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BUSINESS ENVIRONMENT

INTRODUCTION:

In common sense, the term business refers to buying and selling of goods. But in modern times,
business covers a wide and complex field of industry and commerce involving complex activities
related to both production and distribution. All these activities satisfy the diverse needs of the

society and also help generate profit of business firms or units.

Thus by the term business we mean organized efforts of different enterprises for supplying
various goods and services to the ultimate consumers for a profit. Business, in nutshell, includes
diverse activities related to production, marketing, transport, trade, finance, banking, insurance,

advertising and some other activities connected with industry and commerce.

Definition:

A business is an organization or entity that sells goods or services for a profit. The important part
of this definition is that a business is something that operates in order to make a profit. Not all
businesses actually are successful enough make a profit, but their main purpose is to generate

profits.

James Stephenson-

Every human activity which is engaged in for the sake of earning profit may be called business..

L.H. Haney-

Human activity directed toward producing and acquiring wealth through buying and selling

goods.

What Does Business Mean?
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BUSINESS ENVIRONMENT

There are three mains legal forms a business can take: sole proprietorship, partnership, and
corporation. Each of these legal forms has distinct characteristics as well as advantages and

disadvantages.

Ten important characteristics of a business:
1. Economic activity:

Business is an economic activity of production and distribution of goods and services. It provides
employment opportunities in different sectors like banking, insurance, transport, industries, trade
etc. it is an economic activity corned with creation of utilities for the satisfaction of human
wants. It provides a source of income to the society. Business results into generation of
employment opportunities thereby leading to growth of the economy. It brings about industrial

and economic development of the country.
2. Buying and Selling:

The basic activity of any business is trading. The business involves buying of raw material,
plants and machinery, stationary, property etc. On the other hand, it sells the finished products to
the consumers, wholesaler, retailer etc. Business makes available various goods and services to

the different sections of the society.
3. Continuous process:

Business is not a single time activity. It is a continuous process of production and distribution of
goods and services. A single transaction of trade cannot be termed as a business. A business
should be conducted regularly in order to grow and gain regular returns. Business should
continuously involve in research and developmental activities to gain competitive advantage. A

continuous improvement strategy helps to increase profitability of the business firm.
4. Profit Motive:

Profit is an indicator of success and failure of business. It is the difference between income and
expenses of the business. The primary goal of a business is usually to obtain the highest possible

level of profit through the production and sale of goods and services. It is a return on investment.
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BUSINESS ENVIRONMENT

Profit acts as a driving force behind all business activities. Profit is required for survival, growth
and expansion of the business. It is clear that every business operates to earn profit. Business has
many goals but profit making is the primary goal of every business. It is required to create

economic growth.
5. Risk and Uncertainties:

Risk is defined as the effect of uncertainty arising on the objectives of the business. Risk is
associated with every business. Business is exposed to two types of risk, Insurable and Non-

insurable. Insurable risk is predictable.

Predictable factors are controllable to some extent, such as:
a) Taxes

b) Change in the volume of expected sales

c) Cost of supplies and equipment

d) Overhead costs

e) Salaries

f) Cost of goods and services offered
Unpredictable factors include:

a) Changes in trends and tastes of customers.

b) Impact of the local economy on customer base.

¢) Any unexpected action taken by your competitors.

The calculation and management of the risk is vital to ensure the success of a business firm.

Insurance and Risk management helps in minimizing the risk associated with the business.

6. Creative and Dynamic:
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Modern business is creative and dynamic in nature. Business firm has to come out with creative
ideas, approaches and concepts for production and distribution of goods and services. It means to
bring things in fresh, new and inventive way. One has to be innovative because the business
operates under constantly changing economic, social and technological environment. Business

should also come out with new products to satisfy the growing needs of the consumers.
7. Customer satisfaction:

The phase of business has changed from traditional concept to modern concept. Now a day,
business adopts a consumer-oriented approach. Customer satisfaction is the ultimate aim of all
economic activities. Modern business believes in satisfying the customers by providing quality
product at a reasonable price. It emphasize not only on profit but also on customer satisfaction.
Consumers are satisfied only when they get real value for their purchase. The purpose of the
business is to create and retain the customers. The ability to identify and satisfy the customers is

the prime ingredient for the business success.
8. Social Activity:

Business is a socio-economic activity. Both business and society are interdependent. Modern
business runs in the area of social responsibility. Business has some responsibility towards the
society and in turn it needs the support of various social groups like investors, employees,
customers, creditors etc. by making goods available to various sections of the society, business
performs an important social function and meets social needs. Business needs support of

different section of the society for its proper functioning.
9. Government control:

Business organisations are subject to government control. They have to follow certain rules and
regulations enacted by the government. Government ensures that the business is conducted for
social good by keeping effective supervision and control by enacting and amending laws and

rules from time to time.
Some important acts framed by the government include:

1. The Competition Act, 2002
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i1. Foreign Exchange Management Act, 1999
iii. The Environment Act, 1986

iv. Indian Companies Act, 1956

v. Consumer protection Act

10. Optimum utilization of resources:

Business facilitates optimum utilization of countries material and non-material resources and
achieves economic progress. The scarce resources are brought to its fullest use for concentrating

economic wealth and satisfying the needs and wants of the consumers.

Classification of Business Activities

BUSINESS

.
' .

| INDUSTRY | COMMERCE

1. Industry:

Industry is concerned with the making or manufacturing of goods. It is that constituent of
production which is involved in changing the form of goods at any stage from raw material to the
finished product, e.g., weaving woolen yarn into cloth. Thus, industry imparts ‘form utility’ to
goods. The goods produced may either be used by other enterprises as raw materials for further
production; they are known as “producer’s goods”. The production of plant, machinery
equipment etc. are, examples of producers’ goods. When goods are finally used by consumers
they are known as consumers’ goods. The examples of such goods are cloth, bread, groceries,
drugs, etc. An enterprise may produce materials which will further be processed by yet another

concern for converting them into finished goods. These goods are known as intermediate goods.
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The examples of this category are—plastics, rubber, aluminum, etc.
Classification of industries:
I.  On the basis of type of goods produced:
(i)  Primary and Genetic Industry

(i)  Extractive Industry

(ii1))  Construction Industry

(iv)  Manufacturing Industry
I1. On the basis of size and investment

() Large Scale Industry

(I) ~ Small Scale Industry
II1. On the basis of technology employed

(1) Heavy Industry
(i1) Light Industry
2. Commerce
1. Business and Profession

2. Business and Employment

I. On the basis of type of goods produced
The industries may be studied on the basis of the type of goods produced

(i) Primary and Genetic Industry:
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BUSINESS ENVIRONMENT

Genetic industry is related to the re-producing and multiplying of certain species of animals and
plants with the object of earning profits from their sale. Nurseries, cattle breeding, fish
hatcheries, poultry farms are all covered under genetic industry. The plants are grown and birds
and animals are reared and then sold on profit. No doubt nature, climate and environment play

an important part in these industries but human skill is also important.
(ii) Extractive Industry:

The extractive industry is engaged in raising some form of wealth from the soil, climate, air,
water or from beneath the surface of the earth. These industries are classified into two
categories. In the first category, workers merely collect goods already existing. Mining, fishing,
and hunting is covered in this category. In the second category’, the goods are to be produced by
the application of human skill, i.e., agriculture and forestry. Extractive industries supply basic
raw materials that are mostly the products of the soil. Products of these industries are usually

transformed into many useful products by manufacturing industries.
(iii) Construction Industry:

This industry is engaged in the creation of infra-structure for smooth development of the
economy. It is concerned with the construction, erection or fabrication of products. These
industries are engaged in the construction of buildings, roads, dams, bridges, and canals. These
industries use the products of other industries such as cement, iron, bricks and wood, etc.
Engineering and architectural skills play an important part in construction industry. Engineering

and constructing firms are organized for undertaking operations of construction industry.
(iv) Manufacturing

This Industry is engaged in the conversion of raw materials into semi-finished or finished goods.
This industry creates form utility in goods by making them suitable for human use. Most of the
goods which are used by consumers are produced by manufacturing industries. These industries

supply machines, tools and other equipment’s to other industries too.
I1. On the basis of size and investment:

(i) Large Scale Industry:
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Though there may not be any hard and fast rule for such classification but government has fixed
certain limits on investments which differentiate between large scale and small scale industries.
At present the industries investing more than Rs. 3 crore in plant and machinery in
manufacturing units and in ancillary units are covered in large scale sector. Large scale units are

in a position to use latest methods of production and economise on various inputs.
(ii) Small Scale Industry:

The units having an investment upto Rs. 1 crore in plants and machinery are small units. A small

scale unit has the disadvantage of lower production and comparatively higher cost of production.
II1. On the basis of technology employed
(i) Heavy Industry:

The industry engaged in the production of machinery, steel, power generation are called heavy

industry. These units need heavy .investments and employ complex technology in production.
(ii) Light Industry:

Industries engaged in producing consumer goods etc. arc called light industries. The production

technology is simple and machinery used is inexpensive.
2. Commerce

All those activities which are connected with taking goods and services from producers to users
come under the purview of commerce. The goal of commerce is to ensure a proper flow of
goods and services for the benefit of both producers and consumers. People are able to buy

goods produced anywhere in the world with the help of commerce.
Commerce activities may precisely be described as

(1) Commerce is related to the activities dealing with distribution and exchange of goods and

services. These activities relate to trade aspect
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(i1)) Commerce covers all these activities which smoothen or help trade. These activities are
transport, banking, insurance, warehousing, advertising, etc. These are ancillary services and are

called aids to trade.
(ii1)) Commerce is a part of business. Business is a wider concept and includes industry too.

(iv) Commerce is a part of economics. Economics is a study of human beings as consumers and

producers and it has a much wider scope than commerce.
Business and Profession:

Business is a sum total of activities pursued with a purpose to produce and accumulate
wealth. A profession is also adopted to earn a living. The purpose of both business and

profession is to earn a living. Though both look similar yet there is a difference between the two.
Business and Employment:

In employment a person serves an employer under certain agreement and is paid an
agreed remuneration. A business, on the other hand, is working for himself and aiming at earning

profit out of it.

Objectives of business

“Objective of business means the purpose for which business is established.” Profit is not the
only objective of business. Every work is started with an objective. The objective is a goal, the
achievement of which is a necessity and all efforts are concentrated for the fulfilment of that

objective.

According to Peter Drucker.,

“Objectives are needed in every area where performance and results, directly and vitally affect

the survival and prosperity of the business.”

Classification of Objectives of Business
A. Economic Objectives
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B. Social Objectives

C. Human Objectives

D. National Objectives

E. Global Objectives

A. Economic Objectives:

Economic objectives of business refer to the objective of earning profit and also other objectives
that are necessary to be pursued to achieve the profit objective, which includes creation of

customers, regular innovations and best possible use of available resources.
(i) Profit Earning

Profit is the lifeblood of business, without which no business can survive in a competitive
market. In fact profit making is the primary objective for which a business unit is brought into
existence. Profits must be earned to ensure the survival of business, its growth and expansion
over time. Profits help businessmen not only to earn their living but also to expand their business
activities by reinvesting a part of the profits. In order to achieve this primary objective, certain

other objectives are also necessary to be pursued by business, which are as follows:
a) Creation of customers:

A business unit cannot survive unless there are customers to buy the products and services.
Again a businessman can earn profits only when he/she provides quality goods and services at a
reasonable price. For this it needs to attract more customers for its existing as well as new

products. This is achieved with the help of various marketing activities.
(b) Regular innovations:

Innovation means changes, which bring about improvement in products, process of production
and distribution of goods. Business units, through innovation, are able to reduce cost by adopting
better methods of production and also increase their sales by attracting more customers because

of improved products. Reduction in cost and increase in sales gives more profit to the
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businessmen. Use of power looms in place of handlooms, use of tractors in place of hand

implements in farms etc. are all the results of innovation.
(c) Best possible use of resources:

As we all know, to run any business we must have sufficient capital or funds. The amount of
capital may be used to buy machinery, raw materials, employ men and have cash to meet day-to-
day expenses. Thus, business activities require various resources like men, materials, money and
machines. The availability of these resources is usually limited. Thus, every business should try
to make the best possible use of these resources. Employing efficient workers. Making full use of

machines and minimizing wastage of raw materials, can achieve this objective.
B. Social Objectives:

Social objective are those objectives of business, which are desired to be achieved for the benefit
of the society. Since business operates in a society by utilizing its scarce resources, the society
expects something in return for its welfare. No activity of the business should be aimed at giving
any kind of trouble to the society. If business activities lead to socially harmful effects, there is
bound to be public reaction against the business sooner or later. Social objectives of business
include production and supply of quality goods and services, adoption of fair trade practices and

contribution to the general welfare of society and provision of welfare amenities.
(i) Production and Supply of Quality Goods and Services:

Since the business utilizes the various resources of the society, the society expects to get quality
goods and services from the business he objective of business should be to produce better quality
goods and supply them at the right time and at a right price It is not desirable on the part of the
businessman to supply adulterated or inferior goods which cause injuries to the customers. They
should charge the price according to the quality of e goods and services provided to the society.
Again, the customers also expect timely supply of all their requirements. So it is important for

every business to supply those goods and services on a regular basis.

(ii) Adoption of Fair Trade Practices:
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In every society, activities such as hoarding, black- marketing and over-charging are considered
undesirable. Besides, misleading advertisements often give a false impression about the quality
of products. Such advertisements deceive the customers and the businessmen use them for the
sake of making large profits. This is an unfair trade practice. The business unit must not create
artificial scarcity of essential goods or raise prices for the sake of earning more profits. All these
activities earn a bad name and sometimes make the businessmen liable for penalty and even
imprisonment under the law. Therefore, the objective of business should be to adopt fair trade

practices for the welfare of the consumers as well as the society.
(iii) Contribution to the General Welfare of the Society:

Business units should work for the general welfare and upliftment of the society. This is possible
through running of schools and college’s better education opening of vocational training centre's
to train the people to earn their livelihood, establishing hospitals for medical facilities and

providing recreational facilities for the general public like parks, sports complexes etc.
C. Human Objectives:

Human objectives refer to the objectives aimed at the well-being as well as fulfillment of
expectations of employees as also of people who are disabled, handicapped and deprived of
proper education and training. The human objectives of business may thus include economic
well-being of the employees, social and psychological satisfaction of employees and

development of human resources.
(i) Economic Well-being of the Employees:

In business employees must be provided with tan remuneration and incentive for performance
benefits of provident fund, pension and other amenities like medical facilities, housing facilities

etc. By this they feel more satisfied at work and contribute more for the business.
(ii) Social and Psychological Satisfaction of Employees:

It is the duty of business units to provide social and psychological satisfaction to their
employees. This is possible by making the job interesting and challenging, putting the right

person in the right job and reducing the monotony of work Opportunities for promotion and
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advancement in career should also be provided to the employees. Further, grievances of
employees should be given prompt attention and their suggestions should be considered seriously
when decisions are made. If employees are happy and satisfied they can put then best efforts in

work.
(iii) Development of Human Resources:

Employees as human beings always want to grow. Their growth requires proper training as well
as development. Business can prosper if the people employed can improve their skills and
develop their abilities and competencies in course of time. Thus, it is important that business

should arrange training and development programmes for its employees.
(iv) Well-being of Socially and Economically Backward People:

Business units being inseparable parts of society should help backward classes and also people
those are physically and mentally challenged. This can be done in many ways. For instance,
vocational training programme may be arranged to improve the earning capacity of backward
people in the community. While recruiting its staff, business should give preference to physically
and mentally challenged persons. Business units can also help and encourage meritorious

students by awarding scholarships for higher studies.
D. National Objectives:

Being an important part of the country, every business must have the objective of fulfilling
national goals and aspirations. The goal of the country may be to provide employment
opportunity to its citizen, earn revenue for its exchequer, become self-sufficient in production of
goods and services, promote social justice, etc. Business activities should be conducted keeping

these goals of the country in mind, which may be called national objectives of business.
The following are the national objectives of business.
(i)Creation of Employment:

One of the important national objectives of business is to create opportunities for gainful
employment of people. This can be achieved by establishing new business units, expanding

markets, widening distribution channels, etc.
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(ii) Promotion of Social Justice:

As a responsible citizen, a businessman is expected to provide equal opportunities to all persons
with whom he/she deals. He/ She are also expected to provide equal opportunities to all the
employees to work and progress. Towards this objective special attention must be paid to weaker

and backward sections of the society.
(iii) Production According to National Priority:

Business units should produce and supply goods in accordance with the priorities laid down in
the plans and policies of the government. One of the national objectives of business in our

country should be to increase the production and supply of essential goods at reasonable prices.
(iv) Contribute to the Revenue of the Country:

The business owners should pay their taxes and dues honestly and regularly. This will increase

the revenue of the government, which can be used for the development of the nation.
(v) Self-sufficiency and Export Promotion:

To help the country to become self-reliant, business units have the added responsibility of
restricting import of goods. Besides, every business units should aim at increasing exports and

adding to the foreign exchange reserves of the country.

E. Global Objectives:

Previously India had very restricted business relationship with other nations. There was a very
rigid policy for import and export of goods and services. But, now-a-days due to liberal
economic and export-import policy, restrictions on foreign investments have been largely
abolished and duties on imported goods have been substantially reduced. This change has
brought about increase in competition in the market. Today because of globalization the entire
world has become a big market. Goods produced in one country are readily available in other
countries. So, to face the competition in the global market every business has certain objectives

in mind, which may be called the global objectives.
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(i) Raise General Standard of Living:

Growth of business activities across national borders makes quality goods available at reasonable
prices all over the world. The people of one country get to use similar types of goods that people

in other countries are using. This improves the standard of living of people.
(ii) Reduce Disparities among Nations:

Business should help to reduce disparities among the rich and poor nations of the world by
expanding its operation. By way of capital investment in developing as well as underdeveloped

countries it can foster their industrial and economic growth.
(iii) Make Available Globally Competitive Goods and Services:

Business should produce goods and services which are globally competitive and have huge
demand in foreign markets. This will improve the image of the exporting country and also earn

more foreign exchange for the country.
Environment

Environment refers to all external forces which have a bearing on the functioning of business.
”Environment are largely if not totally external, and beyond the control of individual industrial
enterprises and their management. These are essentially the givers within which firms and their
managements must operate in a specific country and they vary, from country to country”.
However, the term business environment refers to the External Factors. The external
environment has two components i.e. business opportunities and threats to business. Similarly,
the organizational environment has two components i.e. Strengths and weaknesses of the

organization. A SWOT analysis is thus the first step in strategy formulation.

17 |Page



BUSINESS ENVIRONMENT

BUSINESS ENVIRONMENT

[ - ]
| Macro Environment |

i Micro Environment I—
—' Internal Environment Ii

Financiers Mission / Objectives )
Suppliers Management Structure ECOI’]OI’T]IC‘

: : Technological
Customers Internal Power Relationship
Competitors Physical Assets & facilities Global )
Public Demographic

Socio-Cultural
Political

Mktg Intermediaries

Business
Decision

Company image

Human resources
Financial Capabilities
Technological Capabilities
Marketing Capabilities

Macro Environment

Any organization is industrial and trading operates within an external environment that it

generally cannot control. Macro environmental forces have considerable influence on any

organizations marketing system.

These are
® Demography,
® Economic conditions,
® Competitions;
® Social and Cultural forces;

® Political and Legal forces and Technology.
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They are macro- environmental forces because change in any of them can change in one or more
of the others. Therefore, they are closely interrelated. One thing is certain that all these forces
have one thing in common that they are dynamic forces which are subject to change and at an
increasing rate per sec. These six forces are largely uncontrollable by management. However
these are not totally uncontrollable. A company may be able to influence its external
environment to some extent. For instance, an international marketing company can improve its
competitive position by a joint venture with a foreign firm that markets a complementary

product.

NOVARTIS is a fine example where two well known pharmaceutical companies namely Ciba
and Sandoz came together by merger. Another example is that of Brooke Bond and Lipton came
together as Lipton Brooke Bond renowned companies in tea and coffee beverages. A company
may influence its political and legal environment by lobbying or by contributing to a legislator’s

campaign fund for fighting elections.
1. Demographic Forces:

Demography is the study of human population and its distribution. Demography deals with
people and people constitute market for company’s products. These demographic features
relate to growth of population Birth and Death rates, Sex ratio, Age group, rate of literacy,
ethnic group, and density of population, rural and urban and so on. Thus, the total population
consists more of old people and babies, there is more demand for medicines and walking
sticks. Younger generation component speaks of demand for personality improvement

products. Quality of life is greatly influenced by rate of literacy and so on.
2. Economic Forces:

Mere presence of people does not constitute market. We want people with money to spend and
their willingness to spend. Hence, economic component features a force having significant
impact as marketing activities. A marketing programme of a company is influenced by such
factors which are both current and anticipated. These are stage of business cycle, inflation, rates
of interest. A business cycle has a typical four stages namely prosperity, recession, depression

and recovery. However, only two are mostly serious prosperity or boom and depression or doom.
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Prosperity is a period where organizations tend to extend and expand their marketing programs
as they add new products and enter new markets. It is a period of rising demand, free money
supply, and optimistic mood of people to enjoy the goods and services as they have more
disposable per capital income. On the other hand, depression is a period of stockpiles, restricted

money supply, lack of demand, unemployment.

That is why marketing programs are cut-down to the rock bottom as there is modernized. In
between these two, recession and recovery periods do have implications. During recession, there
is a temporary fall in demand as we are facing today where people expect further fall in prices.
Take the examples of real estate. While goods where price wars are going on. This affects the
prospects of company badly but temporarily. In period recover, demand picks up, once again
firms marketing’ programs get retaliation. Thus much depends on each phase. Inflation is
another component of economic forces. Inflation is a rise in the prices of goods and services.
That is the value of a dollar or a rupee has come down. The purchasing power of a rupee or real
value gets reduced. For same quantity and quality of goods, people are forced to pay higher
prices. Inflation of wild dose is good for everyone but wild rise is bad for the society particularly
middle and poor class. That consumer spend less and less on luxuries, comforts and concentrate
as basic necessities of living. This inflation poses a real problem in managing marketing

programme in that as to how to price the products and how to control the costs.

The people spend not only less as purchasing power is reduced but also prefer to spend today
than later as there is danger for further price rise. It is a precautionary stand as value of a rupee

falls day by day.

INTEREST RATES is still another economic component having influence on marketing
programme of a firm. It is but natural that when interest rates go high they do not go in for long-
term needs such as housing, automobiles as they find it difficult to fulfill their short-term needs.
That is why, the only anecdote to cut the prices of products substantially and zero rate of interest

programmes in case of durable goods to increase or sustain business.
3. Competition:

Competitive environment is a major component affecting the marketing efforts. A wise and

skilful marketing executive constantly monitors all aspects of competitor’s marketing activities
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namely, their products, pricing, distribution system, promotion programmes and so on. As firms
are going global, there is threat of external competition in addition to internal competition.
Today, Indian market is filled with all foreign products in important areas like electronics,
electrical, textiles, agro-based products and the like. The types of competition can be brand

competition, substitute product competition, limited customer competition.
4. Social and Cultural Forces:

The marketing managers of today do not have sound sleep because social and cultural values and
value systems are constantly changing affecting the present marketing programme. This
component is made up of social and cultural forces. Social forces stand for social values of life
and living. The society of today can be divided into materialistic and spiritual values. The
domestic or materialistic values say life is short-beg, borrow or steal but enjoy the life. While
other group says think of simple living and high thinking because more and more needs and
wants are the root causes of our miseries of life. On the other hand, cultural values are also
changing as to clothing, shelter and day to day living. Take one aspect that fashions and style
movement’s change and the business house are to give those. If girls and boys want jeans, other
ever better products will not do. Again we people as the member of society are interested in
environmental friendly products like soap-less soap, smokeless cigarette, diet beer, high tech

food, fast food and so on.

Today, women liberation movement has made home ministry all the powerful though finance
minister is financing all the needs, because marketing manager of family is a housewife. Again
parents alone do not decide but children too. It has resulted in fast changing lifestyle of women

and earning capacity bringing into play health and fitness, impulse buying and conveniences.
5. Political and Legal Forces:

Each and every firm’s control is influenced more and more by political and legal forces in the
country. The political and legal forces prevailing in country can be grouped into at least five

captions namely:

1. Monetary and Fiscal policies:
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Marketing systems are affected by the level of government spending, the money supply and its

tax policies.

2. Social legislation and Regulation:

Legislation affecting the environment anti-pollution laws, protection of public life and the like.
3. Governmental relationship with the industries:

This relates the treatment given by government in case of industries and industrial units in terms
of subsidies and penalties. This also speaks of the encouragement and discouragement through

incentives and fines controlling and decontrolling.
Legislation related specifically to marketing:

There are many Acts and Laws specifically applied in the area of marketing—that affect the
working of these units. To illustrate MRTP Act, 1919, Consumer Protection Act of 1986, Indian
Sale of Goods Act of 1930, Essential Commodities Act and so on. Here the marketing executives
need not be lawyers but should be aware of the Acts and provisions affecting their area. These

Acts may be central, state and local.
5. Source of information and buyer of the product:

This area is one where governments at all levels publish information to help the executives as

government is the bulk buyer in case of some common duties and services.
6. Technology:

Technology has an immense impact on our daily life and life-styles, our consumption patterns
and economic well-being. Just imagine the technological developments over the years of any
commodity say watch, sport, radio, television, telephone, anit-bodies and think what would be
the shape of the things to come after say 10 or 20 years. Perhaps the most important
breakthrough is miniaturization of electronic products. Today, a hand held computer smaller than

laptop size allows sales people to place orders directly from customer’s location.

Technological breakthrough can affect markets and marketing activities at least in three

ways:
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(1) Can start entirely new industries as computers, lasers, robots have done.
(2) Can radically alter or totally destroy existing industries and
(3) Can stimulate markets and industries not related to the technology.

For instance, already existing home equipment and appliances can generate free time to
households to engage in new activities. It should be noted that technology is a mixed blessing in
other ways too. On one hand it helps us to improve our lives, at the same time, creates
environmental and social problems. Thus automobiles have come to stay, creating problems of

traffic jams, air pollution.

Global Environment:

The global environment refers to those factors which are relevant to business, such as the WTO
principles and agreements; other international conventions/ treaties / agreements / sentiments in

other countries etc. For e.g. hike in crude oil prices has a global impact etc.

World is becoming one market, Improving quality, Competition from MNCs, Capital and
technology transfers, Deciding which markets to enter and what products to manufacture,

Adjusting the management process,
External Micro Environment:

The external micro environment is made up of three basic forces that are external but are part of
company’s marketing system. These are the firm’s market, suppliers and its marketing
intermediaries. While they are generally controllable, these external forces can be influenced
more than the macro forces so far discussed. For instance, a marketing organisation can exert
pressure on its suppliers or middlemen. Through advertising, a firm has some influence on its

market. Let us take up these three points for better understanding.
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This external micro environment can be represented as in Fig 3.
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Fig. 1.08. External Micro-environment of a Firm's Marketing Programmae

1. The Market:

Market really is what marketing is all about how to reach it and serve it profitably and in a
socially responsible manner. It goes without saying that market becomes the focus of all the
marketing decisions in an organisation. A market is a place where buyers and sellers meet,
goods and services are offered for sale and transfer of title of the goods takes place. Market is
demand made by a certain group of potential buyers for a good or service. For example, there is a
farm market for plastic products. Market is taken as people or organisation with wants to satisfy,
money to spend and the willingness to spend. That is market demand for a given good or service
taken into account three points people organisation with wants purchasing power their buying

behaviour.

2. Suppliers:

The marketing firm cannot sell unless it makes the products or buys it first. Suppliers are crucial
to the firm’s success because they supply those products which consumers want from the
marketing house. They are crucial because they supply those products what consumers want
from the marketing house. They are crucial because they take the responsibility of understanding
consumer’s needs as viewed by selling or marketing firm. Marketing firm cannot sever the

relations with suppliers as it cannot do so in case of its customers.

24| Page



BUSINESS ENVIRONMENT

3. Marketing Intermediaries:

Marketing intermediaries are the independent individuals or organisations that directly help in
the free flow of goods and services between marketing organisations and its markets. These are
basically of two types, namely ‘merchant’ and ‘agent’. Merchant middlemen can be wholesalers
and retailers. While agent middlemen can take five to six forms. These intermediaries render so

important services that they cannot be removed and hence, become part and parcel of the system.

Process of Environmental Analysis:

The analysis consists of four steps:

e Scanning : Detect early signals of possible environmental change and detect

environmental change already underway.

e Monitoring : Purpose of monitoring is to assemble sufficient data to discern whether
certain trends are emerging, identification of the trends and identification of areas for

further scanning.

e Forecasting : It is concerned with developing projections of the direction, scope and

intensity of environmental change.

e Assessment : To determine implications for the organization's current and potential

strategy.

Environmental forecasting:

Meaning of environmental forecasting

Forecasting is a way of estimating the future events that have a major impact on the enterprise.
Environmental forecasting is a technique whereby managers attempt to predict the future
characteristics of the organizational environment and hence make decisions today that will help

the firm deal with the environment of tomorrow.

Definition of environmental forecasting
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Forecasting involves the use of statistical and non-statistical, or qualitative, techniques.
“Estimating the intensity, nature and timing of the external forces that may affect the

performance of a firm, disrupt its plans, or force a change in its strategies.”
Steps in environmental forecasting:
1. Identification of relevant environmental variables

Before managers can begin to formulate an effective strategy, they must make a critical
examination of the firm's environment. All environmental variables do not have the same
relevance to all industries. Assessing the strategic situation is the first phase in determining the
content of the proper strategies for a firm. This process begins with an assessment of the general
environment of the firm, in terms of economic, technological, social, and political/legal

influences.

E.g., diesel price is a critical factor for railways using that energy source but not for electric
trains. Omission of critical variables or inclusion of non-relevant variables could have

misleading effects.
2. Collection of information

Once the environmental variables are identified, the next step is to collect the information that is
needed. It involves the identification of sources of information, determination of the types of

information to be collected, selection of methods of data collection and collection of information.
3. Selection of forecasting technique

The choice of the forecasting technique depends on the nature of the forecast decision, the
amount and accuracy of the available information, accuracy required, time available, importance

of the forecast, the cost, etc.,
4. Monitoring

Monitoring is very important as the characteristics of the variables or their trends may undergo
changes. Further new variables may emerge as critical or the relevance of certain variables may

decline. It is therefore necessary to monitor changes.
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TYPES OF FORECASTING:
1. Economic Forecast
2. Social Forecast
3. Political Forecast
4. Technological Forecast
1. Economic Forecast:

As a economic environment is a very critical determinant of business prospects, economic
forecasts is very important. The Economic factors often considered include general economic
conditions, GDP growth rate, per capita income, structural changes in GDP, Investment and
output trends in different sectors and subsectors/industries, price trends, trade and BOP(record of

all international financial transactions made by a country's residents) trends etc.
2. Social Forecast:

Social trends have significant implications for business strategy. It is, therefore , very essential to

forecast the possible changes in the relevant social variables. Important factors include :
1. Population growth/decline
2. Ethnic composition
3. Life Styles
4. Social attitudes
5. Income levels
3. Political forecast:

Political forecast has an important part in envisioning properly the future scenario of

business. Relevant factors include:

1. Changes in the relative power of Political party.
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2. Political alliances and political ideologies etc.

3. Political forecasts also cover industrial policy, commercial policy, and Fiscal policy,

International political developments are also important.
4. Technological forecast:

Innovation and other technological developments can drastically alter the business environment.
Technological forecasts, therefore, assumes great significance. It encompass not only
technological innovations but also the pace and extent of diffusion and penetration of

technologies and their implications.

Techniques of environmental forecasting:

Quantitative techniques:

It can be numberized i.e., under this technique numerical data is used. The following are the

quantitative techniques:

A. Econometric Technique: econometric is the statistical methods used by economists. It is a set

of quantitative techniques that are useful in making economic decisions. It is the application of
statistical and mathematical theories to economics for the purpose of testing hypothesis and
forecasting future trends. For example : a real life application of econometrics would be to study

the hypothesis that as a person’s income increases , spending increases.
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B. Trend Extrapolation / time series analysis:

Time series models assume that the past is a introduction to the future and extrapolate(extending
the application of a known information to an unknown situation) the historical data to the future.
We can say future is viewed in the light of past under this technique. This is an empirical
procedure in which certain historical trends (such as population growth, technological
innovations, changes in incomes etc) are used to predict such variables as a firm’s sales or
market share. Because time series analysis projects historical trends into the future its validity

depends on the similarity between past trends and future conditions.

Qualitative Technique:

Under this technique numerical data are not used. The following are the methods of qualitative

technique

1. Brain Storming:
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Brain Storming is a creative method of generating ideas and forecasts. Under this method, a
group of knowledgeable people are encouraged to generate ideas, discuss and to make forecasts

on the basis of that. It is popular technique for technological forecasting.

2. Delphi Method:

This is a forecasting procedure in which experts in the appropriate field of study are
independently questioned about the probability of some event’s occurrence. The responses of
experts are compiled and a summary is sent to each expert. This process is repeated until

consensus is arrived regarding a particular forecasted event.

3. Strategic Issue Analysis:

It is the process of developing strategy for a business by researching the business and the
environment in which it operates. A ‘strategic issue’ is an issue or an unresolved question
needing a decision or waiting for some clarifying future event. The developments, events and
trends having the potential to impact an organisation are the strategic issues. It is strategic as it

has a major impact on the course and direction of business.

4. Judgment models:

This is a forecasting technique in which employees, customers, suppliers and/or trade
associations serve as a source of qualitative information regarding future trends. For instance
sales representatives may be asked to forecast sales growth in various product categories based
on their interaction with customers. Survey instruments may be mailed to customers, suppliers or

trade associations to obtain their judgments on specific trends.

5. Scenario development/ Multiple Scenario: Future events can’t be predicted easily as our

assumptions may go wrong, trends may change, events may take a different route altogether or
some unexpected thing may change the whole scenario. To overcome these, a manager should
formulate several alternative descriptions of future events and trends (called as multiple

scenarios).
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UNIT -11

Forms of Business organizations:

Proprietorship- Features, merits & demerits
Partnership - Features, merits & demerits
Company — features merit and de-merits
Cooperatives - Features, merits & demerits

Public Enterprises — Features, merits & demerits.

Forms of Business organizations

Introduction:

Business concerns are established with the objective of making profits. They can be established
either by one person or by a group of persons in the private sector by the government or other
public bodies in the public sector. A business started by only one person is called sole
proprietorship. The business started by a group of persons can be either a Joint Hindu Family or
Partnership or Joint Stock Company or a Co-operative form of organization. Forms of business

organization are legal forms in which a business enterprise may be organized and operated.

These forms of organization refer to such aspects as ownership, risk bearing, control and
distribution of profit. Any one of the above mentioned forms may be adopted for establishing a
business, but usually one form is more suitable than other for a particular enterprise. The choice
will depend on various factors like the nature of business, the objective, the capital required, the

scale of operations, state control, legal requirements and so on.

Sole Proprietorship:

A Sole Proprietorship is a business with one owner who operates the business on his or her
own or employ employees. It is the simplest and the most numerous form of business
organization in most of the countries, however it is dangerous as the sole proprietor has total and
unlimited liability. It is a ‘one man business’. Self contractor is one example of a sole

proprietorship.
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“A sole proprietorship is a form of business organization owned and managed by a single

person. He is entitled to receive all the profits and bears all risk of ownership”

Features:

The important features of sole proprietorship are:

1. The business is owned and controlled by only one person.

2. The risk is borne by a single person and hence he derives the total benefit.

3. The liability of the owner of the business is unlimited. It means that his personal assets
are also liable to be attached for the payment of the liabilities of the business.

4. The business firm has no separate legal entity apart from that of the proprietor, and so the
business lacks perpetuity.

5. To set up sole proprietorship, no legal formalities are necessary, but there may be legal
restrictions on the setting up of particular type of business.

6. The proprietor has complete freedom of action and he himself takes decisions relating to
his firm.

7. The proprietor may take the help of members of his Family in running the business.

Merits:

1. Ease of formation: As no legal formalities are required to be observed.

2. Motivation: As all profits belong to the owner, he will take personal interest in the
business.

3. Freedom of Action: There is none to interfere with his authority. This freedom promotes
initiative and self-reliance.

4. Quick Decision: No need for consultation or discussion with anybody.
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5. Flexibility: Can adapt to changing needs with comparative ease.

6. Personal Touch: comes into close contact with customers as he himself manages the

business. This helps him to earn goodwill.

7. Business Secrecy: Maintaining business secrets is very important in today’s competitive

world.

8. Tax advantage: any income is declared as the owner’s personal income tax return,

therefore there are no corporate income taxes.

Demerits:
1. Limited resources: one man’s ability to gather capital will always be limited.
2. Limited Managerial Ability

3. Unlimited Liability: Will be discouraged to expand his business even when there are good

prospects for earning more than what he has been doing for fear of losing his personal

property.

4. Lack of Continuity: uncertain future is another handicap of this type of business. If the sole

proprietor dies, his business may come to an end.

5. No Economies of Large Scale: As the scale of operations are small, the owner cannot secure

the economies and large scale buying and selling. This may raise the cost of production.
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Partnership:

A Partnership is a business with two or more individuals who owns and manages the
business. Partners share the unlimited liabilities of the business and operate the business

together.

There are three classification of partnerships: general partnership (partner divide
responsibility, liability and profit or loss according to their agreement), limited partnership (in
additional at least one general partner, there are one or more limited partner who have limited
liability to the extent of their investment), and limited liability partnership (all of the partners

have limited liability of the business debts; it has no general partners).

Section 4 of the Partnership Act, 1932 defines Partnership as, “the relation between
persons who have agreed to share the profits of a business carried on by all or any of them

acting for all”

Partnership is governed by Indian Partnership Act,1932. Its the relation between persons who
have agreed to share profits of a business carried on by them.The partnership Act does not lay
down any maximum number of partners. But according to section 464,Rule 10 of Companies

miscellaneous Rules,2014, maximum number of partners is 100.

According to section 11 of the Companies Act, 1956 a partnership for a banking business must

not have more than 10 partners and for other business it must not exceed 20.

Features:

1. Capital: The capital of a partnership is contributed by the partners but it is not necessary
that all the partners should contribute equally. Some may become partners without
contributing any capital. This happens when such partners have special skills, abilities or
experience. The partnership firm can also raise additional funds by borrowing from banks

and others.

2. Control: The control is exercised jointly by all the partners. No major decision can be

taken without consent of all the partners. However, in some firms, there may partners
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known as sleeping or dormant partners who do not take an active part in the conduct of

the business.

3. Management: Every partner has a right to take part in the management of the firm.
Sometimes the deed may provide for the division of responsibilities among the different

partners depending upon their specialization.

4. Duration of partnership: The duration of the partnership may be fixed or may not be
fixed by the partners. In case duration is fixed, it is called as “partnership for a fixed term.

When the fixed period is over, the partnership comes to an end.

5. Unlimited Liability: The liability of each partner in respect of the firm is unlimited. It is
also joint and several and, therefore any one of the partner can be asked to clear the

firm’s debts in case the assets of the firm are inadequate for it.

6. No separate legal entity: The partnership firm has no independent legal existence apart
from that of the persons who constitute it. Partnership is dissolved when any partner dies

or retires. Thus it lacks continuity.

7. Restriction on transfer of share: A partner cannot transfer his share to an outsider

without the consent of all the other partners.

Kinds of Partnership (On the basis of liability)

General Partnership or Unlimited Partnership :

A partnership which has only general partners is called general partnership.
The partners whose liability is unlimited are called general partners.
Limited Partnership:

A partnership which has one or more limited partners in addition to one or more general partners

is called limited partnership.
On the basis of duration, partnership can be classified into 3 Kinds:
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1.Partnership for a fixed term: When a partnership is formed for a fixed term that is for a

particular period, it is called partnership for a fixed term.

2.Particular partnership: When a partnership is formed for a particular venture that is for

undertaking or business, it is called a particular partnership.

3.Partnership at will : Where no provision is made in the contract between the partners for the
duration of the partnership or the termination of their partnership, the partnership is called

partnership at will.
Types of Partners:

Active, Actual, Working or Ostensible Partner: A Partner who takes an active part in the conduct

and management of the firm is called an active, actual, working or ostensible partner.

Sleeping, Dormant or Financing Partner: A partner who merely contributes capital and shares the
profits or losses of the firm, but does not take active in the conduct and management of the

partnership business is called a sleeping, dormant or financing partner.

Secret Partner: If a person is a partner of the firm, but the fact of his being a partner is not

disclosed to the outsiders, is called a secret partner.

Nominal, Fictitious or Partner in name only : A partner who neither contributes capital nor share
the profits and losses of the firm nor takes any active part in the conduct of business of the firm,

but merely lends his name to the firm is called a nominal, fictitious or partner in name only.

Partner in profit only: A partner who, as per the partnership agreement, is entitled to share in the
profits of the firm, but is not liable to contribute towards the losses of the firm is called a partner

in profits only.

Partner by Estoppel: Where a person, by words of mouth or by his conduct, gives an impression
to the outside world that he is partner in a certain partnership firm, though he is not a partner. But
he is held liable as a partner of the firm to any outsider who has granted credit or loan to that

firm on the faith of his representation.
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Partner by Holding Out: Where a person is represented to the outside world as a partner by any
of the real partner of the firm, and if he, on coming to know of it does not object to his
represented to the outside world as a partner, then he is held liable as a partner to the outsider to

whom he has represented as a partner.

Minor partner: It is true that a minor cannot become a full-fledged partner of a firm. But as per
Section 30(1) of the Partnership Act, he may be admitted to the benefits of the partnership with
the consent of all the partners by an agreement executed by his guardian on his behalf with other

parties
Partnership Deed

When the partnership agreement is put in writing, duly stamped and signed by all the partners,
the document containing the partnership agreement is called partnership deed or the Articles of

Partnership.

The Indian Partnership Act of 1932 neither makes the registration of a firm compulsory nor

imposes any penalty for non-registration. However, it is advisable to register a firm.
An unregistered firm suffers from certain disabilities. They are:

1. An unregistered firm cannot file a suit in a court of law against the third parties for recovering

its debts.
2. An unregistered firm cannot file a suit against any of its partners for the recovery of its debts.

3. A partner of an unregistered firm cannot file a suit in a court of law against the third parties or

against the firm or against his co-partners for the recovery of the claims.

Terms and conditions that are included in a partnership deed are as follows:
* Name of the firm
* Name and addresses of the partners
* Nature of business
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* Principle place of business and branches of the firm

* Date of commencement of partnership

* Duration of partnership

* Amount of capital to be contributed by each partner

* Manner in which additional capital is to be introduced

* Amount of withdrawal that can be made by each partner

* Interest to be allowed on partners capital

* Interest to be charged on partners drawings

* Amount of salary , commission or any other remuneration payable to any partner
» Ratio in which the profits or losses of the firm is to be shared
* Rights, duties and liabilities of the partners

*  Methods of settlement of accounts on dissolution of the firm , retirement or death of a

partner

* Arbitration clause , that is the way in which the disputes are to be settled among the

partners
* How the accounts are to be kept and audited

* Expulsion of a partner in case of any fraud.etc.

Merits:

1. Ease of formation: Partnership can be easily formed without expense and legal

formalities. Even the registration of the firm is not compulsory.
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2. More resources: When compared to sole-proprietorship, the partnership will have larger

resources. Hence, the scale of operations can be increased if conditions warrant it.

3. Better organization of business: As the talent, experience, managerial ability and power
of judgment of two or more persons are combined in partnership, there is scope for a

better organisation of business.

4. Greater interest in business: As the partners are the owners of the business and as profit
from the business depends on the efficiency with which they manage, they take as much

interest as possible in business.

5. Balance judgement: As partners possesses different types of talent necessary for
handling the problems of the firm, the decisions taken jointly by the partners are likely to

be balanced.

6. Flexibility: Partnership is free from legal restriction for changing the scope of its
business. The line of business can be changed at any time with the mutual consent of the

partners. No legal formalities are involved in it.

7. Diffusion of risk: The losses of the firm will be shared by all the partners. Hence, the
share of loss in the case of each partner will be less than that sustained in sole

proprietorship.

Demerits:
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1. Great risk: As the liability is joint and several, any one of the partners can be made to pay
all the debts of the firm. This affects his share capital in the business and his personal

properties.

2. Lack of harmony: Some frictions, misunderstanding and lack of harmony among the

partners may arise at any time which may ultimately lead to the dissolution.

3. Instability: The death, retirement or insolvency of a partner leads to the dissolution of the
partnership. Further even any one partner if dissatistfied with the business, can bring about the

dissolution of partnership. Hence partnership lacks continuity.

4. Tendency to play safe: Because of the principle of unlimited liability, the partners tend to

play safe and pursue unduly conservative policies.

5. No legal entity: The partnership has no independent existence apart from that of the

persons constituting it, i.e. it is not a legal entity.

6. Lack of public confidence: No legal regulations are followed at the time of the formation
of partnership and also there is no publicity given to its affairs. Because of these reasons, a

partnership may not enjoy public confidence.
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COMPANY:

A company or association of persons can be created atlaw as legal person so that the

company is itself can accept Limited liability.

“A company is an incorporated voluntary association of persons in business having
joint capital divided into transferable shares of a fixed value, along with the features of

limited liability, common seal and perpetual succession”.

Kinds of companies:

On the Basis of Formation:

(I) Statutory Company: A company which is created by a special Act of the Parliament
or Assembly of any State is called as statutory company. The State Bank of India, Reserve

Bank of India, Life Insurance Corporation, Unit Trust of India etc., are examples.

(ii) Registered Company: A company registered under the Companies Act, 1956 is called
as a registered company. These are governed by the above Act and subject to the rules of

memorandum of association and articles of association of their own.

(iii) Government Company: Government Company means any company in which not less
than 51 percent of the paid-up share capital is held by the Central Government and or by any

state Government or State Governments.

On the Basis of Public Interest :

(i) Private Company: A private company is a very suitable form for carrying on the
business of family and small concerns it is registered under the Companies Act, 1956.
According to Section 3 of the Companies (Amendment) Act, 2000 a private company is

one which has the following features.
(a) The minimum paid up capital is Rs. 1,00,000
(b) The minimum number of members is two

(¢) The maximum number of members is fifty
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(d) It is prohibited from issue of shares to the public
(e) Itis prohibited from transfer of shares

(ii) Public Company : It is suitable form of company for carrying on the business at large
scale involving huge amount of capital. According to Section 3 of the Companies

(Amendment) Act, 2000 a private company is one which has the following features.
(a) The minimum paid up capital is Rs. 5,00,000
(b) The minimum number of members is seven

(¢) The maximum number of members is unlimited Such a company must use the word

“Ltd” as part of its name.

On the Basis of Liability:

(i) Companies Limited by Shares: A company having the liability of its members limited by

the memorandum to the value of shares held by them is called a company limited by shares.

(ii) Companies Limited by Guarantee: such a company is defined as a company having the
liability of its members limited by its memorandum, to such amount as the members may
respectively undertake to contribute to the assets of the company in the event of its being wound
up. Such companies may or may not have share capital. They are generally formed without share

capital for non-trading purposes, such as the promotion of art, science, culture, sports, etc.

(iii) Unlimited Companies: A company having no limit on the liability of its members is an
unlimited company. The liability of members in this type of companies, being unlimited, may

extend to the personal property of the members.

On the Basis of Control:

(i) Holding Company: Where one company controls the management of another company, the

controlling company is called Holding Company.

(ii) Subsidiary Company: Where one company controls the management of another company

such company so controlled is called as subsidiary company.
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On the Basis of Nationality:

(i) Indian Company: A company registered in India having place of business in India is

called as Indian company.
(ii) Foreign Company: It means a company incorporated outside India.

On the Basis of Area:

(i) National Company: Such companies confine their operations within the boundaries of the

country in which they are registered.

(ii) Multi National Company: Such companies which extend the areas of their operations

beyond the country in which they are registered.
Features:

1. Artificial Legal Person: A joint stock company is an artificial person created by law to
achieve the objectives for which it is formed. A company exists only in the contemplation

of law. It is a fiction of law but it cannot be called fictitious as it exists.

2. Distinct Legal Entity: A company is a legal person having a juristic personality entirely

distinct from and independent of the individual persons who are its members (owners).

3. Perpetual Succession: A joint stock company has a continuous existence and its life is

not affected by the death, lunacy, insolvency or retirement of its members or directors.

4. Common Seal: A company being an artificial person cannot sign documents for itself.
The law has, therefore, provided for the use of a common seal, with the name of the

company engraved on it, as substitute for its signatures.

5. Limited Liability: Liability of the members of a limited company is limited to the value

of the shares subscribed to or the amount of guarantee given by them.

6. Transferability of Shares: Members of a public limited company are free to transfer the
shares held by them to anyone else. Shares can be sold and purchased through the stock

exchange.
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Merits:

1. Large Financial Resources: The joint stock company can raise large amount of money or

capital by issuing shares and debentures to the public.

2. Limited Liability: The liability of shareholders of a company is limited to the face value
of the shares held by them. Their private property is not attachable to recover the dues of

the company.

3. Continuity: A company being an artificial person created by law and enjoying a distinct

and separate personality of its own is not affected by the entry and exit of its members.

4. Benefits of Large Scale Operation: A company is in a position to raise large amount of

capital and thereby undertake large scale operations.

5. Public Confidence: From inception to its winding up all the activities of a company are
regulated by the provisions of the Companies Act. This creates and promotes public

confidence.

6. Scope for Expansion and Growth: The company form is conducive to the expansion of
business operations and is also responsible for the growth of giant-size enterprises which
operate not only within the country but also in a number of foreign countries. The

company form enjoys greater potentialities of growth over other forms of organization.
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Co-operatives:

According to the International Labour Office, a cooperative organization is “an association
of persons, usually of limited means, who have voluntarily joined together to achieve a
common economic end, through the formation of a democratically controlled business
organization, making equitable contributions to the capital required and accepting a fair share

of risks and benefits of the undertaking.”

Cooperatives are dedicated to the values of openness, social responsibility and caring for
others. Such legal entities have a range of social characteristics. Membership is open,

meaning that anyone who satisfies certain non-discriminatory conditions may join.

Economic benefits are distributed proportionally to each member's level of participation in
the cooperative, for instance, by a dividend on sales or purchases, rather than according
to capital invested. Cooperatives may be classified as
either worker, consumer, producer, purchasing or housing cooperatives. They are
distinguished from other forms of incorporation in that profit-making or economic stability

are balanced by the interests of the community
Formation of Co-operatives:

As stated earlier, a co-operative society enjoys a separate legal entity of its own after getting
incorporated. To get a co-operative society incorporated, an application is to be submitted to
Registrar of Co-operative Societies of the concerned state in which the society’s registered

office is situated.

The Registrar of Co-operative Societies after getting the application for registration along
with the copies of the bye-laws and those of rules and regulations of the society carefully
scrutinizes them so as to ensure that the two documents do not contain anything which is

contrary to the spirit of the Co-operative Societies Act.

In case he is satisfied with regard to these points, the society is registered and a certificate to
that effect is issued. After getting the Certificate of Incorporation, the society assumes a

separate legal entity of its own.
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Features:

* Voluntary Association: As stated above, persons desirous of pursuing a common
objective can form themselves into as association and leave the same as and when one
likes by withdrawing his capital. Thus, voluntary feature of the cooperative organization

has two important connotations:

(a) Any person may become a member of such an organization irrespective of his caste,

creed, religion, colour, sex, etc., and

(b) The members come together to form themselves into an association without any

coercion or intimidation.

* Service Motive: A cooperative organization is established primarily with a view to
rendering service to its members in particular and to the society in general. This however,

does not mean that such an organization will not work for profit.

* Capital: The capital of the co-operative organization is procured from its members in

the form of share capital.

* Return on Capital: The return on capital subscribed by the members is in the form of a

fixed rate of dividend which is a charge on the trading surplus of the organization.

* Distribution of Surplus: Under the present law governing co-operative organization a
sum of about 74 of its profits is to be transferred to general reserves. Similarly, a portion
of the profit, not exceeding 10% may be utilized for the general welfare of the locality in
which the society is functioning. The rest of the surplus may be distributed in the form of
bonus on a certain agreed basis but not on the basis of the capital contributed by the

members.

* Separate Legal Entity: Like a company, a co-operative organization also enjoys a

separate and independent entity distinct from that of its members.

* State Regulation: A co-operative organization right from its inception up to its end is
subjected to detailed regulation under the Co-operative Societies Act, 1919 or other State

46 Co-operative Societies Act.
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* Democratic Functioning: The management of cooperative organization vests in a
managing committee elected by members on the basis of ‘one-member-one vote’

irrespective of the number of shares held by any member.

* Distribution of Surplus: Under the present law governing co-operative organization a
sum of about 7 of its profits is to be transferred to general reserves. Similarly, a portion
of the profit, not exceeding 10% may be utilized for the general welfare of the locality in
which the society is functioning. The rest of the surplus may be distributed in the form of
bonus on a certain agreed basis but not on the basis of the capital contributed by the

members.

* Separate Legal Entity: Like a company, a co-operative organization also enjoys a

separate and independent entity distinct from that of its members.

» State Regulation: A co-operative organization right from its inception up to its end is
subjected to detailed regulation under the Co-operative Societies Act, 1919 or other State

46 Co-operative Societies Act.

* Democratic Functioning: The management of cooperative organization vests in a
managing committee elected by members on the basis of ‘one-member-one vote’

irrespective of the number of shares held by any member.
Merits:

Different types of co-operatives have distinct merits to their credit. But there are some common

merits which can be witnessed in all co-operatives. These are as follows;

1. Easy Formation: Being a voluntary association, it is easy to form as it does not require long

and complicated legal preliminaries.

2. Limited Liability: the liability of the members in a co-operative organization is limited to

their capital contribution, just like in a company.

3.Internal Vitality: Co-operatives are not permitted to declare dividend for its members

exceeding certain per cent, the balance of the surplus earned in any year by the co-operative can
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well be utilized for its growth, modernization and development. Thus, there is built in advantage

of ploughing back of profits for the better health and prosperity of the organization.

4. Continuity: The life of co-operative organization remains unaffected by the death, insolvency

or conviction of a member.

5. State Assistance: Since, Co-operatives have been adopted by the Government as an

instrument of economic policy, a number of grants, loans and financial assistance are offered to

them to make them function efficiently.

6.

Social Service: Co-operatives foster fellow feeling among members and impart moral and
educative values n their everyday life which are essential for better living.
Reducing Inequalities: They help in raising the economic status of the relatively poor

people thereby reducing the disparity between the rich and the poor.

Demerits:

1.

Limited Capital: The amount of capital that a co-operative can muster is extremely limited
because of the membership remaining confined to particular locality or region and also

because of the principle of ‘one man-one vote’ and the divined restrictions.

Plenty of State Regulation: Under the existing arrangement the co-operatives are subjected
to a variety of regulations from the co-operative department of the State Government because

the state offers a number of financial helps.

Lack of Managerial Talent: Co-operatives at the primary level generally suffer from
extremely limited managerial talent because they depend on the personnel drawn from

amongst their own members.

Lack of Secrecy: As is usually common with the forms of organization which enjoy separate
legal entity and as such are under obligation to make fuller disclosures of their operations to
their members, the co-operatives too being corporate in status fail to preserve their business

secrets.

Lack of motivation: The built in constraint that co-operatives society cannot offer dividend

beyond a certain fixed rate (i .e.,6.25per cent), the members of the managing committee with
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whom rests the responsibility of managing the co-operatives do not feel sufficiently

motivated to do their best to see the co-operative a grand success.

6. Differences among members: Although co-operatives are formed with great fanfare and
with the great ideals of co-operation and self-help, but soon these higher values of human life
disappear with the passage of time. There are often bickering, differences and bad blood

created among members on petty matters.
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UNIT - III (BBA LLB)
Indian Business Environment:
Socio — Cultural environment,
Economic environment,
Political environment,

Natural and Legal Environment.

Indian Business Environment:

Business Environment consists of all those factor that have a bearing on the business. A
business environment is the social, technological, economic and political environment in which a
business functions. The business environment affects organizational decisions, strategies,
processes and performance. So it is understood that the kind of business environment present in

India is called as Indian Business environment.

Dimensions of Business Environment

Socio-cultural
Environment

Economic Legal
Environment Environment

Business
Environment

Technological
Environment

Political
Environment
Natural
Environment
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Dimensions of Business Environment:

Socio-cultural environment: The socio-cultural environment is the identical or similar social

positions and social roles as a whole that influence the individuals of a group.

Technological environment: Technological environment hold new technological innovation,

new products, the state of technology, the utilization of technology for maximum inputs and
outputs, the obsolescence of technology and the dynamic changes that frequently occur in

technologies which enable firms to get a competitive advantage .

Economic Environment: The economic environment consists of the Demand dynamics, Supply

situation, Pricing factors, Degree of competitiveness, Impact of profitability. It includes the fiscal
policy, monetary policy and the taxation policy, the FDI norms, the investment criterion and

financing decisions.

Political and Legal Environment: The political environment includes Regulatory burden and

red tape, Taxes levels of political corruption, Public works services, Labour market regulation,
Policy predictability, Property rights, Contract enforcement, Regulations controlling start up and

Bankruptcy, competition law.

Natural Environment: Natural environment includes the naturally existing factors in the

environment of business.
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Socio-cultural Environment

The Big Mac,
McDonald's signature beef burger
in 119 countries, Is not served in
India as cows are considered
sacred in Hinduism.

Social environment consists of the customs and traditions of the society in which business is
existing. It includes the standard of living, taste, preferences and education level of the people
living in the society where business exists. The businessman cannot overlook the components of
social environment as these components may not have immediate impact on the business but in

the long run the social environment has great impact on the business.

For example,

when the Pepsi Cola company used the slogan of “Come Alive” in their advertisement then the
people of a particular region misinterpreted the word “come alive” as they assumed it means
Coming out of Graves. So they condemned the use of the product and there was no demand of
Pepsi Cola in that region. So the company had to change its advertisement slogan as it cannot

survive in market by ignoring the sentiments of the people.
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In India there are many social reforms taking place and the common factors of the Indian

Social Environment are-
a) Demand for reservation in jobs for minority and women.
b) Demand for equal status of women by paying equal wages for male and female workers.
¢) Demand for automatic machines and luxury items in middle class families.
d) The social movements to improve the education level of girl child.
e) Health and Fitness trend has become popular.
Some aspects of Social Environment:
1. Quality of life
2. Importance or place of women in workforce
3. Birth and death rates
4. Attitude of customers towards innovation, life style etc.
5. Education and literacy rates
6. Consumption habits
7. Population

8. Tradition, customs and habits of people.
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Culture

Acc. To Taylor “ Culture of civilization is that complex whole
which includes, belief, art, morals, law, custom knowledge
and other capabilities and habits acquired by man as a
member of the society.”

“Company cultures are
like country cultures.
Never try to change one.
Try, instead, to work with
what you've got."
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. Elements of Culture

Knowledge & beliefs — Includes myths , beliefs & scientific realities.

Ideals — refers to societal norms which define what is expected,
customary, right in given situation.

3. Preferences — Things which are attractive or unattractive as objects of
desire.

Cultural Adaptation — Term refers to the

manner in which a social system or

an individual fits into physical or

social environment. p
While introducing new products, techniques,
ideas, segmentation one should consider the
extent to which the different categories of

consumers adapt to the new things or environment.

Cultural Transmission:

The elements of culture are transmitted among the members of the culture from one generation
to the next and to the new members admitted in the society. As the time goes culture
accumulates more techniques, ideas, product and skills. Literature, Film, T.V, Social institutions,

advertising, marketing techniques, etc. play an important role in cultural transmission.
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Examples showing how socio-cultural environment affects business-

*  When an American fast food chain was planning to enter India, one political party stated

that it would oppose the marketing of beef product in the country.
* Most Hindus do not purchase goods during Rahu-Kala.

* The Islamic holy book Koran prohibits payment & acceptance of interest. Islamic banks
do not pay interest to the depositors nor do they charge interest to borrower’s .Rather the

banks share the profit with depositors. The profit sharing ratio is fixed.
* Ford’s third word truck brand name Fiera meant “Ugly old woman” in Spanish.

* The Arabic language is read from right to left and many Arabians sequence things from
right to left. A multinational blundered in the middle east when in the advertisement of its
detergent it pictured soiled clothes on the left, the box of detergent in the middle and

clean clothes on the right.

* Nescafe has a 3/4 share in Mumbai but poor mkt. share in Bangalore & South whereas
Bru has a good market share in Bangalore and not in Mumbai & North India. The reason
is Nescafe add. Projects cosmopolitan image of the product whereas Bru add projects

South Indian family particularly Tamil Nadu culture.
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Economic Environment consists of Gross Domestic Product, Income level at national level and
per capita level, Profit earning rate, Productivity and Employment rate, Industrial, monetary and
fiscal policy of the government etc. The economic environment factors have immediate and
direct impact on the businessmen so businessmen must scan the economic environment and take
timely actions to deal with these environments. Economic Environment may put constraints and
may offer opportunities to the businessmen. After the new economic policy of 1991, lot of

opportunities are offered to businessmen.
The common factors which have influenced the Indian economic environment are:

a) Banking sector reform has led to many attractive schemes of deposits and lending money.
The bank are offering loans at very nominal rate of interest and minimum formalities to

be completed.

b) Recent changes in economic and fiscal policy of country have encouraged NRIs and

foreign investors to invest in Indian companies.
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c) Lots of economic reforms are taking place in leasing and financing institutions. The
private sector is allowed to enter in financial institutions; as a result customers are

gaining.
Some aspects of Economic Environment:
1. Role of Private and Public sector
2. Rate of growth of GDP, GNP, Per Capita income
3. Rate of savings and investments
4. Balance of Trade
5. Balance of Payment
6. Transport and communication system
7. Money supply in the economy
8. International Debt

Economic environment exercises the most direct and immediate influence on Entrepreneurship.

The economic factors that affect the growth of entrepreneurship are the following:

Capital: Capital is one of the most important perquisites to establish an enterprise. Availability
of capital facilitates for the entrepreneur to bring together the land of one, machine of another
and raw material of yet another to combine them to produce goods. Capital is therefore, regarded
as lubricant to the process of production. An accumulated experience suggests that with an
increase in capital investment, capital-output ratio also tends to increase. This results in increase

in profit which ultimately goes to capital formation.

Labor: The quality rather quantity of labor is another factor which influences the emergence of
entrepreneurship. Most less developed countries are labor rich nations owing to a dense and even
increasing population. But entrepreneurship is encouraged if there is a mobile and flexible labour
force and, the potential advantages of low-cost labor are regulated by the deleterious effects of

labor immobility. The considerations of economic and emotional security inhibit labor mobility.
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Raw Materials: The necessity of raw materials hardly needs any emphasis for establishing any

industrial activity and its influence in the emergence of entrepreneurship. In the absence of raw
materials, neither any enterprise can be established nor can an entrepreneur be emerged. Of
course, in some cases, technological innovations can compensate for raw material inadequacies.
The Japanese case, for example, witnesses that lack of raw material clearly does not prevent
entrepreneurship from emerging but influenced the direction of entrepreneurship. In fact, the
supply of raw materials is not influenced by them but becomes influential depending upon other
opportunity conditions. The more favorable these conditions are, the more likely is the raw

material to have its influence of entrepreneurial emergence.

Infrastructure: Expansion of entrepreneurship assumes properly developed communication and

transportation facilities. It not only helps to enlarge the market, but expand the horizons of
business too. Take for instance, the establishment of post and telegraph system and construction
of roads and highways in India. It helped considerable entrepreneurial activities which took place
in the 1850s. Apart from the above factors, institutions like trade/ business associations,
business schools, libraries, etc. also make valuable contribution towards promoting and

sustaining entrepreneurship in the economy.

Market: The fact remains that the potential of the market constitutes the major determinant of
probable rewards from entrepreneurial function. Frankly speaking, the proof of all production
lies in consumption, i.e., marketing. The size and composition of market both influence
entrepreneurship in their own ways. Practically, monopoly in a particular product in a market
becomes more influential for entrepreneurship than a competitive market. However, the
disadvantage of a competitive market can be cancelled to some extent by improvement in
transportation system facilitating the movement of raw material and finished goods, and

increasing the demand for producer goods.

Paul H. Wilken claims that instances of sudden rather than gradual improvement in market
potential provide the clearest evidence of the influence of this factor. He refers to Germany and
Japan as the prime examples where ‘rapid improvement in- market was followed by rapid

entrepreneurial appearance.
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Political Environment:

Political environment constitutes of all the factors related to government affairs such as type of
government in power, attitude of government towards different groups of societies, policy
changes implemented by different governments etc. The Political environment has immediate
and great impact on the business transactions so businessmen must scan this environment very
carefully. The businessman has to make changes in his organization according to the changing

factor of political environment.

For example, In 1977 when Janata Government came in power they made the policy of sending
back all the foreign companies. As a result Coca Cola had to close its business and leave the

country.

The common factors and forces which have influenced the Indian Political environment

are:

a) The government in Hyderabad is taking keen interest in boosting I.T. industry, as a result

the state is more commonly known as Cyberabad instead of Hyderabad.

b) After the economic policy of liberation and globalisation, the foreign companies got easy
entry in India. As a result the Coca Cola Company which was sent back in 1977 came
back to India. Along with Coca Cola, Pepsi Cola and many other foreign companies are

establishing their business in India.
Some aspects of Political Environment-
1. Present political system
2. Constitution of the country
3. Profile of political leaders
4. Government intervention in business
5. Foreign policy of government

6. Values and ideology of political parties
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Political system should be
1. Stable
2. Honest
3. Efficient
4. Dynamic
Factors affecting political instability
*  Civil war
* Declaration of emergency in the country
* Changes in the form or structure of administration of Govt.
Relationship between business and government
* Responsibility
* Accountability
*  Duty
Responsibilities of business towards government:
* Regular payment of taxes
* Voluntary programmes
* Sponsoring social welfare programmes
* Environmental preservation
* Promoting education
* Assistance in drought, flood etc.

* Providing Feedback information
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* Government contracts

* Providing service to the government through becoming member in advisory boards

Corporate contributions to the political activities

Responsibilities of Government towards business:

» Political institutions

* Provision of peaceful atmosphere

* Provision of a system of money and credit

* Balanced development and growth

* Provision of basic infrastructure

* Provision of information

* To assist small scale industries

* Transfer of technology

* Competition with private sector

* Licensing and inspection

* Protection from foreign competition
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Natural Environment
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Natural environment means all living and non-living things that are naturally on Earth. In a
narrow sense, it is an environment that is not influenced by human. The environment that is
influenced by humans can be called "the built environment" or cultural landscape. One of the
macro factors that affect business is Natural Environment of that particular business. Natural
environment is the group of natural resources which is used by business. Suppose, one business
is of manufacturing. You know, from where will it get its raw material? For producing goods,
manufacturing business gets all raw materials from nature. All agricultural input will use in
manufacturing. His machines are also made by nature's metals. His used energy is also from

natural gas or diesel oil or electricity which comes from nature.

In business, when we use these natural resources without any limit, natural environment changes.
Global warming, floods, famines, tsunami and earth quake are its result. So, now it is the duty of
business to protect this natural environment. It should support for planting more and more trees.
It also stops to misuse of natural resources. After this, it can create co-ordination with nature.
Business cannot operate without the essential inputs and essential ecosystem services that are
provided by the natural environment, and so its treatment of the natural environment is one of the
two keys to the sustainability of business. Businessmen must consider the natural environment of

the area before establishing their business.
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A business doesn't exist in a vacuum. Environmental forces can affect businesses positively by
driving sales, or they can cause negative effects by increasing the cost of goods sold or by
increasing a business's overhead. A business depends upon its ability to generate a profit despite
the external factors affecting it. While most environmental forces may be outside of a company's
control, it can still succeed as long as the potential impacts of such forces are recognized and a

plan is put into place to mitigate these effects.
Natural Environmental Factors That Affect Business-

Environmental Regulations: Regulating business activities is one way government agencies
protect the environment. Businesses must meet certain standards that help to reduce any adverse
effects a company's activities have on the environment. As a result, natural environmental
factors, such as clean water and clean air, dictate how companies conduct their day-to-day

operations.

Infrastructure and Deliverability: One of the key environmental forces a business must deal
with it is its ability to deliver its product. While a business can control some factors, such as
vehicles and transportation, it can't control those forces that exist within the infrastructure
(including the transportation network of roads and railroads). The infrastructure must include

roads adequate to support the area's traffic.

Availability of Resources: Production depends upon the availability of resources needed to
manufacture a product. If resources are limited due to low crop production, for example, a
business may suffer. Climatic environmental forces can affect how successful a business is and
whether or not it can keep up with demand. Businesses dependent on non renewable resources
such as minerals or fossil fuels are more likely to be negatively impacted by these environmental

forces.

Natural Disasters: Perhaps the most unpredictable of the environmental forces that affect
businesses is the occurrence of natural disasters. Flooding is the most common and widespread

of natural disasters that can potentially affect businesses.
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Demographic environment:

Changes in demographics are another external factor that can impact businesses. Shifts in
demographics occur for a myriad of reasons, sometimes displacing a critical client base. Cost of
living, the environment, or lack of green space may cause people to move elsewhere. For a
business, this environmental force can have a tremendous effect. Likewise, a positive shift may

occur, resulting in an increase in potential clients and customers.
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Legal Environment

Legal environment constitutes the laws and various legislations passed in the parliament. The
businessman cannot overlook the legislations because he has to perform his business transactions
within the framework of the legal environment. The common legislation passed which has
affected the business transactions are Trade Mark Act, Essential Commodity Act, Weight and
Measures Act, etc. Most of the time legal Environments put constraints on the businessman but

sometimes they provide opportunities too.
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