed to answer. And the decisions made here, about structure, hierarchy, and authority, shape everything from how fast a company can respond to a problem to how engaged its employees feel on a daily basis.

  

  Organization Charts: Making Structure Visible

  The most common way to visualize how an organization is structured is through an organization chart, or org chart. An org chart is a diagram that maps out the formal structure of a company, showing the different roles and positions within it, how they are grouped, and who reports to whom.
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  At the top of a typical org chart sits the CEO or president. Below that, the chart branches out into departments or divisions, each with its own management structure that continues to branch downward until you reach the frontline employees at the base.

  Org charts are useful for a number of reasons. They make accountability clear. When everyone knows who reports to whom, there is less confusion about who is responsible for what. They also make communication pathways visible. If a frontline employee has a concern that needs to reach senior leadership, the org chart shows the chain of command that information should travel through.

  But org charts have limits too. They show the formal structure of an organization, the official lines of authority and reporting. They do not show the informal networks, the relationships, the unwritten rules, and the real-world communication patterns that actually drive how things get done day to day. A new employee who understands the org chart but ignores the informal dynamics of the workplace will often find themselves confused about why things do not work the way the chart suggests they should.

  

  Span of Control: How Many Is Too Many?

  A key organizing decision is span of control, which refers to how many employees a single manager directly supervises. A manager with a wide span of control oversees a large number of employees. A manager with a narrow span oversees just a few.

  Both approaches have advantages and disadvantages, and the right choice depends on the context.

  A wide span of control means fewer managers are needed, which reduces costs and can create a flatter, more efficient organization. It also tends to give employees more autonomy, since a manager who is responsible for fifteen people cannot possibly micromanage all of them. The downside is that each employee gets less individual attention, and it can be harder for the manager to stay on top of everything happening across a large team.

  A narrow span of control allows for closer supervision, more frequent communication, and greater support for each individual employee. This works well when the work is complex, when employees are new or still developing their skills, or when tight coordination between team members is critical. The tradeoff is that it requires more managers, which adds cost and can create more layers of hierarchy that slow things down.

  There is no magic number for the ideal span of control. The right answer depends on the complexity of the work, the capabilities of the employees, the management style of the leader, and the goals of the organization.

  

  Putting Structure to Work

  Organizational structure might sound like a dry, administrative topic, but it has real consequences for the people who work within it every day. A well-designed structure empowers employees, speeds up decision-making, and creates clarity about who is responsible for what. A poorly designed structure creates confusion, slows things down, and frustrates the people trying to do good work within it.

  The most important thing to remember is that structure should serve strategy, not the other way around. The right structure is the one that best positions the organization to achieve its goals, support its people, and respond to the world around it. When leaders start with the strategy and build the structure to support it, organizations tend to thrive. When structure becomes rigid and unchanging regardless of shifting goals or circumstances, it becomes an obstacle rather than an asset.

  As you move into your career, pay attention to how the organizations you work for are structured. Notice what works and what creates friction. The ability to look at an organization’s structure and understand why it is designed the way it is, and what it would take to make it better, is one of the most valuable conceptual skills a manager can develop.
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  I. What Is Economics and Why Should You Care?

  Here is the simplest definition of economics you will ever hear: economics is the study of how people make choices when they cannot have everything they want.

  That is it. At its core, economics is not really about money. It is about decisions. How do individuals decide what to buy? How do businesses decide what to charge? How do governments decide where to spend? Every one of those questions is an economics question, and they all connect back to the same fundamental problem: there is never enough of everything to go around.

  Economics breaks down into two main branches, and understanding the difference between them will help you make sense of everything that follows.

  

  
    Side by Side Comparison
  

  
    	Microeconomics 	Macroeconomics 
  	Focuses on individuals, households, and businesses 	Focuses on entire economies and countries 
 	Why does a coffee cost $7 at one place and $2 at another? 	Why is inflation rising across the whole country? 
 	How does your college decide what to charge for tuition? 	What is the national unemployment rate? 
 	Should you take the job or stay in school? 	How does a recession affect millions of workers? 
  

  

  

  Microeconomics zooms in. It looks at the individual decisions made by people, households, and businesses. When you decide whether to cook at home or order DoorDash, that is a microeconomic decision. When a local coffee shop decides whether to raise its prices, that is microeconomics. When Nike figures out how many pairs of a limited sneaker to produce, that is microeconomics.

  Macroeconomics zooms out. It looks at the economy as a whole. How is the entire country doing financially? Are people employed? Are prices rising? Is the economy growing or shrinking? These are macroeconomic questions, and the answers affect everyone whether they are paying attention or not.

  Think of it this way. Microeconomics is you figuring out how to stretch your $50 until payday. Macroeconomics is the reason that $50 buys less than it did two years ago.

  Both matter. And throughout this chapter, you will see how the big picture and the small picture are constantly connected.
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    III. Supply and Demand: The Engine of the Economy
  

  If there is one concept that people think of when they hear the word economics, it is supply and demand. And for good reason. Supply and demand explains more about why prices are what they are than almost any other single idea.

  Let’s break it down simply.

  

  
    Demand: What People Want to Buy
  

  Demand refers to how much of something consumers are willing and able to buy at various price points. The key word there is “able.” Want does not equal demand in economics. Demand requires both the desire for something and the ability to pay for it.

  Here is the core principle: when prices go up, demand typically goes down. When prices go down, demand typically goes up. This is called the law of demand, and it makes intuitive sense. If your favorite restaurant doubles its prices overnight, you are going to go there less. If it cuts prices in half, you are probably going more often.

  But price is not the only thing that drives demand. Several other factors matter too.

  Consumer income matters. When people have more money, they tend to buy more of most things. When money is tight, spending pulls back.

  Tastes and trends matter. Remember when everyone suddenly needed a Stanley cup? That was a shift in consumer taste driving up demand with no change in price.

  The price of related goods matters too. If the price of beef skyrockets, demand for chicken tends to go up as people substitute one for the other.

  

  
    Supply: What Businesses Are Willing to Sell
  

  Supply refers to how much of something producers are willing and able to offer for sale at various price points. The core principle here is the opposite of demand: when prices go up, producers typically want to supply more. Higher prices mean higher potential profits, so businesses have more incentive to produce.

  Think about sneaker drops. When a limited-edition Air Jordan sells out immediately and resale prices shoot up to $400, what happens? Nike takes note. They start producing more of that style. Other brands rush to create similar products. Supply responds to the signal that prices are high and demand is strong.

  Several factors affect supply beyond price. The cost of production matters enormously. If the raw materials needed to make a product get more expensive, it costs more to produce that product, and supply may shrink. Technology matters too. Better technology usually makes production cheaper and more efficient, which tends to increase supply. And the number of sellers in the market matters. More competition typically means more supply.

  
    
      
        
          Example

        

        
          During the COVID-19 pandemic, the demand for home gaming setups exploded. Everyone was stuck at home and wanted a PlayStation 5 or a new graphics card. At the same time, supply chains were disrupted, factories were shut down, and the supply of those products dropped dramatically. Demand shot up. Supply crashed. What happened to prices? They went through the roof. A PS5 that retailed for $500 was selling for $1,000 or more on resale markets because demand far outpaced supply.

        

      

       

    

  

  
    How Supply and Demand Work Together
  

  Supply and demand do not operate independently. They interact constantly, and that interaction determines prices.

  When the amount consumers want to buy exactly equals the amount producers want to sell, the market is in equilibrium. The price at that point is called the equilibrium price, and it is essentially the price the market settles on naturally when left to function freely.

  But markets are always shifting.

  
    

  

  When demand exceeds supply, prices rise. When supply exceeds demand, prices fall. That relationship plays out in every market, every day, whether you are buying sneakers, streaming subscriptions, gasoline, or groceries.

  

  
    [image: market dynamics]
  

  

  

  

  

  
    
      
        More Quick Real-World Examples
      

    

    
      Concert tickets. An artist announces a tour. Millions of fans want tickets. There are only so many seats in the venue. Supply is fixed and low. Demand is massive. Price goes up, sometimes dramatically.

      Gas prices. Oil producing countries reduce output. Less oil means less gasoline. Supply drops. With the same number of drivers on the road, demand stays constant. Price at the pump rises.

      Streaming services. When Netflix was the only major streaming platform, it had near-total control. As Disney Plus, HBO Max, Peacock, and others launched, supply of streaming options increased dramatically. Prices have had to stay competitive because consumers now have alternatives.
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  II. Scarcity and Trade-offs: The Foundation of Everything

  Here is the most important idea in all of economics, and it fits in one sentence:

  
    
      People have unlimited wants. Resources are limited. That gap is the whole problem.
    
  

  This is called scarcity, and it is the reason economics exists as a field in the first place. If there were enough of everything for everyone, there would be no need to study how choices get made. But there is never enough of everything. There is not enough time, money, land, oil, talent, or hours in the day. So people, businesses, and governments are constantly forced to choose.

  And every choice comes with a cost.

  

  
    Opportunity Cost: What You Give Up When You Choose
  

  When economists talk about the cost of a decision, they are not just talking about the price tag. They are talking about what you give up by making that choice. That is called opportunity cost, and it is one of the most powerful ideas in economics.

  Here is a simple example. You have a Saturday free. You could pick up a shift at work and earn $80, or you could go to a friend’s birthday party. If you go to the party, the opportunity cost is the $80 you did not earn. If you take the shift, the opportunity cost is the experience and connection you missed at the party.

  The dollar amount did not show up on any price tag. But it was absolutely a cost.

  Now scale that up to one of the biggest decisions of your life. Should you go to college or go straight into the workforce after high school?

  If you go to college, you are paying tuition, yes. But you are also giving up four years of potential full-time income. That lost income is part of the real cost of your education, even though nobody bills you for it.

  If you skip college and start working, you might earn money now. But you could be giving up higher lifetime earnings, career opportunities, and other long-term benefits that a degree might have unlocked.

  
    [image: Opportunity Cost of College image]
  

  Neither choice is automatically right or wrong. But understanding opportunity cost means you are making the decision with your eyes open, accounting for what you are actually giving up, not just what shows up on a price tag or a paycheck.

  

   

  

  
    Trade-offs Are Everywhere
  

  Every budget decision is a trade-off. You have $200 for the month after your fixed expenses. You could spend it on going out with friends, save it, put it toward a new laptop, or use it to pay down debt. Whatever you choose, you are giving something else up. That is a trade-off.

  Governments face trade-offs too. Every dollar spent on one program is a dollar not spent on another. More money for road construction might mean less money for education funding. More tax cuts might mean less spending on public services.
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  The point is not to stress you out about every decision. The point is to recognize that choices have costs beyond what is visible on the surface. The more clearly you see those costs, the better your decisions will be.
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  IV. Types of Economic Systems

  Every country in the world has to answer the same fundamental economic questions.

  
    What gets produced? 
  

  
    How much of it gets made? 
  

  
    Who gets to have it? 
  

  
    How is it distributed?
  

  The answer to those questions depends on what kind of economic system a country uses. There are three basic types, and most real countries fall somewhere in between them.
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  Command Economy

  In a command economy, the government makes the major economic decisions. The government decides what gets produced, how much of it gets made, and who gets it. Private ownership is limited or nonexistent. Businesses do not compete for customers the way they do in a free market, because the government controls the means of production.

  A command economy tries to use resources for everyone, instead of just a few wealthy people. However, in reality, these economies often have trouble with inefficiency, shortages, and a lack of new ideas because there’s no competition to encourage improvement.

  North Korea is one of the most extreme examples of a command economy operating today. Cuba and, historically, the Soviet Union are other examples.

  

  
    Market Economy
  

  In a pure market economy, economic decisions are made by individuals and businesses through the forces of supply and demand, with little to no government involvement. Prices are set by the market. Businesses compete for customers. People are free to buy, sell, and start companies as they choose.

  The driving force in a market economy is the profit motive. Businesses produce what consumers want because doing so is profitable, and they stop producing things nobody wants because there is no money in it. In theory, this creates an efficient system that naturally directs resources toward what people value most.

  No country operates a perfectly pure market economy. But the United States, Canada, and most of Western Europe lean heavily in this direction.

  

  
    Mixed Economy
  

  A mixed economy combines elements of both. The market drives most economic activity, but the government steps in to regulate certain industries, provide public goods and services, and address situations where the free market produces unfair or harmful outcomes.

  The United States is a mixed economy. Most goods and services are produced by private businesses competing in the market. But the government also funds public schools, builds highways, regulates food safety, sets minimum wage laws, and provides social programs like Social Security and Medicaid. The mix of government and market varies from one country to another and is often the source of significant political debate.
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  V. Competition and Market Structures

  Not all markets work the same way. The level of competition in a market has a huge effect on prices, quality, and consumer choice. Economists describe market competition using four basic structures.

  

  
    
      Perfect Competition
    

    In a perfectly competitive market, there are many sellers offering identical products, prices are determined entirely by supply and demand, and no single seller has any real power to influence the market. Entry and exit are easy, meaning new businesses can join the market without major barriers.

    Perfect competition is mostly a theoretical concept. The closest real-world examples tend to be commodity markets like wheat, corn, or crude oil, where the product is essentially identical regardless of who produces it, and no single producer controls the price.

  

   

  

  
    
      
        Monopoly
      

      At the opposite extreme is a monopoly, where a single seller controls the entire market for a product or service. With no competition, a monopoly can set prices as high as it wants, knowing consumers have no alternative.

      Monopolies are generally considered harmful to consumers because they lead to higher prices and lower quality. That is why governments in most countries have laws designed to prevent monopolies from forming or to regulate them when they do.

      A classic example is utility companies. In most cities, there is one electric company, one water provider, and one natural gas supplier. You cannot choose a competing provider. Because of this, the government regulates what those companies can charge.

      

    

     

  

  
    
      Oligopoly
    

    An oligopoly exists when a small number of large companies dominate a market. Each company is big enough that its decisions affect the others, so they pay close attention to what their competitors are doing.

    You interact with oligopolies constantly. The airline industry is a good example. A handful of major carriers, American, Delta, United, Southwest, control the vast majority of domestic flights. The smartphone market is another. Essentially two companies, Apple and Google through Android, power almost every phone on the planet.

    In an oligopoly, competition exists but it is limited. Prices tend to be similar across companies because no one wants to start a price war they might lose. Competition tends to happen more through product features, marketing, and customer experience than through price alone.

  

   

  

  
    
      Monopolistic Competition
    

    Monopolistic competition is the structure most similar to your everyday consumer experience. There are many sellers, but each one offers a product that is at least slightly different from the others. Businesses compete on price, quality, branding, and experience.

    Think about coffee shops. There are dozens of them in most cities, ranging from massive chains like Starbucks to small independent cafes. They all sell coffee, but each one is differentiated by its brand, atmosphere, menu, and experience. A customer who prefers the vibe of a local indie shop might pay more there than they would at a chain. That differentiation gives each seller some control over their pricing.

    Restaurants, clothing brands, hair salons, and gyms all tend to operate in monopolistically competitive markets.
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  VI. The Role of Government in the Economy

  
    Even in a market-driven economy like the United States, the government plays a significant role. And understanding why governments get involved in the economy in the first place helps make sense of a lot of policy debates you will hear throughout your life.
  

   

  
    Why Government Gets Involved
  

  The free market is remarkably good at allocating resources efficiently in many situations. But it does not always produce outcomes that are fair, safe, or beneficial for society as a whole. That is where government steps in.

  During the 2008 financial crisis, for example, the U.S. government stepped in to bail out major automakers like General Motors and Chrysler, which were on the brink of collapse. The government provided loans and financial assistance to keep these companies afloat, saving millions of jobs in the auto industry and related sectors.
 In return, the companies had to restructure, cut costs, and repay the loans. Over time, the auto industry recovered, and the government eventually got most of its money back, although the bailout was controversial at the time.

  There are a few situations where most economists agree government involvement makes sense.

  Public goods are things that everyone benefits from but that the market would not provide on its own because there is no profit in it. National defense, public roads, clean air regulations, and public street lighting are examples. No private company is going to build a highway system and give everyone free access to it. The government does it because society benefits even though it is not profitable.

  Externalities happen when the actions of individuals or businesses create costs or benefits for others who had no say in the decision. Pollution is the classic example of a negative externality. A factory that dumps chemicals into a river benefits from lower production costs, but everyone who lives downstream bears a cost they never agreed to. Government regulations exist to address these kinds of situations.

  Market failures occur when the free market produces outcomes that are inefficient or harmful. Monopolies are a form of market failure, as are situations where one party in a transaction has dramatically more information than the other, like a used car dealer who knows far more about a vehicle’s problems than the buyer does.

  
    
      [image: ]
    
  

  
    Taxes, Spending, and Fiscal Policy
  

  The government influences the economy primarily through two tools: taxation and spending. Together, these make up what economists call fiscal policy.

  
    
      [image: ]
    
  

  When the government collects taxes, it pulls money out of the private economy. When it spends money on programs, infrastructure, and services, it puts money back in. The balance between the two has significant effects on economic activity.

  During a recession, when the economy is shrinking and people are losing jobs, the government often increases spending and cuts taxes to stimulate economic activity and put more money in people’s hands. During periods of strong growth when inflation is a concern, the government may do the opposite.

  A relatable example: the stimulus checks sent out during the COVID-19 pandemic were a form of fiscal policy. The government injected money directly into the economy to keep people spending and prevent an even deeper economic collapse.

  

  

  
    
      
        WONDERING WHERE YOUR TAX DOLLARS GO?

      

      
        
          
            
              Federal Spending Breakdown
            
          
        

        

        

        
          
            	
              
                Healthcare (Medicare & Medicaid):
                $25\%$
              

            

            	
              
                Social Security:
                $22\%$
              

            

            	
              
                National Defense:
                $13\%$
              

            

            	
              
                Interest on National Debt:
                $13\%$
              

            

            	
              Safety Net Programs:$9\%$ (includes unemployment, nutrition assistance, etc.)

            

            	
              
                Education & Infrastructure:
                $6\%$
              

            

            	
              Other:$12\%$ (includes science, international affairs, justice, and general government administration)
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    VII. Macroeconomics: The Big Picture
  

  
    So far we have talked mostly about individual decisions and specific markets. Now let’s zoom out and look at the economy as a whole. 
  

  Macroeconomics studies the big-picture forces that affect entire countries, including how fast the economy is growing, how many people have jobs, and how much prices are rising over time.

  Three concepts are absolutely essential to understanding macroeconomics: GDP, unemployment, and inflation.

  

  
    
      GDP: Keeping Score on the Economy
    

    GDP stands for Gross Domestic Product, and it is the most widely used measure of how well an economy is doing. Simply put, GDP is the total dollar value of all goods and services produced within a country in a given period of time, usually measured by year or by quarter.

    When GDP is growing, it generally means businesses are producing more, people are working and spending, and the economy is healthy. When GDP is shrinking, it usually means the opposite. Two consecutive quarters of declining GDP is the technical definition of a recession.

    Think of GDP like the scoreboard for the entire economy. It does not tell you everything, but it gives you a quick read on whether things are generally moving in the right or wrong direction.

    The United States has one of the largest GDPs in the world, consistently ranking first or second alongside China. That number reflects the enormous volume of economic activity happening across every industry in the country every single day.

    
      [image: GDP by state]
    

  

   

  

  
    
      Unemployment: Who Is Working and Who Is Not
    

    The unemployment rate tells us what percentage of people who want to work and are actively looking for a job cannot find one. It is one of the most watched economic indicators because employment affects not just individuals but the entire economy. When people have jobs, they earn money and spend it, which keeps businesses running and the economy moving.

  

   

   

  

  
    
      Inflation: Why Your Dollar Buys Less Than It Used To
    

    Inflation is the general rise in prices over time. A little inflation is normal and even healthy in a growing economy. But when inflation rises too quickly, it erodes the purchasing power of money, meaning the same dollar buys less than it did before.

    Here is a concrete illustration. In 2000, the average price of a movie ticket in the United States was about $5.39. By 2024, the average was over $13. The movie did not get three times better. Your dollar just got weaker relative to everything it buys.
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  IX. Personal Economics: What This Means for You

  Everything we have covered in this chapter, scarcity, opportunity cost, supply and demand, inflation, shows up in your personal financial life whether you are thinking about it or not. This final section is about making those connections explicit and giving you a framework for making smarter decisions with the money you have right now.

  

  
    Your Budget Is an Economics Problem
  

  Every dollar you have is a scarce resource. There is a limited amount of it, and there are unlimited things you could spend it on. That means every spending decision you make is also a decision not to spend that money on something else. Opportunity cost is built into every purchase.

  A simple monthly budget forces you to confront that reality head on. When you can see that you are spending $180 a month on eating out and only putting $20 into savings, the opportunity cost of those meals becomes visible.

  
    That is not a judgment. It is information. And information is what good decisions are built on.
  

  

   

   

  

  
    Interest Rates and the Cost of Borrowing
  

  One of the most important economic concepts you will encounter in your personal financial life is the interest rate, which is the cost of borrowing money. When you take out a student loan, a car loan, or eventually a mortgage, you are not just paying back what you borrowed. You are paying back what you borrowed plus interest, which is essentially the price you pay for the ability to use money you do not yet have.

  Interest rates are expressed as a percentage. A $10,000 student loan at a 6 percent annual interest rate will cost you significantly more than $10,000 by the time you pay it off, depending on how long the repayment takes. The longer you take to repay a loan, the more interest accumulates, and the more expensive the original loan becomes.

  This is why understanding interest rates matters so much. A car that costs $25,000 financed over six years at a high interest rate might end up costing you $32,000 or more by the time your last payment clears. The sticker price is not the real price. The real price includes the cost of borrowing.

  

  
    Student Loans: The Economics of Your Education
  

  Student loans are one of the most significant financial decisions many young people make, often without fully understanding what they are signing up for.

  Here is the economic reality. When you borrow money to pay for college, you are making a bet on your future earning potential. The assumption is that the degree will increase your income enough over your lifetime to more than cover the cost of the loan plus interest. For many careers and degree paths, that bet pays off. For others, the math is tighter or harder to make work.

  This does not mean college is not worth it. For most people in most fields, it still is. But it does mean that treating your education as an economic investment, thinking carefully about what you are studying, what careers it leads to, what those careers pay, and how much debt you are taking on to get there, is not cynical. It is responsible.

  
    
      EXAMPLE: The Subprime Mortgage Loan

    

    
      A subprime mortgage loan is a type of loan given to people who have a lower credit score or a less reliable financial history. Because these borrowers are seen as higher risk, the loans often come with higher interest rates.

      In very basic terms, it’s like lending money to someone who might have a harder time paying it back. Because the lender is taking a bigger risk, they charge more in interest. However, these loans can be risky for both the borrower and the lender because if the borrower can’t pay back the loan, they might lose their home, and the lender could lose money.
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    Understanding Economics Makes You Harder to Fool
  

  Here is the big takeaway from this section and really from this entire chapter. Economics is not just something that happens to you. It is something you participate in every single day, whether you understand it or not.

  When you understand how supply and demand work, you are less likely to get manipulated by artificial scarcity or fake urgency in marketing. When you understand inflation, you can make smarter decisions about saving and investing. When you understand the business cycle, you can make better decisions about timing big financial moves. When you understand opportunity cost, you make decisions with a clearer picture of what you are actually choosing between.

  You do not need to be an economist to benefit from understanding economics. You just need to understand it well enough to apply it to the decisions already in front of you.
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  What Is Marketing?

  Marketing is how a business gets people interested in what it sells. It covers everything from figuring out who your customers are, to promoting your product, to making sure it gets delivered. But the real goal of marketing is bigger than just making a sale. It’s about building lasting relationships with customers.

  There are four main types of marketing, depending on what you’re promoting:

  
    	People Marketing: Promoting a person to build their image or brand. Think of how athletes like LeBron James or influencers on TikTok market themselves to get sponsorships and followers.

    	Place Marketing: Getting people to visit or move to a location. Cities like New York run “I Love NY” campaigns to attract tourists.

    	Event Marketing: Promoting a specific event to get people to show up. Coachella and the Super Bowl are massive examples of event marketing done right.

    	Idea Marketing: Promoting a cause or belief. Anti-smoking campaigns, climate awareness ads, and even “wear a seatbelt” messages are all idea marketing.
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    2. Utility in Marketing
  

  In marketing, utility means the value a product gives to a customer. Basically: how well does it satisfy a need? There are four types:

  
    	Time Utility: The product is available when you need it. Pumpkin spice lattes in the fall, holiday gift bundles in December. These are examples of time utility.

    	Place Utility: The product is easy to find and buy. Having DoorDash or a store right on your route home adds place utility.

    	Ownership Utility: It’s easy to actually purchase the product. Buy now, pay later options (like Afterpay or Klarna) are a perfect example.

    	Form Utility: The product is designed in a way that meets your needs. A phone with a great camera for content creators, or a gaming chair with lumbar support for long sessions.

  

  When marketers understand utility, they can position their products as genuinely useful, not just flashy.
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    3. Customer Relationships
  

  Customer Relationship Management (CRM) is all about staying connected to your customers and keeping them happy long-term. It’s one of the most important parts of modern marketing.

  

  
    Customer Satisfaction vs. Customer Loyalty

    These two things sound similar, but they mean different things:

    Customer satisfaction is how happy someone is after a single experience. You ordered a burrito, it was great. You’re satisfied.

    Customer loyalty is when someone keeps coming back to a brand over and over again. That person who goes to Chipotle three times a week, no matter what, is loyal.

    
      Loyalty is harder to earn but way more valuable. A loyal customer keeps spending money with you, forgives you when you mess up, and tells their friends about you.
    

  

   

  
    The Two Big Mistakes
  

  Marketers often fall into two traps with customers:

  
    	Overpromising: Hyping up a product so much that it can’t live up to expectations. Think of any product ad where the real thing looked nothing like the picture.

    	Underpromising: Playing it so safe that you don’t get anyone excited.

  

  The sweet spot is being honest about what your product delivers and then delivering it consistently.

  






9.4 Value: Perceived vs. Actual


  
  Value is simple: it’s the benefit a customer gets compared to what they paid. But there’s a difference between what customers think they’re getting and what they actually get.

  
    Perceived value is based on things like branding, packaging, reputation, and hype. It’s what you believe before you even try the product.

     

    Actual value is what you experience once you use it. Does it actually do what you paid for?

  

  
    *Perceived Value is a subjective perception, whereas real value is established through actual engagement with a product; reflecting the actual worth. 
  

   

  Example: iPhone vs. Android

  Most people think the iPhone is premium and worth every penny. That’s perceived value. Apple has nailed branding, design, and status. But when you look at specs, many Android phones offer the same or better features for less money. The actual value might be equal, but perceived value is sky high for Apple.

   

   

  Example: Designer Bags

  The average new handbag in the US costs about $313. The average woman actually spends around $160. But luxury brands charge thousands, and some bags go for $10,000 to $32,000. Why do people pay that? Pure perceived value. The brand name, the exclusivity, and the social status of carrying it. The stitching isn’t worth $32,000. The feeling of owning it is.

  






9.5 The Marketing Plan


  
  A marketing plan is a written strategy that lays out how a business will reach its customers. Think of it like a game plan before a big match.

  A solid marketing plan includes:

  
    	Market Research: Understanding your customers and the competition. Who’s buying, what do they want, who else is selling it?

    	Target Audience: Defining exactly who you’re trying to reach.

    	Goals: What do you want to achieve? More sales? More followers? More sign-ups?

    	Strategies and Tactics: How are you going to do it? Ads, social media, influencer deals?

    	Budget and Timeline: How much money and how much time do you have?

    	Performance Tracking: How will you know if it worked?

  

  Marketing plans are usually built by a team that includes marketing managers, sales staff, and sometimes even finance and customer service. In a small business, it might just be one person wearing all those hats.

  Why does it matter? A marketing plan keeps everyone on the same page. Without one, you’re just guessing.

   

  
    
      EXAMPLE

    

    
      Imagine a shoe company. They use:

      
        	Demographic segmentation to push trendy styles to teens

        	Geographic segmentation to sell waterproof styles in rainy cities

        	Psychographic segmentation to market high-performance shoes to gym-goers

        	Behavioral segmentation to run ads targeting competitive runners vs. casual walkers

      

      One product, four very different conversations with customers.

    

  

   

  






9.6 Market Segmentation


  
  Market Segmentation

  Not everyone wants the same thing. Market segmentation is the process of dividing potential customers into groups based on shared traits, so you can speak directly to what each group actually cares about.

  There are four main ways to segment a market:

  
    Demographic Segmentation: Based on age, gender, income, education.

     

    
      Example: A gaming company targets teens and young adults differently than it targets parents buying gifts.
    

  

   

  
    Geographic Segmentation: Based on location.

     

    
      Example: A company selling winter coats focuses more on customers in Minnesota than customers in Miami.
    

  

   

  
    Psychographic Segmentation: Based on lifestyle, values, and interests.

     

    
      Example: A wellness brand markets to people who care about their health and mental well-being.
    

  

   

   

  
    Behavioral Segmentation: Based on how people act.

     

    
      Example: Spotify rewards users who upgrade to premium, targeting them differently than free users.
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  The Marketing Mix (The 5 Ps)

  The marketing mix is the combination of tools a business uses to promote a product. You might have heard of the 4 Ps, but the updated version includes a fifth.

  
    	Product: What are you actually selling? This includes the features, quality, design, and what makes it different. Example: Nike sells shoes, but really they sell performance and style.

    	Price: What does it cost? Pricing has to feel fair for the value it delivers. Price too high, people pass. Price too low, and people might think it’s low quality.

    	Place: Where can people buy it? In a store, on a website, through an app? Getting the product to the right people, in the right place, at the right time is the whole challenge here.

    	Promotion: How do you get the word out? This includes advertising, influencer deals, social media, email campaigns, and more.

    	People: The staff, customer service, and anyone who interacts with the customer. A great product with terrible customer service will still lose customers.

  

   

   

  
    
      GOING GLOBAL

    

    
      When a brand expands to another country, they have to rethink the entire marketing mix. What works in the US might not land in Japan or Brazil. Prices, promotions, even the product itself might need to change.

    

  

   

  






9.8 Marketing and Society


  
  Marketing and Society

  Marketing doesn’t exist in a vacuum. Over the past few decades, people have started demanding that businesses do more than just make money. They want companies to be responsible. That’s where green marketing comes in.

  
    Green Marketing
  

  Green marketing is when a company promotes its products or services as environmentally friendly. This includes things like using sustainable materials, cutting down on packaging, or supporting climate causes.

  Brands like Patagonia are built almost entirely on this idea. They make outdoor gear and loudly promote environmental activism as part of their brand identity. And it works because their customers genuinely care about the planet.

  But there’s a flip side: greenwashing. That’s when a brand pretends to be eco-friendly without actually making meaningful changes. Customers, especially younger ones, are getting better at spotting this.

  Jobs in Green Marketing

  This space is growing, and there are real careers in it:

  
    	Sustainability Marketing Specialist: Builds campaigns around eco-friendly messaging

    	Environmental Product Manager: Designs and promotes green products

    	CSR Manager: Oversees a company’s environmental and ethical commitments

    	Green Brand Strategist: Shapes a brand’s eco-friendly identity

    	Content Creator for Green Brands: Creates posts, videos, and articles for environmentally focused companies

  

  






12.1 MBA 101: The Basics


  
  Where Does It Fit?

   

  
    
      TYPICAL EDUCATION PATH

    

    
      
        	Finish your bachelor’s degree

        	Get 2 to 5 years of real work experience

        	Apply to an MBA program

        	Complete the program (usually 2 years full-time)

        	Graduate and level up your career

      

    

  

   

   

  
    Types of MBA Programs
  

  Not all MBAs are created equal. Here’s a quick breakdown:

  	Program Type 	Timeline 	Best For 
 	Full-Time MBA 	2 years 	Career changers, big recruiters 
 	Part-Time MBA 	3-4 years 	Working professionals 
 	Online MBA 	2-3 years 	Flexibility, lower cost 
 	Executive MBA (EMBA) 	1.5-2 years 	Senior pros, 10+ years exp 
 	Accelerated MBA 	12-16 months 	Fast-trackers 
  

   

  	Quick Fact The most common MBA path is full-time, two years, with an internship between year one and year two. That internship is often how students land their post-MBA job.
  
  

   

  






12.2 The Money Talk


  
  
    Let’s be real: this is probably the section you actually care about. 
  

  So let’s get into the numbers.

   

  
    Before vs. After: The Salary Bump
  

  	Career Stage 	Average Salary 	Notes 
 	Pre-MBA (avg) 	$65,000-$75,000 	Varies by industry 
 	Post-MBA (avg) 	$115,000-$130,000 	Source: GMAC 2023 
 	Top MBA Grad (M7) 	$175,000+ 	Consulting/Finance/Tech 
  

   

  Hottest Industries for MBA Grads

  
    	Management Consulting: Consulting

  

  
    Think McKinsey, BCG, Bain. Starting salaries of $190,000+ with bonuses. Brutal hours, but the pay is real.
  

  
    	Investment Banking/PE: Finance

  

  
    Goldman Sachs, JP Morgan, private equity firms. Expect $150,000 to $200,000+ right out of school.
  

  
    	Big Tech: Tech

  

  
    Google, Amazon, Meta, Microsoft all recruit MBA grads heavily. Product management roles often start around $160,000 to $180,000.
  

  
    	Brand Management: Consumer Goods

  

  
    Companies like P&G and Unilever hire MBAs to manage brands. Slightly lower pay but strong work-life balance.
  

   

  	ROI Reality Check
 The average top-20 MBA program costs $100,000 to $150,000 in tuition. That sounds like a lot. But if your salary jumps by $50,000 a year, you break even in about 2 to 3 years. Over a 30-year career, the financial return is massive.
  
  

   

  






12.3 What You Actually Learn


  
  Forget the stuffy textbooks. MBA programs are actually pretty hands-on.

  Here’s what a typical curriculum looks like:

   

  Core Classes (Everyone Takes These)

  	Subject 	What It Covers 	Why It Matters 
 	Financial Accounting 	Reading financial statements, P&L 	Know if a company is healthy 
 	Corporate Finance 	Valuation, capital structure 	How money moves in business 
 	Marketing Management 	Strategy, consumer behavior 	Selling stuff at scale 
 	Operations 	Supply chains, process design 	How businesses actually run 
 	Organizational Behavior 	Leadership, team dynamics 	Managing people is hard 
 	Business Strategy 	Competitive advantage, growth 	The big picture thinking 
 	Statistics/Data Analysis 	Decision-making with data 	Data runs the world now 
  

   

  Electives (You Pick These)

  After your first year, you get to focus on what actually interests you.

   

  Common elective tracks include:

  
    	Entrepreneurship and startups

    	Healthcare management

    	Real estate

    	Social impact and nonprofit management

    	Luxury goods and retail

    	Technology and innovation

  

   

  The Real Classroom: Beyond the Lectures

  Some of the best learning in an MBA program happens outside the classroom:

  
    	Case Studies: You analyze real business problems from companies like Netflix, Nike, or Apple and figure out what you’d do differently.

    	Group Projects: You’ll work constantly in teams, which is annoying sometimes but mirrors exactly what real jobs are like.

    	Guest Speakers: CEOs, VCs, and executives come in to share war stories. It’s basically free mentorship.

    	Consulting Projects: Many programs let you work on actual problems for real companies for course credit.

  

   

  	Soft Skills Are the Secret 
 MBA programs are just as much about communication, leadership, and negotiation as they are about spreadsheets. The ability to walk into a room, present an idea confidently, and persuade people is worth its weight in gold.
  
  

   

  






12.4 The Application Process


  
  The Application Process, Step by Step

  Getting into a top MBA program is competitive.

  Here’s what schools are actually looking for and how the process works.

   

  
    When to Apply
  

  Most applicants have 2 to 5 years of work experience before applying. You CAN apply right out of undergrad, but most schools prefer that you’ve actually worked in the real world first. The typical application timeline is to start preparing 12 to 18 months before your target start date.

   

  
    What Schools Look For
  

  
    	GPA: There’s no hard cutoff, but top programs average around 3.5 to 3.7. A lower GPA can be offset by strong work experience or a high test score.

    	GMAT or GRE: The GMAT is the traditional MBA admissions test. Most top programs accept the GRE too. Average GMAT scores at elite schools range from 720 to 740 (out of 800).

    	Work Experience: Quality matters more than quantity. Leadership, impact, and progression in your career carry a lot of weight.

    	Essays: This is where your personality has to come through. Schools want to know who you are, why you want an MBA, and what you plan to do with it.

    	Letters of Recommendation: Usually 2 to 3 from managers or colleagues who can speak to your work and character.

    	Interviews: If you get this far, congratulations. Schools want to confirm you’re who you say you are on paper.

  

   

  
    School Tiers: A Quick Breakdown
  

  	Tier 	Schools 	Avg Starting Salary 
 	M7 (Elite) 	Harvard, Wharton, Stanford, Booth, Kellogg, Sloan, Columbia 	$175,000+ 
 	Top 25 	Tuck, Ross, Fuqua, Anderson, Darden, Stern, etc. 	$120,000-$160,000 
 	Regional Programs 	Strong local reputation, more affordable 	$80,000-$110,000 
  

   

  	You Don’t Need a Business Degree to Apply! Seriously. MBA programs love diverse backgrounds. Engineers, nurses, teachers, and liberal arts majors all get in. In fact, having an unusual background can make you stand out in the application process.
  
  

   

  






12.5 The MBA Experience


  
  Okay, so you’ve been accepted. Now what?

  The MBA experience is a lot more than just classes. It’s basically two years of intense professional development, networking, and figuring out your next move.

   

  
    The Cohort Model
  

  Most MBA programs group you into a cohort of 60 to 90 students who take the same classes together in the first year. These are your people. You’ll study together, stress together, celebrate together, and honestly, they’ll probably be some of your closest professional contacts for the rest of your career. Alumni networks from top programs are incredibly powerful.

   

  
    Recruiting and Internships
  

  One of the biggest reasons people get an MBA is access to recruiting. Companies like McKinsey, Goldman Sachs, and Amazon come directly to campus and interview students. Your first-year summer internship is huge because it’s often a direct path to a full-time offer. This is why choosing the right program matters: better school usually means better recruiting access.

   

  
    Clubs, Treks, and More
  

  MBAs are not just hitting the books. There’s a whole ecosystem of clubs, events, and travel:

  
    	Clubs: Investment clubs, tech clubs, social impact clubs, consulting clubs. There’s something for every interest.

    	Treks: Organized trips to cities like New York, San Francisco, or even international destinations to meet companies and explore industries.

    	Case Competitions: Compete against teams from other schools to solve a real business problem. Great for your resume and your confidence.

  

   

  
    A Typical Week in MBA Life
  

  	Day 	What’s Happening 
 	Monday 	Morning classes, afternoon recruiting prep or club meeting 
 	Tuesday 	Case study group session, career center workshop 
 	Wednesday 	Classes, company info session in the evening 
 	Thursday 	Group project work, networking event or social 
 	Friday 	Half day of classes, start of the weekend hustle 
  

   

  	Pro Tip The MBA social scene is real. Happy hours, dinners, weekend trips, startup competitions. You’ll be busy. Time management becomes one of the most important skills you develop.
  
  

   

  






12.6 Is It Worth It?


  
  Is It Worth It?

  The Real Talk

  

  Honestly, an MBA is not the right move for everyone.

  Let’s break it down.

   

  
    The Costs
  

  
    	Tuition: Top programs can run $80,000 to $100,000 per year. Add in living expenses and you could graduate with $150,000 to $200,000 in debt.

    	Opportunity Cost: Two years out of the workforce means two years of lost salary and work experience.

    	Time: It is intense. You will be stretched. If you have big family obligations or health concerns, that matters.

  

   

  
    When an MBA Makes Total Sense
  

  
    	You want to break into a new industry (like finance or consulting) and the MBA is the standard entry point.

    	You want to move into management and leadership roles faster.

    	You want access to a powerful alumni network and top recruiters.

    	Your company is willing to sponsor part of your tuition.

  

   

  
    When an MBA Might NOT Be the Move
  

  
    	You’re already on a fast track in your current career and the degree wouldn’t add much.

    	You want to start a company. Many successful entrepreneurs skip the MBA entirely.

    	The cost doesn’t make financial sense given your target industry’s salary range.

    	You’d rather spend that time getting promoted and gaining real experience.

  

   

  
    Alternatives Worth Knowing
  

  
    	Specialized Master’s Degrees (like a Master of Finance or Master of Marketing): cheaper, faster, focused.

    	Online certifications from Coursera, LinkedIn Learning, or Google: low cost, high flexibility.

    	Just working hard and getting promoted: underrated strategy.

  

   

  	Quick Quiz: Should You Get an MBA? Ask yourself these three questions: (1) Do I want to change industries or move into senior leadership? (2) Is the ROI worth it given my career goals? (3) Am I ready to commit 2 years and potentially $150,000+?
 If you answered yes to all three, it might be time to start researching programs.
  
  

   

  






12.7 How to Start Thinking About It NOW


  
  How to Set Yourself Up Starting Now

  You don’t need to decide today whether you want an MBA.

  But the actions you take in the next few years will make a big difference in your options later.

  Here’s how to think about it:

   

  
    Build the Right Resume
  

  
    	Take on leadership roles whenever you can, even in clubs and organizations right now.

    	Look for work experiences that show growth, impact, and responsibility.

    	Quantify your achievements: numbers tell a story that vague descriptions don’t.

  

   

  
    Keep Your GPA Up
  

  It doesn’t have to be perfect. But a strong undergrad GPA gives you more options later. If you’re struggling, prioritize your core business classes since those are what MBA programs pay most attention to.

   

  
    Start Exploring Programs
  

  
    	Check out rankings from US News, Poets & Quants, and the Financial Times.

    	Research schools based on what you want to do after, not just prestige.

    	Look into GMAT prep resources like Manhattan Prep or Target Test Prep.

  

   

  	Heads Up Some companies have MBA sponsorship programs where they pay for part or all of your MBA if you commit to working for them afterward. Ask about these when you’re evaluating job offers. It’s a massive financial advantage.
  
  

   

  






12 Glossary


  
  Words to Know

  	Term 	What It Means 
 	MBA 	Master of Business Administration: a graduate degree focused on business and management. 
 	GMAT 	Graduate Management Admission Test: the standardized test most MBA programs require. 
 	M7 	The seven most elite MBA programs: Harvard, Wharton, Stanford, Booth, Kellogg, Sloan, Columbia. 
 	Cohort 	Your core group of classmates who go through the program together. 
 	ROI 	Return on Investment: how much you get back compared to what you put in. 
 	Opportunity Cost 	What you give up to pursue something, like salary you forgo while in school. 
 	Recruiting 	The process where companies come to campus to hire MBA students. 
 	Case Study 	A real-world business scenario you analyze and make decisions about in class. 
  

   

  






11.1 What is an Information System?


  
  What is it?

  An information system (IS) is a combination of hardware, software, data, people, and processes that work together to collect, store, and share information. It’s not just a computer. It’s the whole setup that helps people and organizations make decisions and get things done.

  Every business you interact with runs on information systems. When you order from DoorDash, swipe your debit card, or register for classes at school, an information system is working behind the scenes to make that happen.

  IS vs. Just “Computers”

  A lot of people hear “information systems” and think it just means computers. But IS is bigger than that. A computer is a piece of hardware. An information system includes the software running on it, the data being stored, the people using it, and the rules for how it all works together.

  Think of it this way: your laptop is hardware. Google Docs is software. The essay you saved is data. You are the person. The process is how you write, save, and share that file. Altogether, that’s a basic information system.

   

  Underestimating the “System” part of Information Systems

  Consider the story of Knight Capital Group.

  
    Before 2012, Knight Capital was a titan on Wall Street.
    They were a “
    Market Maker
    ,” meaning they provided liquidity by constantly buying and selling stocks. They handled about 10% of all U.S. equity trading and were the largest trader in the U.S., moving billions of dollars every single day. They were a “high-frequency trading” firm, relying on incredibly fast Information Systems to make tiny profits on millions of trades.
  

  
    In July 2012, Knight was preparing for a new program at the New York Stock Exchange.
    They updated their software on 
    7 out of their 8 servers
    . 
    A technician forgot to update the 
    8th server
    .
    That server still had a piece of “dead code” from 2003 – a test program called “Power Peg” that had been dormant for nine years.
  

  
    When the market opened at 9:30 AM on August 1st, the system sent orders to that 8th server.
    The “zombie code” woke up and began buying stocks high and selling them low, thousands of times per second.
  

  
    It executed 40 trades per second across 154 different stocks.
  

  
    
    When engineers realized something was wrong, they tried to “roll back” the software to the old version.
    This actually made it worse because it reactivated the zombie code on 
    
      all
    
    the servers.
  

  
    By the time they physically shut the system down 45 minutes later, they had lost 
    $440 million (
    nearly $10 million per minute!) It wiped out the company’s equity in under an hour.
  

  They went bankrupt shortly after.

  
    [image: Knight Financial Group COLLAPSE]
  

  
    
      The Lesson
    

    An Information System is only as good as its implementation and maintenance.

    In a modern business, your Information System IS your business. If the system isn’t managed with rigorous checks, balances, and “kill switches,” the business can be destroyed before a human manager even has time to finish their morning coffee.

  

   

   

  
    *Fun Fact:
    Because of this event, the SEC (Securities and Exchange Commission) passed the “Market Access Rule,” which basically legally requires firms to have “kill switches” to prevent algorithms from going rogue.
  

  






11.2 Types of Information Systems


  
  Types of Information Systems

  Not all information systems do the same job. Different types of IS are built for different levels of a business and different kinds of decisions.

  
    	Transaction Processing Systems (TPS): These handle the day-to-day stuff. Every time someone swipes a card at Target, places an order on Amazon, or checks in at a hotel, a TPS records that transaction. Speed and accuracy are everything here.

    	Management Information Systems (MIS): These pull data from TPS and turn it into reports that managers can use. Instead of looking at every individual sale, an MIS shows you total sales by region, by week, or by product. It’s about summarizing data so managers can see what’s going on.

    	Decision Support Systems (DSS): These help people make more complex decisions. A DSS might help a hospital figure out staffing needs based on patient volume trends, or help a retailer decide how much inventory to order based on seasonal patterns.

    	Executive Information Systems (EIS): These are designed for top-level leaders who need a big-picture view. Think dashboards with key metrics, charts, and summaries. A CEO doesn’t need to see every individual transaction. They need to know: is the company growing? Where are we losing money?

  

  

  Here are some more types:

  
    [image: types of IS]
  

  






11.3 Data vs. Information vs. Knowledge


  
  
    Data vs. Information vs. Knowledge
  

  These three words get used interchangeably all the time, but in information systems they actually mean different things.

  
    Data: Raw, unprocessed facts. “10,000” or “Tuesday” or “68 degrees” are data points. On their own, they mean nothing.

    Information: Data that has been processed and given context. “10,000 people attended the concert on Tuesday when the temperature was 68 degrees” is information.

    Knowledge: What you do with information. “Outdoor concerts do best on mild weekday evenings. We should schedule more of them.” That’s knowledge.

  

  Businesses collect enormous amounts of data every day. The challenge is turning that data into information, and then into knowledge that actually helps them make better decisions.

  
    
      IRL EXAMPLE

    

    Spotify collects data every time you skip a song, repeat a track, or let a playlist run. That data becomes information about your listening habits. That information becomes the knowledge that powers your Discover Weekly playlist.

    
      Data to information to knowledge, all happening automatically.
    

  

   

  






11.4 Hardware and Software Basics


  
  Hardware and Software Basics

  Every information system runs on a foundation of hardware and software. You don’t need to be a tech person to understand the basics.

  
    
      Hardware
    

    Hardware is any physical component of a computer system. It breaks down into four functions:

    
      	Input: Getting data into the system. Keyboards, touchscreens, cameras, and microphones are all input devices.

      	Processing: The CPU (processor) takes that input and does something with it.

      	Output: Showing or delivering the result. Your screen, speakers, and printer are output devices.

      	Storage: Saving data for later. Hard drives, SSDs, and flash drives are storage devices.

    

  

   

  
    
      Software
    

    Software is the set of instructions that tells hardware what to do. There are two main categories:

    
      	System software: Runs the machine itself. Windows, macOS, and iOS are operating systems.

      	Application software: Runs specific tasks. Instagram, Excel, and Chrome are all applications.

    

  

   

  
    
      EXAMPLE

    

    
      The Cloud

      You’ve probably used the cloud without thinking about it. iCloud, Google Drive, and OneDrive are all cloud storage. Instead of saving files on your device, you’re saving them on servers somewhere else that you access over the internet.

      For businesses, the cloud is huge. It means they don’t have to buy and maintain physical servers. They can scale up or down as needed and access their data from anywhere.

    

  

  
    Cloud Computing: The Good and the Bad
  

  More and more companies are moving to cloud computing, and it is easy to see why. It saves money on physical servers, lets teams work from anywhere, and scales up or down based on what a business needs. But like any tool, it comes with real risks if it is not managed carefully.

  The biggest concerns are security and data loss. When your data lives on someone else’s servers, you are trusting that their security is strong enough to protect it. Sometimes it is not.

  A real example: In January 2024, over 15 million Trello accounts were leaked. Trello is a project management app that tons of companies use to organize their work. Hackers found a weakness in Trello’s public API and used it to pull user data including email addresses, full names, and usernames. Because so many businesses use Trello for team collaboration, that breach opened the door to phishing attacks and unauthorized access to sensitive company information. After the incident, Trello required authentication for API access to close the gap.

  The takeaway is simple. Cloud tools are powerful and convenient, but businesses need to understand what they are signing up for. Storing sensitive data in the cloud without proper security practices is like leaving your front door unlocked because the neighborhood seems safe. It works until it does not.

  






11.5 Networks


  
  Networks

  A network is two or more devices connected so they can share data. Networks are what make information systems actually useful at scale.

  
    LAN (Local Area Network): A network within a small area, like your school or a single office building. The Wi-Fi at your house is a LAN.

    WAN (Wide Area Network): A network that covers a large area, like multiple office buildings across a city, or even across countries. The internet itself is the biggest WAN in the world.

  

   

  
    Why Networks Matter for Business
  

  Think about what a store like Walmart needs to function. Every register needs to talk to inventory systems. Inventory systems need to talk to suppliers. Suppliers need to talk to logistics teams. None of that works without a network. Connectivity is not just a convenience for businesses. It is the entire infrastructure their operations run on.

  

  When a network goes down, business stops. That’s why network reliability and security are top priorities for IT departments.

  
    
      [image: ]
    
  

  






11.6 Databases


  
  Databases

  A database is an organized collection of data that can be easily accessed, managed, and updated. Almost every information system you interact with is powered by a database.

  When you log into your school’s student portal, it pulls your name, ID, schedule, and grades from a database. When you search a product on Amazon, the results come from a massive product database. When Spotify loads your library, that’s a database too.

   

  
    Structured vs. Unstructured Data
  

  
    	Structured data: Organized in a clear format, usually rows and columns. Think of a spreadsheet. Names, phone numbers, purchase dates. Easy to search and sort.

    	Unstructured data: Doesn’t fit neatly into rows and columns. Photos, videos, emails, social media posts. This type of data is harder to analyze but makes up the majority of data in the world.

  

   

  
    
      Why Databases Matter
    

    Businesses use databases to track customers, inventory, employees, transactions, and more. A well-designed database means faster searches, fewer errors, and better decisions. A poorly designed one causes slowdowns, duplicate records, and costly mistakes.

  

   

  






11.7 Cybersecurity and Privacy


  
  
    Cybersecurity and Privacy
  

  The more a business depends on information systems, the bigger a target it becomes. Cybersecurity is the practice of protecting systems, networks, and data from attacks.

  

  
    Common Threats
  

  
    	Phishing: Fake emails or messages that trick you into giving up your password or clicking a bad link. This is the most common way people get hacked (Over 90% of cyberattacks start with a phishing email! 3.4 billion are sent every day!) You’ve probably seen these in your own inbox.

    	Pharming: A scam designed to steal your personal or financial information. Here is what makes it especially tricky: you do not have to click a suspicious link or make any obvious mistake. You type the correct website address into your browser, but malware already on your device quietly redirects you to a fake version of that site. The fake site looks real. You log in, enter your card number, or fill out a form, and that information goes straight to whoever set up the scam. 	*It is different from phishing because phishing tries to trick you into clicking something. Pharming works even when you do everything right. That is what makes it so dangerous.



    	Malware: Malicious software designed to damage or gain access to a system. Viruses, worms, and spyware all fall under this category. 	Viruses: Software that can be spread from one computer to another without the knowledge or permission of the computer user by attaching itself to emails or other files.
	Worm: Software that, unlike viruses, can spread on its own by using well-known vulnerabilities (unsecured points) to enter computer networks without being attached to other files.
	Spyware: Software that gets installed on your device without your knowledge or permission. Once it is there, it runs quietly in the background tracking what you do, what you type, what sites you visit, and sometimes even listening through your microphone or watching through your camera. More than 30% of all mobile devices are estimated to have some form of spyware on them, and most users have no idea. 	Spyware often comes bundled with free apps, sketchy downloads, or links clicked without thinking. For businesses, spyware is a serious threat because it can capture login credentials, financial data, and internal communications without anyone noticing until the damage is done.





    	Data Breaches: When hackers get into a company’s system and steal customer data. Companies like Target, Facebook, and T-Mobile have all experienced major breaches. Your personal info may have already been exposed in one.

  

  

  
    Why Businesses Are Targets
  

  Businesses store enormous amounts of valuable data: credit card numbers, social security numbers, health records, and login credentials. That data is worth money on the dark web. A single breach can cost a company millions of dollars in fines, lawsuits, and lost customers.

  

  
    
      Basic Protection
    

    
      	Strong passwords and two-factor authentication (2FA)

      	Software updates – patches fix known vulnerabilities

      	Employee training – most breaches happen because of human error, not technical failure

      	Firewalls and encryption – tools that protect data in transit and at rest

    

  

   

   

  






11.8 Ethical and Social Issues in IS


  
  Ethical and Social Issues in IS

  Technology moves fast. Laws and ethics don’t always keep up. There are some serious questions about how information systems affect people and society that every business and every citizen should think about.

  

  
    Data Privacy: Who Owns Your Data?
  

  Every time you use an app, you generate data. What you click, how long you look at something, where you are. Most people agree to terms of service without reading them, which often means giving companies the right to sell that data to advertisers.

  The question of who actually owns your data is still being debated. The EU passed the GDPR (2016), one of the strongest data privacy laws in the world, requiring companies to get explicit consent before collecting data. The US has been slower to catch up.

  
    Data Protection Laws in the United States 
  

  

  
    The Digital Divide [image: the digital divide infograph]
  

  Not everyone has equal access to technology. The digital divide refers to the gap between people who have reliable access to the internet and devices and those who don’t. This gap often falls along economic and geographic lines. Rural areas, low-income households, and developing countries are disproportionately affected. In a world where more and more opportunity lives online, this is a serious equity issue.

  
    Visual Examples of the Digital Divide.
  

  

  
    AI and Automation
  

  Information systems increasingly include AI that can do jobs that humans used to do. Self-checkout machines, chatbots, automated scheduling, and content recommendation algorithms are already reshaping the workforce. Some jobs are disappearing. New ones are being created. The challenge is that the new jobs often require different skills than the ones being replaced, which leaves some workers behind.

  
    How AI & Automation are Transforming IT Operations
  

  






11.9 IS in the Real World


  
  IS in the Real World

  
    Is Domino’s a pizza company or a software company?
  

  
    [image: dominos pizza logo]
  

  
    	

    	

    	

    	
      The Reality: Domino’s has a larger percentage of employees in tech/data than in many actual “tech” firms. Their “AnyWare” system allows ordering via tweets, smartwatches, and car dashboards.

    

    	
      The Lesson: Information Systems didn’t just help Domino’s; it saved them from near-bankruptcy in 2008. It’s the difference between a local pizza shop and a $17 billion global leader.

    

  

  

  Information systems touch every department in a business.

  
    Here’s how:

    
      	Marketing: CRM software tracks customer behavior and helps marketers personalize messages. Tools like HubSpot or Salesforce are built on IS.

      	Finance: Accounting software, payroll systems, and financial dashboards all rely on IS to track money in and out.

      	Human Resources: HR platforms manage employee records, scheduling, performance reviews, and hiring pipelines.

      	Operations: Supply chain management systems track inventory, shipments, and vendor relationships in real time.

    

  

   

  
    E-Commerce and IS
  

  Online retail runs entirely on information systems. When you buy something on Amazon, an IS processes your payment, checks inventory, assigns a warehouse, routes the shipment, sends tracking updates, and updates your purchase history. All of that happens in seconds.

  

  
    Careers in Information Systems
  

  IS is one of the fastest-growing fields in the job market.

  
    Some paths include:

    
      	Systems Analyst: Studies how organizations use tech and recommends improvements

      	Database Administrator: Manages and secures company databases

      	Cybersecurity Analyst: Protects systems from threats

      	IT Project Manager: Oversees tech implementations and upgrades

      	Business Intelligence Analyst: Turns data into insights for decision-makers

    

  

   

  
    You don’t have to be a programmer to work in IS. Many roles focus on business strategy, communication, and problem-solving with technology as the tool.
  

  






2 Infographic
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2 MindMap
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2 Video Explainer


  
  
    
    A video element has been excluded from this version of the text. You can watch it online here: https://pressbooks.ulib.csuohio.edu/business-essentials-for-future-professionals/?p=732
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