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BUSINESSANDITSENVIRONMENT

NATUREOFBUSINESS

Businessmaybeunderstoodastheorganizedeffortsofenterpriseto

supplyconsumerswithgoodsandservicesforaprofit.Businessesvaryinsize,

asmeasuredbythenumberofemployeesorbysalesvolume.But,allbusinesses

sharethesamepurpose:toearnprofits.

Thepurposeofbusinessgoesbeyondearningprofit.Thereare:

•Itisanimportantinstitutioninsociety.

•Beitforthesupplyofgoodsandservices

•Creationofjobopportunities

•Offerofbetterqualityoflife

•Contributingtotheeconomicgrowthofthecountry.

Hence,itisunderstoodthattheroleofbusinessiscrucial.Societycannot

dowithoutbusiness.Itneedsnoemphasisthatbusinessneedssocietyasmuch.



BUSINESSTODAY

Modernbusinessisdynamic.Ifthereisanysinglewordthatcanbest

describetoday’sbusiness,itischange.Thischangemakesthecompaniesspend

substantiallyonResearchanddevelopment(R&D)tosurviveinthemarket.

Massproductionandmassmarketingarethenormsfollowedbybusiness

enterprises.ThenumberofcompanieswithanannualturnoverofRs.100crore

eachwasonlythreein1969-70.Thefigurehasgoneupbyhundredsthesedays.

Today’sbusinessischaracterizedbydiversification,whichmaybe:

ConcentricDiversification-Itreferstotheprocessofaddingnew,butrelates

productsorservices.

HorizontalDiversification-Addingnew,unrelatedproductsorservicesfor

presentcustomersiscalledhorizontalDiversification.

ConglomerateDiversification-Itreferstoaddingnewandunrelatedproducts

orservices.

Goinginternationalisyetanothertrendfollowedbymodernbusinesshouses.



Businesshousesareexposedtoglobalcompetition,whichargueswellfor

consumers.Alsooccupyingamajorroleisscienceintheglobaleconomic

scenario.

BUSINESSIN21STCENTURY

Largeorganizations,withalargeworkforcewillnotexist.Theywillbe

‘Mini’organizations.Businessduringthe21stcenturywillbeknowledge-based,

tomorrow’smanagerneednotspendhistimeonfilepushingandpaper-shufling.

Informationtechnologywilltakecareofmostofthatwork.Organizationswill

becomeflat.Linearrelationshipbetweenthebossandmangerandauthority

flowingdownwardsandobedienceupwardwilldisappear.Employeeswillhave

nodefinitejobs.Mostofthejobswilllastfortwotofiveyears.Remuneration

willdependonone’scontributiontoorganization.

BUSINESSGOALS

Profit-Makingprofitistheprimarygoalofanybusinessenterprise.

Growth-Businessshouldgrowinalldirectionsoveraperiodoftime.



Power-Businesshouseshavevastresourcesatitscommand.Theseresources

conferenormouseconomicandpoliticalpower.

TechnologicalEnvironment

Technologyisunderstoodasthesystematicapplicationofscientificorother

organizedknowledgetopracticaltasks.Technologychangesfastandtokeep

pacewithit,businessmenshouldbeeveralerttoadoptchangedtechnologyin

theirbusinesses.

EconomicEnvironment

Thereiscloserelationshipbetweenbusinessanditseconomicenvironment.

Businessobtainsallitsneededinputsfrom theeconomicenvironmentandit

absorbstheoutputofbusinessunits.

PoliticalEnvironment

Itreferstotheinfluenceexertedbythethreepoliticalinstitutionsviz.,legislature

executiveandthejudiciaryinshaping,directing,developingandcontrolling

businessactivities.Astableanddynamicpoliticalenvironmentisindispensable

forbusinessgrowth.



NaturalEnvironment

Business,aneconomicpursuitofman,continuestobedictatedbynature.To

whatextendbusinessdependsonnatureandwhatistherelationshipbetweenthe

twoconstitutesaninterestingstudy.

GlobalorinternationalEnvironment

Thankstoliberalization,Indiancompaniesareforcestoviewbusinessissues

from aglobalperspective.Businessresponsesandmanagerialpracticesmustbe

fine-tunedtosurviveintheglobalenvironment.

SocialandcultureEnvironment

Itreferstopeople’sattitudetoworkandwealth;roleoffamily,marriage,

religionandeducation;ethicalissuesandsocialresponsivenessofbusiness.

ENVIRONMENT–BUSINESSRELATIONS

Businessistheproductofthetechnological,political-legal,economic,social–

cultural,globalandnaturalfactorsamidstwhichitfunctions.Threefeaturesare



commontothiswebofrelationshipbetweenbusinessanditsenvironment.

•Thereissymbolicrelationshipbetweenbusinessanditsenvironmentand

amongtheenvironmentalfactors.Inotherwords,businessisinfluenced

byitsenvironmentandinturn,tocertaindegree,itwillinfluencethe

externalforces.Similarly,political-legalenvironmentinfluences

economicenvironmentandviceversa.Thesamerelationshipbetween

otherenvironmentfactorstoo.

•Theseenvironmentalforcesaredynamic.Theykeeponchangingas

yearsrollby,sodoesbusiness.

•Thethirdfeatureisthataparticularbusinessfirm,byitself,maynotbe

inapositiontochangeitsenvironment.Butalongwithotherfirms,

businesswillbeinapositiontomouldtheenvironmentinitsfavor.

IMPORTANCEOFENVIRONMENTALSTUDY

Thebenefitsofenvironmentalstudyareasfollows;

•Developmentofbroadstrategiesandlong-term policiesofthefirm.



•Developmentofactionplanstodealwithtechnologicaladvancements.

•Toforeseetheimpactofsocio-economicchangesatthenationaland

internationallevelsonthefirm’sstability.

•Analysisofcompetitor’sstrategiesandformulationofeffectivecountermeasures.

•Tokeeponeselfdynamic.

ENVIRONMENTALANALYSISPROCESS

Theanalysisconsistsoffoursequentialsteps:

Scanning

Itinvolvesgeneralsurveillanceofallenvironmentalfactorsandtheir

interactionsinorderto:

•Identifyearlysignalsofpossibleenvironmentalchange

•Detectenvironmentalchangealreadyunderway

Monitoring

Itinvolvestrackingtheenvironmentaltrends,sequencesofevents,orstreamsof

activities.Itfrequentlyinvolvesfollowingsignalsorindicatorsunearthedduring

environmentalscanning.



Forecasting

Strategicdecision-makingrequiresafutureorientation.Naturally,forecastingis

anessentialelementinenvironmentalanalysis.Forecastingisconcernedwith

developingplausibleprojectionsofthedirection,scope,andintensityof

environmentalchange.

Assessment

Inassessment,theframeofreferencemovesfrom understandingthe

environment-thefocusofscanning,monitoringandforecasting–to

identifywhattheunderstandingmeansfortheorganization.Assessment,

triestoanswerquestionssuchaswhatarethekeyissuespresentedbythe

environment,andwhataretheimplicationsofsuchissuesforthe

organization.
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CORPORATEGOVERNANCE,SOCIALRESPONSIBILITYAND

BUSINESSETHICS

CORPORATEGOVERNANCE

Corporatefailuresandwidespreaddissatisfactionwiththewaymanycorporate

functionshaveledtotherealization,globally,oftheneedtoputinplacea

propersystem forcorporategovernance.

Corporategovernanceisconcernedwithholdingthebalancebetween

economicandsocialgoalsandbetweenindividualandcommunalgoals.

Thegovernanceframeworkistheretoencouragetheefficientuseof

resourcesandequallytorequireaccountabilityforthestewardshipof

thoseresources.

Theaim istoalignasnearlyaspossibletheinterestofindividuals,

corporations,andsociety.Theincentivetocorporationsandtothosewho

ownandmanagethem toadoptinternationallyacceptedgovernance

standardsisthatthesestandardswillhelpthem toachievetheircorporate



aimsandtoattractinvestment.

Theincentivefortheiradoptionbystatesisthatthesestandardswill

strengthentheeconomyanddiscouragefraudandmismanagement.

RELEVANCE

Atleastthreereasonshavetriggeredoffconcernincorporategovernance

inourcountry.

•Since1991,thecountryhasmovedintoliberalizedeconomyand

oneofthevictimsofthemarket-basedeconomyistransparentfair

businesspractice.Severalinstancesofmismanagementhavebeen

alleged,withsomewell-knownandseniorexecutivebeinghauled

upfornon-performanceand/ornon-compliancewithlegal

requirements.

•Bothdomesticaswellasforeigninvestorsarebecomingmore

demandingintheirapproachtowardsthecompaniesinwhichthey

haveinvestedtheirfunds.Theyseekinformationandwantto

influencedecisions.



•Interestsofnon-promotershareholderandthoseofsmallinvestors

areincreasinglybeingundermined.SeveralMNCshavesoughtto

setup100percentsubsidiariesandtransfertheirbusinessesto

them .Inmanycases,therewasnothoughtofconsultationwith

non-promotershareholders.

Inthiscontext,somenormsofbehaviortoensureresponsivebehavior

areofgreathelp.Hence,corporategovernance.

FOCUS

Corporategovernanceisconcernedwiththevalues,visionandvisibility.Itis

aboutthevalueorientationoftheorganization,ethicalnormsforits

performance,thedirectionofdevelopmentandsocialaccomplishmentofthe

organizationandthevisibilityofitsperformanceandpractices.

Corporatemanagementisconcernedwiththeefficiencyoftheresourcesuse,

valueadditionandwealthcreationwithinthebroadparametersofthecorporate

philosophyestablishedbycorporategovernance.



IMPORTANCE

•StudiesoffirmsinIndiaandabroadhaveshownthatmarketsand

investorstakenoticeofwell-managedcompanies,respondpositivelyto

them,andrewardsuchcompanies,withhighervaluations.Inotherwords

theyhaveasystem ofgoodcorporategovernance.

•Strongcorporategovernanceisindispensabletoresilientandvibrant

capitalmarketsandisanimportantinstrumentofinvestorprotection.

•Corporategovernancepreventsinsidertrading.

•Undercorporategovernance,corporatesareexpectedtodisseminatethe

materialpricesensitiveinformationinatimelyandpropermannerand

alsoensuresthattillsuchinformationismadepublic,insidersabstain

from transactinginthesecuritiesofthecompany.

•Theprincipleshouldbe‘discloseordesist’.Goodcorporategovernance,

besidesprotectingtheinterestsofshareholdersandallother

stakeholders,contributestotheefficiencyofabusinessenterprise,tothe



creationofwealthandtothecountry’seconomy.

•Goodcorporategovernanceisconsideredvitalfrom medium andlongterm perspectivestoenable
firmstocompeteinternationallyinsustained

wayandmakethem,notonlytoimprovestandardoflivingmaterially

butalsotoenhancesocialcohesion.

PRE-REQUISITES

Asystem ofgoodcorporategovernancerequiresthefollowing:

•Apropersystem consistingofclearlydefinedandadequatestructure

ofroles,authorityandresponsibility.

•Vision,principlesandnorms,whichindicatedevelopmentpath,

normativeconsiderations,andguidelinesandnormsforperformance.

•Apropersystem forguiding,monitoring,reportingandcontrol.

SOCIALRESPONSIBILTY

Socialresponsibilityistheobligationofdecision-makerstotakeactions,which

protectandimprovethewelfareofsocietyasawholealongwiththeirown

interests.Everydecisionthebusinessmantakesandeveryactionhe



contemplateshavesocialimplications.

Beitdecidingondiversification,expansion,openingofanewbranch,and

closureofanexistingbranchorreplacementofmenbymachines,thesocietyis

affectedinonewayortheother.Whethertheissueissignificantornot,the

businessmanshouldkeephissocialobligationinmindbeforecontemplatingany

action.

ARGUMENTSFORSOCIALRESPONSIBILITY

•Businesshastorespondtotheneedsandexpectationsofsociety.

•Improvementofthesocialenvironmentbenefitsbothsocietyand

business.

•Socialresponsibilitydiscouragesadditionalgovernmentalregulationand

intervention.

•Businesshasagreatdealofpower,whichshouldbeaccompaniedbyan

equalamountofresponsibility.

•Internalactivitiesoftheenterprisehaveanimpactontheexternal



environment.

•Theconceptofsocialresponsibilityprotectsinterestsofstockholders.

•Socialresponsibilitycreatesafavorablepublicimage.

•Businesshastheresourcestosolvesomeofsociety’sproblems.

•Itisbettertopreventsocialproblemsthroughbusinessinvolvementthan

tocurethem.

ARGUMENTSAGAINSTSOCIALRESPONBILITY

•Socialresponsibilitiescouldreduceeconomicefficiency.

•Socialresponsibilitywouldcreateexcessivecostsforbusiness.

•Weakenedinternationalbalanceofpayments

•Businesshasenoughpower,andsocialinvolvementwouldfurther

increaseitspowerandinfluence.

•Businesspeoplelackthesocialskillsnecessarytodealwiththeproblems

ofsociety.

•Businessisnotreallyaccountabletosociety.

SOCIALSTAKEHOLDERS



Managers,whoareconcernedaboutcorporatesocialresponsibility,needto

identifyvariousinterestgroupswhichmayaffectthefunctioningofabusiness

organizationandmaybeaffectedbyitsfunctioning.Businessenterprisesare

primarilyresponsibletosixmajorgroups:

•Shareholders

•Employees

•Customers

•Creditors,suppliersandothers

•Societyand

•Government.

Thesegroupsarecalledinterestgroupsorsocialstakeholders.Theycanbe

affectedforbetterorworsebythebusinessactivitiesofcorporations.

SOCIALRESPONSIVENESS

Socialresponsiveness(SR)is“theabilityofacorporationtorelateitoperations

andpoliciestothesocialenvironmentinwaysthataremutuallybeneficialtothe



companyandtosociety”.

Inotherwords,itreferstothedevelopmentoforganizationaldecisionprocesses

wherebymanagersanticipate,respondto,andmanageareasofsocial

responsibility.Theneedtomeasurethesocialresponsivenessofanorganization

ledtotheconceptofsocialaudit.

Thesocialresponsivenessofanorganizationcanbemeasuredonthebasisofthe

followingcriteria:

•Contributionstocharitableandcivicprojects

•Assistingvoluntarysocialorganizationsinfund-raising

•Employeeinvolvementincivicactivities

•Properreuseofmaterial

•Equalemploymentopportunity

•Promotionofminorities

•Directcorporatesocialresponsivenessinvestment



•Fairtreatmentofemployees

•Fairpayandsafeworkingconditions

•Safeandqualityproductstoconsumers

•Pollutionavoidanceandcontrol

BUSINESSEHTICS

Thetwoissues-anorganization’ssocialresponsibilityand

responsiveness-ultimatelydependontheethicalstandardsofmangers.Theterm ethicscommonly
referstotherulesorprinciplesthatdefinerightandwrong

conduct.Ethicsisdefinedasthe“disciplinedealingwithwhatisgoodandbad

andwithmoraldutyandobligation”.Businessethicsisconcernedwithtruthand

justiceandhasavarietyofaspectssuchasexpectationsofsociety,fair

competition,advertising,publicrelations,socialresponsibilities,consumer

autonomy,andcorporatebehaviorinthehomecountryaswellasabroad.

TYPESOFBUSINESSETHICS

Moralmanagement

Moralmanagementstrivestofollowethicalprinciplesandprecepts,moral



mangersstriveforsuccess,butneverviolatetheparametersofethicalstandards.

Theyseektosucceedonlywithintheideasoffairness,andjustice.

Moralmanagersfollowthelawnotonlyinletterbutalsoinspirit.Themoral

managementapproachislikelytobeinthebestinterestsoftheorganization,

longrun.

Amoralmanagement

Thisapproachisneitherimmoralnormoral.Itignoresethicalconsiderations.

Amoralmanagementisbroadlycategorizedintotwotypes–intentionaland

unintentional.

•Intentionalamoralmanagersexcludeethicalissuesbecausetheythink

thatgeneralethicalstandardsarenotappropriatetobusiness.

•Unintentionalamoralmanagersdonotincludeethicalconcernsbecause

theyareinattentiveorinsensitivetothemoralimplications.

Immoralmanagement

Immoralmanagementissynonymouswith“unethical”practicesin



business.Thiskindofmanagementnotonlyignoresconcerns,itisactively

opposedtoethicalbehavior.

NEEDFORBUSINESSETHICS

•Ethicscorrespondstobasichumanneeds.Itishumantraitthatman

desirestobeethical,notonlyinhisprivatelifebutalsoinhisbusiness.

Thesebasicethicalneedcompeltheorganizationstobeethically

oriented.

•Valuescreatecredibilitywithpublic.Acompanyperceivedbythepublic

tobeethicallyandsociallyresponsivewillbehonoredandrespected.

Themanagementhascredibilitywithitsemployeespreciselybecauseit

hascredibilitywiththepublic.

•Anethicalattitudehelpsthemanagementmakebetterdecisions,because

ethicswillforceamanagementtotakevariousaspects-economic,social,

andethicalinmakingdecisions.

•Valuedrivencompaniesaresuretobesuccessfulinthelongrun,though



intheshortrun,theymaylosemoney.

•Ethicsisimportantbecausethegovernment,lawandlawyerscannotdo

everythingtoprotectsociety.

ETHICALGUIDELINES

•Obeyingthelaw:Obediencetothelaw,preferablyboththeletterand

spiritofthelaw.

•TelltheTruth:Tobuildandmaintainlong-term,trustingandwin-win

relationshipswithrelevantstockholders.

•Upholdhumandignity:Givingdueimportancetotheelementof

humandignityandtreatingpeoplewithrespect.

•Adheretothegoldenrule:“Dountoothersasyouwouldhaveothers

dountoyou”

•Premium Non-Nocere:(Aboveall,donoharm)

•AllowRoom forparticipation:Solicitingtheparticipationof

stakeholdersratherthanpaternalism.Itemphasizesthesignificanceof

learningabouttheneedsofstakeholders.



•AlwaysActWhenYouHaveResponsibility:Managershavethe

responsibilityoftakingactionwhenevertheyhavethecapacityor

adequateresourcestodoso.

TOOLSFORETHICALMANAGEMENT

•Topmanagementcommitment:Managerscanprovetheircommitment

anddedicationforworkandbyactingasrolemodelsthroughtheirown

behaviors.

•CodesofEthics:Aformaldocumentthatstatesanorganization’s

primaryvaluesandtheethicalrulesitexpectsemployeestofollow.The

codeishelpfulinmaintainingethicalbehavioramongemployees.

•Ethicscommittees:Appointmentofanethicscommittee,consistingof

internalandexternaldirectorsisessentialforinstitutionalizingethical

behavior.

•EthicsAudits:Systematicassessmentofconformancetoorganizational

ethicalpolicies,understandingofthosepolicies,andidentificationof



seriousdeviationsrequiringremedialaction.

•Ethicstraining:Ethicaltrainingenablesmanagerstointegrateemployee

behaviorinethicalarenawithmajororganizationalgoals.

•EthicsHotline:Aspecialtelephonelinethatenablesemployeesto

bypassthenormalchainofcommandinreportingtheirexperiences,

expectationsandproblem.Thelineisusuallyhandledbyanexecutive

appointedtohelpresolvetheissuesthatarereported.


