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This is an exciting and challenging time to study business environment. Never
before the business environment has been so volatile and dynamic as it is today.
Never before the challenges of managing a business successfully as daunting as
they are now. Never before there were as many opportunities to strike and prosper
as they are seen now. And never before, reading of this book was more appropriate
and galvanising than it is now. Welcome to the ever green field of business envi-
ronment. We will explain to you the nature of business first followed by other
perspectives of business environment later.

NATURE OF BUSINESS?

Businesses vary in size, as measured by the number of employees
or by sales volume. Large organisations such as Steel Authority of
India Limited (SAIL) and Tata and Iron and Steel Company Limited
(TISCO) count their employees in the hundred thousands and their
sales revenues in thousands of crores. But most business units in our
country are small units-independently owned and managed and em-
ploying fewer than twenty employees each.

Whether a business unit has one or two people working at home, 10 operating in a
retail store, 1000 employed in a factory, or 100,000 operating in multiple units spread
across the country, all businesses share the same purpose: to earn profits.

The purpose of business goes beyond earning profit. It is an important institution
in society. Be it for the supply of goods and services; creation of job opportunities; offer
of better quality of life; or contributing to the economic growth of the country and
putting it on the global map; the role of business is crucial. Society cannot do without
business. It needs no emphasis that business needs society as much.

SCOPE OF BUSINESS

The scope of business is indeed vast. Let us assume that you have decided to buy an
automobile.Behind your purchase, there is the supplier of raw materials; there is the
manufacturer who converts these raw materials and other inputs into usable vehicles;
there is the dealer who makes the vehicles available at places convenient to you; there
is the transport agent who assists in moving materials to the manufacturing plant
and vehicles from plant to the market; there is the banker to finance
various activities; there is the advertising agency which tells you about
the vehicles, where and how they can be procured; there is the insurance
agent who assumes risks on your behalf, and a host of other activities.
Not only an automobile, even a simple item such as a ball pen necessitates
a long chain of activities so as to make your purchase possible.

The multitudinous activities involved in bringing raw materials to the
factory and the end product from there to the market constitute a business.In
other words, business includes all activities connected with production, trade,
banking, insurance, finance, agency, advertising, packaging and numerous other related
activities. Business also includes all efforts to comply with legal restrictions and
government requirements and discharging obligations to consumers, employees, owners
and to other interest groups which have stakes in business directly or indirectly.
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What is important and what needs emphasis in the term ‘business’ is that all the
above activities are being organised and carried on with an important purpose, viz.,
earn profit by supplying goods and services to consumers to satisfy their felt needs.
Thus, people occupy a central place around whom, by whom and for whom business is
run. Business is people.

No wonder the principles and practices of managing a business are finding
their place in non-business organisations too. Take an NGO (non-profit
organisation), a hospital, or a B-School, you find designations of individuals like
Vice-President, executive, and corporate and business practices like TQM and re-
engineering being replicated. These and similar other organisations do not claim
to work for profit but what all they do, do reflect business functions. They are
justified in doing so. Competition among them is so severe, that they need to
professionalise their practices if they were to survive and prosper.

CHARACTERISTICS OF CONTEMPORARY BUSINESS

When we describe the characteristics of today is business, we keep in our
mind the Indian business. The Indian business has some interesting and unique
features such as - transition, competition, opportunities, globalisation, technology
and information (See Fig.1.1).

Characteristics
of Indian
Business

Business in Transition: For a long time, business in India was f
conducted in sheltered markets covering up inefficiencies, low pro-
ductivity and high cost. Then came 1990s which lifted all protection-
ist measures. This followed by increased globalisation, changed the
scenario altogether. The Indian business leaders find totally a new
environment characterised by competition, both from within and from
foreign businesses. Those who are competent are able to survive and
those who are not are perishing. A typical business leader finds him-
self sandwiched between the compulsions of the new business envi-




4

Essentials of Business Environment

ronment and of the old practices of doing business. But there is no escape for him-
he should shift himself from the left of the following continuum and move to the
other end

Pressure of Competition: As stated above, Indian businesses are compet-
ing among themselves and are exposed to competition from foreign firms. Compe-
tition though unwelcome to managers, is a boon to customers. Look at the experi-
ence of buyers and users in India. Recollect the scenario about 20 years back.
Businesses enjoyed visual monopoly and this advantage they used to squeeze cus-
tomers. Scarcities, high prices and low quality were the order of the day. One had
to wait for 6 to 7 years to get a phone connection, 3 to 4 years to have a cooking gas
connection, 8 to 10 years to get a new two-wheeler released and the list goes on.

The scenario is a contrast today. The customer has a choice. He or she can
pick and choose. ‘Customer is the king’ was a mere slogan earlier. Now it is being
practised. For the first time, the officer at the counter of an office of LIC greets you
with a smiling face, the clerk in a bank addresses you politely as Sir or Madam,
and for your surprise the cashier at the counter of a water supply board greets you
politely and for your shock and disbelief, the conductor in a local transport bus is
now the embodiment of politeness and cooperation.

Competition benefits the consumer as has been proved in our country. Govern-
ment of India should have realised this fact longback and instead of enacting nu-
merous consumer legislations in the name of protecting consumer interests could
have allowed competition to play its free role.

Not that competition benefits only consumers. If benefits even the rival firms.
Competing firms benefit from having strong domestic and foreign rivals.

Competition, for example,

Immense Opportunities: Though Indian business faces stiff
competition, it also has plenty of opportunities which can be exploited
to one’s advantage. BPO, Call Centres, IT, ITEs, wealth management,
risk management and private banking are the new names that are
doing rounds in business. '
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But the real opportunities lie in the traditional sector, - viz. industry. Globally
competitive manufacturing can be done in India. In diverse sectors-pharmaceuti-
cals, chemicals, textiles, metals, refining, cement, auto and ancillaries, India has
factories doing well and even exporting large portions of their output. Many MNCs
look at India as export-base. Suzuki and Huyndai perceive India as a car club.
ABB plans to make India a global sourcing base for some of its products.

India has potential to emerge as the second global manufacturing base after
China. In its recent report ‘Made in India’, McKinsey and Co. has stated that the
second and much bigger wave of manufacturing outsourcing is yet to come. The
first wave was $460 billion and consisted of low technology products like toys and
garments. The second wave would reach $1.6 trillion and will include high tech-
nology sectors like automotives, engineering and chemicals. When the second wave
comes, the beneficiaries will be India or China, or both.

Some examples of companies seizing opportunities are worth recollecting. Toyota
Kirloskar’s Bidadi's plant, near Bangalore, has the highest yield of steel plates in
the Asian operations of Toyota. This means that the Indian engineers and their
innovations are able to make more money out of steel than elsewhere in the vast
Toyota world. Ford's Sriperambadur plant, near Chennai, is at the top among all
Ford’s plants worldwide, in terms of production efficiency. The plant now exports
engines and panels to South Africa among others. Bajaj Auto’s new plant at Chakan
is world class. Tata Motor’s Indica is perhaps the cheapest new car in world in
terms of developmental expenditure. Tata Steel has emerged as one of the lowest-
cost manufacturers of steel in the world. Jindal Stainless recently bagged an order
to supply coin blanks to Monnaire De Paris - the French national mint. This
means that some 7.5 bn Euro coins will use Indian stainless steel.”

Commodity business is another area where Indian companies are in a stron-
ger position. L.N. Mittal in Steel, Ambanis in Polyester, K.M.Brila in Viscose
Fibre, and Bhart Forge in forgings are only some names that come to one's mind
while we talk about the commodities stage (see Table 1.1).

Commodity
Czars

I*Deal;'ef” t‘b‘ﬁbe concluded
(Source: Business Today, June 5, 2005)
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What makes Mittal, Birla, Ambanis and the others command such enviable
positions? Three reasons explain their commanding positions. First the low cost
production. Second is the confidence these entreprenues love — confidence derived
from their increased competitiveness and global outlook. Third, countries that
were traditionally centres of manufacturing are finding their competitiveness eroded
by other low cost countries, and are therefore opting out of the race. In Europe, for
example, a number of small auto-component manufactures are selling out and are
being taken over by the likes of Bharat Forge.

Globalisation: Going international is yet another trend followed by modern busi-
ness houses. Political boundaries are no barriers to business. Production facilities
are being set-up in different countries and products are being sold through
| aglobal network. Gradually, business houses are exposed to global com-
petition which augurs well for consumers.

Infact, internationalisation or globalisation is fast becoming impera-
tive for modern business due to technological innovations; crumbling

rade barriers; global flow of capital and technology; information explo-
sion; intensity of market competition; changing life styles and the de-
mand for new products. The success achieved by Japan and other Asian
countries has demonstrated that imaginative and supportive economic
and trade policies — domestic and external, accent on technological
nnovation, product design, quality, price, marketing strategy and in-
J frastructure back-up play a vital role in carving a niche in the interna-
tional business arena. Internationalisation of business is a means of sustaining a
strong domestic base in terms of technology, product, market and the capital over a
longer period. Globalisation will be discussed in greater detail in subsequent chap-
ters.

Technology: Business is characterised by increasing use of technology. The im-
pact of technology on business is pervasive. The way production function is
organised; the way products are marketed; the way employees are hired and moti-
vated; the way finance function is carried on; and the way managers and subordi-
nates communicate with each other-all are influenced by technology. Because of
its significance, we have devoted a full section to discuss the various dimensions of
technology.

Information: Another characteristic of contemporary business is the recognition of
and the need for information. The whole area of retrieving and extending informa-
tion, including data processing, information systems analysis and preparation of
effective records and reports, has achieved a major status. The complexities of mod-
ern business and government requirements have spearheaded this growth. But the
vital reason for progress in this area is the availability of the computer and electronic
devices that have made feasible the quick and accurate gathering, processing and
distributing information. Man is now free from the drudgery of much detailed paper-
work. He can further enhance progress by feeding proper information to proper people.

Meanwhile, Information Technology (IT) itself is subject to revolutionary changes.
From a handwritten sheet of paper to typing to stencil cutting to photocopying to
floppies to cyberspace, the advancement in information technology is commendable.
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As business gets globalised, online communication across the world would be highly
useful. This can be seen in all spheres of human endeavour to succeed.

BUSINESS OBJECTIVES
Before we describe business objectives, it is desirable to be clear about related
concepts, viz., vision, mission and objectives.

Vision: A vision is a broad explanation of why the firm exists
and where it is trying to lead. The vision provides the point of refer-
ence on the horizon-a beacon of light. The vision seeks to answer the
following questions:

Where do we go from here?

What changes lie ahead in the business landscape?

What differences will these changes make to the company’s present business?

The vision gives the organisation a sense of purpose and a set of values that
unite employees in a common destiny. The most effective vision is the one that
inspires, and this inspiration often takes the form of asking for the best, the most
or the greatest. It may be the best service, the most rugged product, or the great-
est sense of achievement, but it must be inspirational. The vision of Infosys is-

“To be a globally respected corporation that provides best-of-breed business
solutions, leveraging téchnology, vendors and society at large.”

Mission: A mission statement outlines the fundamental purpose of the
organisation. A vision becomes tangible as a mission statement. If the vision state-
ment answers the question “where do we go from here?”, the mission statement
answers “What is our business?”

A mission statement typically gives the organisation its own
unique identity, business emphasis, and path for development. A mis-
sion statement incorporates four elements:

As stated above, mission statements are highly personalised-unique to the
organisation for which they are developed. It is, therefore, normal that different
firms in the same industry shall have different mission statements. The mission
statement of Tata Motors is different from the mission statement of Toyota
Kirloskar. '

The mission statements of some companies are as follows:

“To achieve our objectives in an environment of fairness, honesty, and cour-
tesy towards our clients, employees, vendors and society at large” (Infosys).
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“Ford Motor Company is a world leader in automotive and automotive-related
products and services as well as in newer industries, such as aerospace,
commaunications, and financial services. Our mission is to improve continually our
products and services to meet our customers’ needs, allowing us to prosper as a
business and to provide a reasonable return for our stockholders, the owners of our
business.”

Though mission statements are the hallmarks of successful organisations, not all
Indian firms do have them as shown in Table 1.2,

Written Mission
Statements
8%
(Source: Business Today, Feb 22-March 6, 1998).
Objectives

Mission statements are more specific than vision statements, but are not to be taken
as concrete directions for action. Objectives render mission statements more concrete,
In other words, mission statements seek to make a vision more specific and objectives
are attempts to make mission statements more concrete. In short, they are compatible
to each other. Objectives, therefore, represent the operational side of an organisation.
(Read box 1.1 for a jinxed case of failed objectives and forgotten mission). We focus on
objectives here.

It may be stated that a typical business unit seeks to achieve more than one
objective and there are always restraints to the attainment of some objectives.
Objectives vary with the passage of time. Objectives common to most contemporary
businesses are explained here (Also see Fig.1.2).

1. Profit: Making profit is the primary goal of any business enterprise. Profit is the
excess of income over expense. Profit is the main incentive, motivator, strong sustainer,
Jjudicious allocator of resources, objective indicator of productivity and a solid basis for
growth, expansion and survival. Profit enables a businessman to realise his other
objectives too.

Not all enterprises are interested in making profits. For example, hospitals,
schools, charitable institutions and government agencies are not basically concerned
with the acquisition of profits. The non-profit enterprises customarily rely on gifts,
endowments, receipts from money raising projects, subsidies or taxes for sustenance.
The basic objective of these establishments is the provision of a service which is so-
cially desirable and useful (See also Box 1.2). '

In profit-making enterprises, profit should not be the end in itself. Profit should
be the beginning — acting as seed money for more products, more plants, more divi-
dends, more tax payments, more jobs and more opportunities. Profits should promote
the well-being of all... the rich and the poor; privileged and less privileged; consumers
and producers and investors and non-investors. Ignoring this and over-emphasizing
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Objectives
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profit may bring early death to an enterprise. For instance, wrote George R.Terry,
“promoting only products with high margins (to earn profits), ignoring research,
and failing to provide working conditions satisfactory to employees, may in the ulti-
mate, bring about the demise of an enterprise.”

2. Growth: Growth is another primary objective of business. Business should grow
in all directions over a period of time. An enterprise which remains stagnant for long
is presumed to suffer from an organic defect.

The strategies adopted to achieve growth are:

3. Power: Business houses have vast resources (in the form of money,
materials, men and know-how) at its command. These resources confer
enormous economic and political power on owners and managers of busi-
ness ventures. Next to the Prime Minister and Chief Ministers, per-
haps, it is the business people who enjoy considerable clout in our coun-
try. Some businessmen mince no words in expressing the desire that
they want more power. The late Aditya Birla used to assert that he built
=1 his empire to get more power.
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Several enlightened businessmen have used their power for the good of society.
One such illustration in our country was J.N.Tata, who passed away in 1904. He was
a pioneer in industry, research, health care, art, literature and in many other areas.
His name inspires awe and respect. It is hard to imagine what would have happened
to the industrial map of our country if J.N.Tata had not been born in 1839 in a family
of Parsi priests in Gujarat. “He was above all a patriot”, wrote The Times of India
(April 13, 1912) “who made no public speeches. To his mind, wealth and the indus-
try which led to wealth, were not ends in themselves, but means to an end, the
stimulation of the latent resources of the country and its elevation in the scale of
nations.”

4. Employee Satisfaction and Development: “If you want to plan for a year,
plant corn. Ifyou want to plan for 30 years, plant a tree. But if you want to plan for
100 years, plant men”-so goes a Chinese proverb. Business is people, said we, in the
beginning of this chapter. Caring for employee satisfaction and providing for their
development has been one of the objectives of enlightened business enterprises.

Concern for employees continues to be an important aspect of management, con-
trary to the expectation that human element will lose its significance thanks 1o auto-
mation. In fact, quality of personnel is considered to be one of the hallmarks of best
managed and highly respected companies.

The Tatas are a legend in pursuing this objective. Either in implementing labour
welfare measures, constituting safety and security measures, or in providing training
and development facilities, the name of Tatas should be mentioned first.

5. Quality Products and Services: Providing quality products and services is yet
another objective of business. Those who insisted on and persisted in quality survived
competition and stayed ahead of others in the market. Persistent quality of products
earns brand loyalty, a vital ingredient of success. Hindustan Lever is flourishing
mainly because of the quality of its products. Some of its products like Liril, Vim,
Lifebuoy, Surf, Rin, Sunlight, Signal, Close-up, Lux, Rexona, Pears and others have
become household names throughout the country. These products are accepted by
buyers as safe, of high quality and reasonably priced. Behind its quality products,
Hindustan Lever has an excellent Research and Development (R&D) set-up and a
high degree of professional management. The company is sitting pretty and is almost
invincible.

There are other business people who believe in quick money. Quick money comes
through short-cuts. These are the people who give us razor blades which fail to give
us one smooth and neat shave, bulbs that do not give at least 100 light hours of
service, leaky taps and adulterated goods. Such enterprises will not survive for long.

6. Market Leadership: To earn market leadership is yet another objective of busi-
ness. To earn a niche for oneself in the market, innovation is the key factor. Innova-
tion may be in product, advertising, distribution, finance or in any other field. Blow
Plast retains its market leadership by introducing soft luggage bags and totes.
Hindustan Lever earned leadership in tooth paste by introducing mouth-washer in its
‘Close-up.” Asian Paints adopted unconventional channels for the sale of its paints,
which has pushed them ahead of their competitors. Ambani of Reliance Textiles
introduced convertible debentures which have become attractive. This and other

11
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financial wizardies enabled Reliance to receive unprecedented response from invest-
ing public to any of its issues of securities.

7. Challenging: Business offers vast scope and poses formidable challenges. Success
in a business venture smacks of the abilities of individuals who own and failure be-
trays their inability and incompetence. The worth of an individual is tested more in
business than in any other profession. ’

For Ratan Tata running business has been a challenge. Confessed Tata is an
interview thus: “I have asked myself this quite often. I don’t have monetary ownership
in the company in which I work and I am not given to propagating the position I am
in. I ask myself why I am doing this and I think it is perhaps the challenge. IfI had
an ideological choice, I would probably want to do something more for the uplift of the
people of India. I have a strong desire not to make money but to see happiness created
in a place where there isn’t”.¢

8. Joy of Creation: It is through business strategies new ideas and innovations are
given a shape and are converted into useful products and services for the benefit of
customers. (See Box 1.3)
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Although it may be too difficult to list all the products and services that business
houses have provided us till now, it is interesting to mention that in the coming two
or three decades, the following will receive considerable attention from researchers
and business people:

Will there be a greater joy to a businessman coming out with a drug which can
cure cancer? Its availability in the market will be of benefit to those who need it.

9. Service to Society: Business is a part of society and has several obligations to-
wards it. Some of them are:

= R SRR '
Services of society is the main objective of a non-profit-making enterprise. Profit-
making enterprises cannot afford to have service as the primary objective. It will be
a secondary objective.

10. Good Corporate Citizenship: Good corporate citizenship implies that the busi-
ness unit complies with the rules of the land, pays taxes to the government regularly,
discharges its obligations to society and cares for its employees and customers. (See
Box1.4)

Bending rules of the land, evading tax payments by under-invoicing exports and
dubious tax-planning; cornering licences at the cost of others; adulteration of quality
products; and indulging in other unethical practices may earn money. But such
practices hardly speak highly of corporate citizenship. The Tatas are a contrast to
the general trend. Unethical practices are anathema to the Tatas. The best way to
substantiate this claim is to quote J.R.D. Tata. “This factor has also worked against
our growth. What would have happened if our philosophy was like that of some
other companies which do not stop at any means to attain their ends. I have often
thought of that and I have come to the conclusion that if we were like these other
groups, we would be twice as big as we are today. What we have sacrificed is a 100
per cent growth.™

13
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Crafting a Strategy

5| Till now we have described vision, mission and objectives which ev-
ery business will define and formulate with great care. But these are
mere statements on paper. To translate these into action, business
needs to craft strategies. Strategies represent management’s answers
to how to achieve objectives and how to pursue the organisation’s
mission and vision. Strategy making is all about how-how to achieve
performance targets, how to outcompete rivals and how to achieve sustainable
competitive advantage. A strategy is needed for the company as a whole, for each
business the company is in, and for each functional area of each business.

CRITICS OF BUSINESS

The discussion till now has reflected the positive side of business. There is also the
negative side to it and the critics are not lagging behind in pointing out the shortcomings.
The criticisms are many, but all are based on one idea, viz., people in business place
profits before enduring values such as honesty, truth, justice, love, devoutness, aesthetic
merit and respect for nature. Specific criticisms are the following:
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Is business that bad? Has not business benefited society? Has it no
built factories, provided jobs, saved lives and invented new things to th
needy? Has not business promoted positive cultural values such a
imagination, innovation, organised co-operation, hard work and orderl
life? Has business not improved the standard of living of people? Has it |
not lifted millions of people from poverty, ignorance, squalor and disease? |
Has business not brought the entire globe closer? Answers to all these |
and other questions are on the affirmative. ‘

A wide range of critics differ in the nature of their attacks and their
prescriptions to eliminate perceived ills. For our purpose, there are five
groups of critics.(see Fig 1.3).

Business
Critics

Activist Reformers This group comprises individuals and groups who accept and
respect the basic legitimacy of the business system, but find flaws and try to rectify
them. The philosophy of the activist reformer is exemplified by consumer Gandhi-
Ralph Nader, who accepts American capitalism in its democratic setting but sees an
imbalance of power between the people and the plutocracy. For 30 years, Nader has
worked to redress this imbalance by building an organisation of public interest groups
through which he and his followers pressure business houses and the government to
accomplish reforms.

Activist reformers use a variety of tactics to make business houses follow fair
business practices. Common tactics include negotiation, letter writing, speeches,
lobbying legislatures and regulatory agencies, research and editorial writing. Labour
unions frequently picket companies.

Liberal Intellectuals This group is comprised of thinkers who share a broad approach
to social problems which they express with their pen rather than with the sword of
criticism. This group believes that (i) human rights should be protected and enhanced,
(ii) there is need to restrict corporate power, (iii) social arrangements can be improved
through reforms, and (iv) government should be used to correct problems in society.



16

Essentials of Business Environment

Liberal intellectuals have a basic faith in democratic capitalism, but they find blemishes
and suggest remedies consonant with their ideology. The writings of intellectuals
with these broad beliefs have, over the years, been a source of great insight and timely
ideas for reform.

Several great thinkers belong to the liberal intellectuals group. Galbraith, for
instance, has written numerous books over 40 years advocating greater government
control of business to reverse the loss of consumer sovereignty that results from the
growth of large corporations. Similarly, in his 1956 book, The Organisation Man,
sociologist, William H.Whyte, Jr., argued that big organisations produced undesirable
conformity in employees.

Marxists These critics reject current institutional structures and demand replacement
with a collective state. Unlike reform-oriented critics, this group believes that the
faults of capitalism cannot be ameliorated through gradual reforms. Basic institutions
such as free market and private capital must be swept away.

Inspired by their intellectual progenitor, Karl Marx, these critics held sway over
the world for a long time. But today, their influence is waning. The overthrow of
Marxist governments in Eastern Europe in 1989 and 1990 and the deteriorated
economies of the former Soviet republics have blunted the appeal of their critique.
Though the movement is moribund, to dismiss it now might be premature.

Radical Non-Marxists The great economist E.F.Schumacher, who wrote Small is
Beautiful, is one of the radical non-marxist critics. Schumacher believes in
restructuring the economy by limiting or ending growth. The radical non-marxist
critics argue that industrialisation is seriously endangering stable social and
environmental existence on this planet. Materialism, competition, tireless labour and
individualism which are hallmarks of an industrial society are to be replaced by
moderation, group harmony, co-operation and leisure.

Reactionaries Reactionary critics assail corporations for responding to liberal critics,
going too far in the direction of non-market social responsibilities, or taking political
and moral stands that conflict with conservative positions. Milton Friedman, for
instance, rebukes business houses for undertaking social responsibility activities that
depart from its traditional economic role.

Thus, critics of business are many and their arguments are valid and deserve
serious attention by business firms and governments. If criticism is properly chanelled,
it can preserve the best of the business institutions and usher in wider benefits.

WHAT IS ENVIRONMENT?

Environment refers to all external forces which have a bearing on the

functioning of b
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The business environment poses threats to a firm or offers immense opportunities
for potential market exploitation. Stressing this aspect, William F.Glueck and
Lawrence R.Jauch wrote thus: “The environment includes factors outside the firm
which can lead to opportunities for or threats to the firm. Although there are many
factors, the most important of the sectors are socio-economic, technological, sup-
plier, competitors, and government.”

As per the second definition, environment includes such factors as socio-economic,
technological, supplier, competitor and the government. While all these are highly
relevant, there are two more factors which are not included in the definition, and
which exercise considerable influence on business. They are physical or natural envi-
ronment and global environment. Including these two, the total environment of busi-
ness, for our purposes, will include six factors, viz., political-legal, economic, social-
cultural, technological, global and natural. As can be seen in the subsequent chap-
ters, all these factors are explained in great detail. A brief description of each, how-
ever, follows in the following paragraphs.

Technological environment exercises considerable influence on business. Tech-
nology is understood as the systematic application of scientific or other organised
knowledge to practical tasks. It is through business that technology reaches people.
Technology changes fast and to keep pace with it, businessmen should be ever alert to
adopt changed technology in their businesses.

Economic environment refers to all forces which have an economic impact on
business. Industrial production, agriculture, planning, basic economic philosophy,
infrastructure, national income, per capita income, money supply, price level, popula-
tion, savings, stages in the economic development and trade cycles are major factors
which make up the total economic environment. There is close relationship between
business and its economic environment. Business obtains all its needed inputs from
the economic environment and it absorbs the output of business units.

Political environment refers to the influence exerted by the three political institu-
tions, viz., legislature, executive and the judiciary in shaping, directing, developing
and controlling business activities. The legislature decides on a particular course of
action; the executive, also called the government, implements whatever was decided
by the Parliament and the judiciary functions as the watchdog in order to ensure that
both the legislature and the executive function in public interest and within the bound-
aries of the Constitution. A stable and dynamic political environment is indispens-
able for business growth.

Notwithstanding spectacular advancements made in science and technology, man’s
attempt to conquer nature has not met with total success. He has no answer, for ex-
ample, for the flourishing affluence co-existing with stark poverty; severe droughts and
devastating floods occurring in sickening regularity; and some other such phenomena.
Man still finds himself helpless before mighty nature. Business, an economic pursuit of
man, continues to be dictated by nature. To what extent business depends on nature and
what is the relationship between the two constitutes an interesting study.

Yet another environmental factor which is fast emerging as the force to reckon
with is the global or international environment. Thanks to liberalisation, Indian
companies are forced to view business issues from a global perspective. Business
responses and managerial practices must be fine-tuned to survive in the global envi-
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ronment. A Manager must understand that safe and protected markets are no more
there; that the world is becoming small in size thanks to advanced means of trans-
port and communication facilities; that learning of foreign languages is a necessity;
that acquiring familiarity with strange and changing currencies is a must; that
facing political and legal uncertainties is inevitable; and that adapting their products
to different customer needs and tastes would only help companies survive amidst
intense competition. Implications of the global environment are elaborated in one of
the subsequent sections.

Social and cultural environment refers to the influence exercised by certain factors
which are beyond the company’s gate. Such factors include people’s attitude to work
and wealth; role of family, marriage, religion and education; ethical issues and social
responsiveness of business. Social and cultural environment is highly relevant for a
business unit as the variety of goods it produces, the type of employees it gets and its
obligation to society depend on the cultural milieu in which the firm operates.

(Table 1.3 contains important variables of each environmental factor).

Thus, business is the product of the technological, political-legal, economic, so-
cial-cultural, global and natural factors amidst which it functions. Three features
are common to this web of relationship between business and its environment. First,
there is symbiotic relationship (see Fig.1.4) between business and its environment
and among the environmental factors. In other words, business is influenced by its
environment and in turn, to a certain degree, it will influence the external forces.
Similarly, political-legal environment influences economic environment and vice versa.
The same is the relationship between other environment factors too.

The second feature is that these environmental factors are dynamic.
They keep on changing as years roll by, so does business.

The third feature is that a particular business firm, by itself, may
ot be in a position to change its environment. But along with other
rms, business will be in a position to mould the environment in its
avour, to a large extent.

Knowing the Environment

The environment, as described above, provides a mass of ambiguous information.
What should be done to make out the relevance of the information? What is to accepted
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and what rejected? Three related concepts seek to answer these questions. They are:
(1) the enacted environment, (ii) the domain and domain consensus, and (iii) the task
environment.

Enacted Environment An organisation seeks to create its own environment out of
the total external environment. The environment which the organisation creates is
called enactment. Enactment implies that the organisation creates a relevant
environment for itself by aggressively scoping, narrowing and scanning the external
environment. In effect, the organisation creates the environment to which it reacts. It
does not react to the entire environment.?

Domain and Domain Consensus The domain is that part of the enacted
environment which the organisation carves out for itself. The firm delineates its own
territory out of the environment.

The delineated territory comprises the range of products offered, population served
and services rendered. The organisation focusses its efforts on these three areas while
paying less attention to other areas.

As is well known, an organisation has many stakeholders-owners, employees,
customers, government, public, suppliers and lenders. Domain Consensus is formed
when all the stakeholders agree upon the domain of the organisation.

When domain consensus is not reached, conflicts can arise regarding parts of the
environment which should be monitored. This conflict causes confusion and backbiting,
when the company is blindsided by an unexpected occurrence from a poorly monitored
sector.

Task Environment This specifies the range of products to be offered, the technology
to be employed and the productive strategies to be used to counter the global competition.

It is the task environment which needs constant surveillance, though elements
outside are not ignored, but are paid less attention.

Objectives and Uses of Study

Environmental analysis has three basic goals. First, the analysis should provide an
understanding of current and potential changes taking place in the task environ-
ment. It is important that one must be aware of the existing environment. At the
same time, one must have a long term perspective too.

Secondly, environmental analysis should provide inputs for strategic decision mak-
ing. (see Fig.1.5). Mere collection of data is not enough. The information collected
must be used in strategic decision making.

Thirdly, environmental analysis should facilitate and foster strategic thinking in
organizations—typically a rich source of ideas and understanding of the context within
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which a firm operates. It should challenge the current wisdom by bring-
ing fresh viewpoints into the organisation.

To be specific, the benefits of environmental study are as follows:

21°

William F.Glueck and Lawrence R.Jauch have stressed the negative consequences
of failure to study the environment. They have written that, “In the years between
1918 and 1968, almost half of the 100 largest American firms went out of business or
became significantly less important to society. Often, a company becomes convinced
that it is almost invincible and does not have to examine what is happening in the
market place. When the company ceases to adjust the environment to its strategy or
does not react to the demands of the environment by changing its strategy, the
result is lessened achievement of corporate objectives.”

They went on to stress that “Environmental analysis and diagnosis give strate-
gists time to anticipate opportunities and to plan to take optional responses to these
opportunities. It also helps strategists to develop an early warning system to pre-
vent threats or to develop strategies which can turn a threat to the firm’s advan-
tage.”

Without a systematic environmental search and diagnosis, the time pressure of
the managerial job can lead to inadequately thought out responses to the environmen-
tal changes. It is clear that because of the difficulty to assessing the future, not all
future events can be anticipated. But some can and are. To the extent that some or
most are anticipated by this analysis and diagnosis, managerial decisions are likely
to be better. And the process reduces the time pressures on the few which are not
anticipated. Thus, the managers can concentrate on these few instead of having to
deal with all the environment opportunities and threats in the pressure-cooker envi-
ronment. !

“Firms which systematically analyse and diagnose the environment are more
effective than those which don’t.™®

Table 1.4 reveals the names of firms which have initiated changes in response to
environmental changes.

In order to further substantiate the benefits of environmental analysis, it may be
said that the real value of the analysis inheres in the product of the analysis as well
as the process of engaging in it.

At the product level, the outputs of environment analysis generally consist of (1)
descriptions of changes currently taking place, (2) harbingers of potential changes
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in the future, and (3) alternative descriptions of future change. Together, they pro-
vide descriptions of alternative futures. Such descriptions provide organisations with
lead time to identify, understand and adapt to external issues, to anticipate the
consequences of the environmental trends, and to develop well thought out positions
and policies. In addition, lead time enables an organisation to convert emerging is-
sues from threats to opportunities.

At the level of process, environmental analysis underscores the notion that
organisations are necessarily pervious to the influence of outside forces. When con-
ducted properly, this leads to the enhanced capacity and commitment to understand-
ing, anticipating and responding to external changes on the part of the firm’s key
strategic managers. Responsiveness is achieved by inducing managers to think be-
yond their task or industry environments, often forcing them to reflect upon their
cognitive biases. In short, at the process level, environmental analysis offers one
basis for organisational learning.!

The Process of Environmental Analysis

Environmental analysis is a challenging, time consuming and expen-
sive affair. The analysis consists of four sequential steps: (i) scanning,
(ii) monitoring, (iii) forecasting, and (iv) assessment.

Scanning - Being the first step in the process of environmental
analysis, scanning involves general surveillance of all environmental
factors and their interactions in order to (a) identify early signals of
possible environmental change, and (b) detect environmental change al-
ready under way.

Scanning is ill-structured and ambiguous environmental analysis activity. The
potentially relevant data for scanning are unlimited but are scattered, vague, and
imprecise. The fundamental challenge for analysis in scanning is, therefore, to make
sense out of vague, ambiguous, and unconnected data.

Monitoring - Monitoring involves tracking the environmental trends, sequences
of events, or streams of ctivities. It frequently involves following signals or indicators
unearthed during environmental scanning. The purpose of monitoring is to assemble
sufficient data to discern whether certain trends and patterns are emerging. Thus, as
monitoring progresses, the data turn frequently from imprecise to precise.

Three outcomes emerge out of monitoring: (a) a specific description of environ-
mental trends and patterns to be forecast; (b) the identification of trends for further
monitoring, and (c) the identification of areas for further scanning. These outputs
(particularly the first) become inputs for forecasting. They will also cause for further
scanning and monitoring.

Forecasting - Scanning and monitoring provide a picture of what has already
taken place and what is happening. Strategic decision-making, however, requires a
future orientation. Naturally, forecasting is an essential element in environmental
analysis.

Forecasting is concerned with developing plausible projections of the direction,
scope, and intensity of environmental change. It tries layout the evolutionary path of
anticipated change. For example, how long will it take the new technology to reach
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the market place? Are current life-style trends likely to continue? These kinds of
questions provide the grist for forecasting efforts.

Unlike scanning and monitoring, forecasting is well focussed and is much more
deductive and complex activity. This is so because the focus, scope and goals of fore-
casting are more specific than the earlier two stages of environmental analysis.

Assessment - Scanning, monitoring and forecasting are not ends in themselves.
Unless their outputs are assessed to determine implications for the organisation's
current and potential strategies, scanning, monitoring and forecsting simply provide
'nice-to-know' information. Assessment involves identifying and evaluating how and
why current and projected environmental changes affect or will affect strategic man-
agement of the organisation.

In assessment, the frame of reference moves from understanding the environ-
ment - the focus of scanning, monitoring and forecasting - to identifying what the
understanding means for the organisation. Assessment, therefore, tries to answer
questions such as what are the key issues presented by the environment, and what
are the implications of such issues for the organisation?

Linkages among Stages

Though conceptually scanning, monitoring, forecasting and assessment are seperate
activities, they are inextricably intertwined (See Fig.1.6).

Linkages among
the Stages

Fig

(Source: Fahey and Narayanan, Micro Envirionmental Analysis for
Strategic Management, p.43).

For example, upon unearthing an emerging trend through scanning, one might
quickly jump to potential implications for the organisation (assessment) by implicitly
forecasting the future path of the trend. If warranted by the potential impact, one
may then continue scanning and monitoring. Also, forecasting often proves difficult,
if not impossible, because of insufficient knowledge and data about the topic or trends
being forecast, thus forcing a return to scanning and monitoring efforts. Deriving
implications (assessment) often allots the organisation to the need to conduct further
scanning, monitoring and forecasting. Thus, environmental analysis is not as simple
and as linear as moving from scanning to monitoring to forecasting to assessment.
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Limitations of Environmental Analysis

Environmental analysis, as with any other analysis, has certain limita
tions. These limitations are:

Take the case of Norton Company, an industrial abrasives manufacturer and a
competitor of 3M in the U.S. Norton faithfully studied environment and followed all
management models, systems and procedures. Inspite of all Norton’s state-of-the-art
management systems, its performance remained dissappointing. Persistently poor
results left the company vulnerable and, in 1990, it was absorbed into the French
giant, Compagnie de Saint-Gobain.

Meanwhile, 3M achieved success but following a different path. The company did
not get caught by the paralysis syndrome. Leaders here placed little emphasis on top-
down planning and control. Instead, they nurtured the innovative ideas of sales engi-
neers and sales representatives, thereby building an entrepreneurial engine that gen-
erated a stream of profitable new products and promising new technologies. Going
into post-war boon, 3M and Norton were roughly the same size. By the mid-1980s,
3M was reporting sales eight times those of its old competitor. Ironically, just as

“Norton was swallowed up by Saint Gobain, 3M was named for the fifth time in six
years to Fortune’s list of the ten most admired corporations.'?

Success lies in adventure and strategic risk taking. It eludes those who hesitate
to step forward. Environmental analysis often makes an individual too cautious in
his approach and he is likely to be overtaken by events. So, this analysis should be
strategically done.

Organisation for Analysis

Who does analysis in a typical organisation? Thisis a relevant question. The answer
is everybody who holds some post in the organisation. To be specific, the top execu-
tive, marketing manager, financial manager and purchasing manager are the people
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who could assume the responsibility. The Production Manager may not be able to
contribute much because his job damands that he should confine his time and energy
to the shop floor. Some organisations maintain Management Information Systems
(MIS) which can be utilised to handle the job of analysing environment. The best
alternative is to have an exclusive department for the purpose to be headed by a
competent official. This would entail additional expenditure but the additional cost is
worth considering the risk involved in not considering the changes taking place in the
environment.

Whatever may be the organisational arrangement, one should understand that
environmental analysis is an activity that requires people, resources, and time. Some-
one in the organisation must spend the time to do the requisite analytical tasks in-
volved in environmental analysis. Resources beyond people are often required: money
to fund data collection, to buy outside analysis capability, or to support internal analy-
sis efforts. Much managerial time is often consumed in organising to carry out the
analytical tasks inherent in environmental analysis: deciding who should do what in
collecting, analysing, and interpreting data; and creating the organisational processes
such as task forces, adhoc teams, or working groups required to effect these tasks.

QUESTIONS

1. What is business? How does business of today differ from that of four to five
decades ago?
2. What are business objectives?
3. “Profit making is the primary goal of any business enterprise.” Yes or no—dis-
cuss.
. What is business environment?
. “Firms which systematically analyse and diagnose the environment are more
effective than those which don’t.” Elucidate.
6. What do you understand by Vision, Mission and Objectives? How are they inter-
related? Illustrate your answer.
7. “Environmental scanning should provide inputs for strategic decision making”.
Elaborate.
8. Bring out the limitations of environmental analysis.
9. Sketch organisational arrangement for environmental analysis.
10. Why are business houses criticised?
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Thanks to the economic reforms, Indian businessmen are now expanding their horizons
and seeing beyond the physical boundaries of the country. Consequently, the captains
of industries need to think and act, both actions being guided by international
perspective. This section is devoted to a brief discussion of global environment and its
implifications for our businessmen.

The need to think and act from a global perspective is not peculiar to our
businessmen alone. The need is universal. For a long time, businessmen everywhere
believed that home markets were adequate and safe. They never felt the need to
explore the overseas markets in a big way. If they could pick up some extra sales
through exporting, these businessmen were more than satisfied. The scenario is
different now. 'Globalise or perish'is the slogan now-a-days.

NATURE OF GLOBALISATION

At the company level, globalisation means two things: (a) the company commits
itself heavily with several manufacturing locations around the world and offers products
in several diversified industries and (b) it also means the ability to compete [
in domestic markets with foreign competitors.? In the popular sense,
globalisation refers mainly to multi-plant operations.

A company which has gone global is called a multinational corporation
(MNC). An MNC is, therefore, one that, by operating in more than one
country, gains through Research and Development (R&D), leading to
substantial production, marketing and financial advantages in its costs
and reputation that are not available to purely domestic competitors.
The global company views the world as one market, minimises the importance of
national boundaries, raises capital and markets wherever it can do the job best.?

To be specific, a global company has six characteristics:
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Specifically, globalisation can be viewed as a four-dimensional construct based
on the premise that an enterprise can be more or less global along each of four
major characteristics: internationalisation of market presence, globalisation of

supply chain, globalisation of capital base, and globalisation of corporate mindset*
(See Fig.2.1).

Assessing
Corporate
Globality

The first dimension-globalisation of market presense-refers to the ex-
tent to which company targets customers in all major markets within its
industry throughout the world. On this count the presences of companies
vary from low to high. For example, in 1993, NTT of Japan had no presence
at all either in N.America or in Europe. In comparison, IBM, Sun
Microsystems and Cannon were the most globalised firms (See Table 2.1).

Percentage
Regional
Distribution of
IT Sales for
Selected
Companies in
1993

(Source: The Economic Times, December 26, 2003)

Internationalisation of supply chain (second dimension) refers to the extent to
which the company is accessing the most optimal locations for the performance of
various activities in its supply chain. It may be possible for a firm to have a fairly
local or regional market presence and yet have a highly globalised supply chain,
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or vice-versa. For example, Toyota has a good supply chain. In 1995
Toyota produced about two-thirds of all its cars in Japan; the remain
ing one-third were produced in its affiliates spread over 25 countries
in Americas, Europe and Asia. Furthermore, the company exported
38 per cent of its domestic production to foreign markets. Aside from |
this flow of capital, goods and know-how between Japan and overseas
affiliates, Toyota also engaged in considerable intra-firm flows amon
the affiliates. For example, within its Southeast Asian regional net
work, it exported diesel engines from Thailand, transmissions from the Philip-
pines, steering gears from Malaysia and engines from Indonesia.

The third dimension-globalisation of capital base-refers to the ex
tent to which the company is accessing optimal sources of capital on |
a worldwide basis. The Hong Kong based Internet Service Provider |
China com represents a good example of how a company can be ‘local’ |
in terms of market presence as well as supply chain, and yet have a
highly globalised capital base. In 1999, China Com’s market base and
operations were centered primarily around Hong Kong and China.
Yet, in the same year, the company got itself listed on the US based Nasdagq.
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Last but most important dimension is the globalisation of corpo-
ate mindset. This dimension refers to the ability of the company to
nderstand and integrate diversity across cultures and markets. Gen-
| eral Electric Services is a good example of a firm with an increasingly
| global mindset. The human capital of GE is highly globalised, it has
| strong worldwide corporate culture; and the composition of the lead-
I ership is increasingly diverse in terms of nationalities.

A true global company is the one which scores high on all the four dimensions
discussed above. But as the examples cited till now show, a global firm can be low
on one dimension and high on others.

A further development, perhaps, will be the supranational enterprise.
It is a worldwide enterprise chartered by a substantially non-political
international body such as International Monitory Fund or the World
Bank. It operates as a private business without direct obligations. Its
function is international business service, and it remains viable only by
performing that service adequately for nations which permit its entry.
With its integrative view, it should be able to draw the economic world
closer together. It could serve all nations without being especially
attached to any one of them. Because of its independence of any nation
and its universal outlook, it is also called the extra-national enterprise,
the 'geocorp' and the 'cosmocorp'. Somewhat related supranational
organisations outside the business are the International Red Cross,
religious bodies and scientific associations.

GRS,

Globalisation is not a new phenomenon. Trade across the countries is as old as
business itself. However, the volume of international business and the number of
players in it have increased dramatically over the last decade. Today every nation
and an increasing number of companies buy and sell goods and services in the
international market places. A number of developments around the world have
helped fuel this activity.

1. Several regional developments, as detailed in the following paragraphs,
have vastly contributed to the globalisation of business.5

(1) The emergence of the North American Free Trade Agreement (NAFTA),
comprising United States, Canada, and Mexico, has created a huge
North American market. Movement of goods and services among these
countries is easy as all trade barriers have been removed. This mar-
ket will eventually be expanded to include Latin American countries
as well. This will be followed by the entry of Chile, Argentina, and
Brazil. The result will be a giant “American Market” that would par-
allel similar developments in Europe and Asia.

(ii) The European Union (EU) is now well on its way to creating a united
market that may be described as the United States of Europe. This
group consists of 25 nations. All these countries have not only re-
moved all trade barriers among them, but have also adopted a single
currency, called the “Euro”. It should be pointed out that the non-
participating countries will trade in the euro so that they are in es-
sence, participating by default. As a result of this agreement, it will
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not be possible for customers to compare prices among countries be-
cause everything can be done in an uniform currency. In other words,
most of the business done in the EU will be in euros. Of even more
importance is the fact that the EU is better integrated-economically
and politically-as a single market than either NAFTA or the allied
countries.

The membership of the EU is likely to expand. Turkey has already
applied for representation. In the near future, the former communist
block countries of Central and Eastern Europe will also become mem-
bers of the EU. Once East and West join together, the result will be a
huge economic market that no business firm can afford to ignore.

(iii) The most recent changes of the General Agreement on Tariffs and
Trade (GATT) are stimulating increased world trade. Under the new
agreement, tariffs will be reduced world wide by 38 per cent, and in
some cases, eliminated completely. Under the new agreement. GATT
itself has been replaced by the World Trade Organisation (WTO),
which came into existence on January 1, 1995. The WTO has more
powers to enforce rulings on trade disputes, and create a more effi-
cient system for monitoring trade policies. Almost all the GATT mem-
bers have agreed to join the WT'O. World economic powers such as the
EU, US, Canada, and Japan, are now part of the WTO. India is one of
the founding members and China has recently joined to the fold of the
world trade body. Collectively, 145 countries have joined so far and
these countries together account for about 90 per cent of the world
trade.

(iv) Japan, of late, has invested relatively more in Asia than in any part of
the world. Japanese corporations want to take advantage of the un-
derdeveloped but growing Asian markets. At the same time, Chinais
proving to be a major economic force. Although all the Asian econo-
mies are experiencing an economic downturn, starting in the middle
of 1997, the Four Tigers (Hong Kong, Taiwan, South Korea, and
Singapore) have emerged as developed economies and the South East
Asian Countries of Malaysia, Thailand, Indonesia, and Vietnam are
expected to come out as export-driven countries. As in other parts of
the world, an economic block called ASEAN (Association of South East
Asian Nations), made up of Indonesia, Malaysia, Singapore, the Phil-
ippines, Brunei, Thailand and in recent years Cambodia, Myanmar,
and Vietnam, promotes exports to other countries.

(v) Export potential is vast in Central and Eastern Europe, Russia and
the other republics of the former Soviet Union, which are converting
themselves into market economies. MNCs are eying these markets.
For example, after the fall of the Berlin Wall in 1989, Coca-Cola quickly
began to severe its relations with most of the state-run bottling com-
panies in the erstwhile communist block countries. The soft drink
giant began investing heavily to import its own manufacturing, dis-
tribution, and marketing techniques.
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To-date, Coca-Cola has invested billions in Central and Eastern Eu-
rope-and the results have been highly positive. Its business in Central
and Eastern Europe has been expanding at twice the rate of its other
foreign operations.

(vi) There is also recent economic progress among less developed econo-
mies. A good example is India, which for years, has had a love-hate
relationship with multinational businesses. The Government of India
has been known for its slow-moving bureaucracy and this has been a
major stumbling block in attracting foreign capital. Over the last few
years, however, there has been a dramatic turn-around in govern- -
ment policy, and a growing number of multinationals recently have
.. | been attracted due to the current Indian government’s willingness to
| reduce redtapism (Also see box 2.2).

(vii)  Along with the dismantling of bureaucracies, controls and
licences, linkages among economies across the world have strength-
* ‘| ened. This process has been facilitated by a sharp decline in transpor-
tation and communication costs. Between 1930 and 1990, air trans-
| portation costs per mile fell from roughly 68 cents (adjusted for 1990)

to 11 cents. The unit cost of sea freight fell by 70 per cent in real
terms between the early 1980s and 1996. And the cost of a three-min-
utes telephone call between New York and London (adjusted for 1996)
fell from $300 in 1930 to about $1 by the late 1990s.®

(viii) The new economy, a characteristic feature of the present century,
itself demands trading across the globe. The Internet, the mainstream
of the new economy, facilitates globalisation in a big way. The Inter-
net is making national borders irrelevant in the case of many goods
and services. More and more firms are embracing the Net and are
taking full advantage of its vast potential.

A company like Dell Computer has been able to achieve vertical
integration using e-business. Amazon.com has found it possible to
sell books globally without the need to set up stores anywhere. Ebay
has used the Internet to conduct auctions among people across the
| world for a mind-boggling range of items. Virtual Universities are
providing world class education on the Net to students all over the
world.?

, These are specific geographic examples of emerging internation-
|alism. Equally important to this new climate of globalisation, how-
_l ever, are the recent developments in both international investment
and trade.

2. Other Reasons

There are other reasons too contributing to world trade. First, there is a lot of
money in the overseas markets. Table 2.2 shows the amount of money made by
the subsidiaries of the US MNCs. Obviously, MNCs are interested in investing in
foreign countries.
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The MNCs from the triad-the US, Europe, and Japan-have huge assets and
more than a quarter of these assets are found in foreign markets. GE of the USis
one of the top MNCs with assets of over $300 billion in 1997 and nearly a third of
its assets were found in overseas countries. The Dutch/UK firm Shell has huge
assets and three-fifths of these are located overseas.

Secondly, it is being realised that the domestic markets are noy
longer adequate and rich. Japan flooded the US market with automo ‘
biles and electronics because the domestic market was not large enough
to absorb whatsoever was produced. Some European companies have
gone global for similar reasons. Ciba-Geigy, for example, could not
survive only in Switzerland where the population was just over six
million. It was forced to go in search of international markets and
has consequently set-up overseas production facilities.

Thirdly, companies often set up overseas plants to reduce high
transportation costs. The higher the ratio of the unit cost to the sell-
ing price per unit, the more significant the transportation factor be-
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US Firms with
the Largest
Foreign
Revenue

(Source: Repofted in Forbes, July 27, 1998, pp.163-164)

comes. The goal of lowering transportation costs, for example, played a decisive
role in Caterpillar’s manufacturing strategy. The company manufactures high-
value-added components in a few centralised facilities, but produces the less criti-
cal components and assembles the final product in plants located in its major
markets.

Fourthly, the motivation to go global in high-tech industries is slightly differ-
ent. Companies in electronics and telecommunications spend large sums on re-
search and development for new products and thus may be compelled to seek ways
to improve sales volume to support substantially high overhead expenses. If do-
mestic sales and exports do not generate sufficient cash flow, the companies natu-
rally might look to overseas manufacturing plants and sales branches to generate
higher sales and better cash flow.

Fifthly, firms go international to access resources that are unavailable or more
expensive at home. What commonly draws companies into global business arena
is the quest for natural resources. Japan, for example, is a small densely popu-
lated island nation with very few natural resources of its own, especially forests.
Thus, Japan’s largest paper company, Nippon Seishi, needs to do more than sim-
ply import wood pulp. It owns huge forests and processing facilities in Australia,
Canada, and the US. By controlling forests, the company guarantees a steady flow
of wood pulp that is less subject to the uncertainties associated with buying pulp



Meaning & Rationale for Globalisation 37

in the open market. Similarly, to access cheaper energy resources used in other
industries, several Japanese firms are locating facilities in China, Mexico, Tai-
wan, and Vietnam where energy costs are lower.

Labour markets also attract companies into international busi-
ness. One way companies gain competitive advantage is by locating
production facilities in low cost countries. But low cost labour cannot
be the only reason. If it were so, international businesses would stam-
pede into places like Afghanistan and Somalia. In order to be attrac-
tive, a location must offer low-cost, adequately skilled working in an
environment with acceptable levels of social, political and economic
stability.

Sixthly, firms go global to avoid protectionist barriers imposed by
local governments. Governments erect various forms of barriers to enter in their
domestic markets by foreign firms. These barriers include some of the most com-
mon measures such as tariffs and quotas as well as rules and regulations to pro-
tect specific industries and markets. These restrictions make imports less attractive
and more costly. Therefore, it behoves the firm to establish export bases or production
facilities in host countries in order to avoid these protectionist measures.

Seventh, companies enter foreign markets because competitors have already
done it. The reason why China has attracted world’s most dominant car manufac-
turers to to invest is follow the competitor syndrome.

Eighth, governments throughout the world offer a variety of incentives to at-
tract MNCs. These incentives vary from direct financial assistance to defray part
of the initial costs of operations to indirect financial schemes such as favourable
tax rates. All these incentives help companies maximise their after-tax profits and
thus provide additional funds to invest either in the host country, home country or
a third country.

Finally, advancements in technology, particularly in transportation and com-
munication, have facilitated globalisation immensely. :

PLAYERS IN INTERNATIONAL BUSINESS

Every firm which conducts business across borders is a player in interna-
tional business. Viewing from this perspective, an individual, a proprietary firm,
a co-operative society, or limited company is a player in global business. But one
special type of organisation engaged in global business is the Multi National
Corporation(MNC.) An MNC is an organisation that engages in production or ser-
vice activities through its own affiliates in several countries, maintains control
over the policies of those affiliates, and manages from a global perspective. With a
global perspective, top managers allocate resources and coordinate activities to
take the best possible advantage of favourable business conditions throughout the
world. Table 2.3 shows the world’s most popular MNCs.

Some other expressions are also coined to name enterprises engaged in global
business. United Nations agencies call these firms as transnational corporations
(TNCs), and others prefer the term multinational enterprises (MNEs). But there
is no common agreement about the choice of any of these expressions. However,
there is a trend-Americans use the term MNC, Europeans call them MNESs and
Indians go by what Americans use, viz., MNC (See also Box 2.3).
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Table 2.4 shows Indian MNCs. There are no Indlan MNCs in the strict sense
of the term. Unlike a GM or a Siemens there is not even one company which has
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its operations spread around the world. But some of the Indian companies have
acquired or strategising to acquire foreign based firms. From this narrow perspec-
tive, some Indian companies (shown in Table 2.4) are MNCs.

Colossal is the right word to describe the pre-eminent position of MNCs in the
world of business. There are about 35,000 MNCs around the world today, control-
ling over 170,000 foreign affiliates. It is estimated that roughly half of all cross-
border corporate assets are accounted for just by the top 100 MNCs.

Corporations that do business across national boundaries are so} e
large that their annual revenues from worldwide operations exceed |
the value of goods and services (GDP) of entire nations. For example,
General Motors had revenues of $164 billion in 1996, more than the
entire GDP of Norway ($114 billion) or Thailand ($130 billion) and | revent
nearly equal to that of Indonesia ($167 billion). Other companies of | G
comparable size in 1996 include Toyota, with worldwide revenues of L2
$118 billion, General Electric ($79 billion) and Exxon ($116 billion). Obviously, the
chief executives of General Motors, Toyota, IBM, and Exxon are responsible for
economic activities equal to or greater than those managed by the political leaders
of some of the world’s most significant economies.

It is argued that the MNCs reign as the pre-eminent vehicle of international
trade is nearing its end. It is slowly being displaced by firms that represent a new
type of international enterprise, which is called the global corporation. The MNC
operates in a number of countries and adjusts its products and services to each.
The global corporation, on the other hand, operates as if the entire world were a
single entity. Global corporations essentially sell the same things in the same way
every where. Thus, a global corporation, such as Sony, sells a standardised prod-
uct-Walkman-throughout the world, components of which may be made or de-
signed in different countries ®

ABB s a typical MNC. ABB is a federation of national companies with a global
coordination culture. It is a Swiss company having headquarters in Zurich, but
only 100 professionals work at the headquarters. Only two of the eight board mem-
bers are Swedish. Financial data are reported in US dollars and English is ABB’s
official language.
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Although multinational companies tend to be rather large and engage in a
substantial amount of cross-border transactions, an increasing number of me-
dium and small business enterprises are also involved in international business.
More than 75 per cent of Indian’s total export earnings, for instance, come from
small-scale units.

Benefits from MNCs

Benefits from MNCs can be studied under two broad heads:
1) Benefits to the host countries; and
ii) Benefits to the home countries.

Benefits to the host countries: To the host countries, MNCs are
likely to bring the following benefits:

It may be noted that in each of the above benefits, the opposite may occur. For
example, an MNC may use local financing, thereby absorbing capital that might have
financed indigenuous companies. Or a few well-advertised, standardised consumer
products may drive many locally produced products from the market, thereby reducing
consumer choice.

Benefits to home countries: The following benefits are likely to accrue to the
home countries:
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Box 2.4 shows company-specific benefits of globalisation to India and to the countries
of origin.

Problems Brought by MNCs

As is the case with many activities, there are potentially disadvantageous by-
products that may accompany the benefits brought to both the host and home countries
by MNCs.

A major fall-out of the MNCs is that the host country is likely to lose its economic
sovereignty, since it is not able to control all that an MNC does. It is said that alarge
multinational company negotiates with a host government more like another sovereign
state than of a resident business in the state.

The track record of the International Telephones and Telegraphs (ITT) of the US
is worth recollecting here. The ITT regards itself as above governments, above controls
and above morals. It presents itself as an American company in America, British in
Britain, German in Germany; but it owes loyalty to none of them and regards each
government as an unnecessary obstruction. The most heinous of its deeds is the
overthrow of the marxist President of Chile, Salvador Allende, in the Seventies.
Ideologies which divided the world during the cold war between the US and the Soviet
Union made no difference to the ITT and it could target the communist regimes and
achieve its objectives.

The host nation may also experience some loss of control over its own economy.
The MNC's actions are guided partly by worldwide needs than internal needs of the
host nation. Thus, some actions may not be consistent with what is desired by the
host nation (See Box 2.5). For example, dislocations may occur in the host country’s
balance of payments, particularly when an MNC imports materials or transfers funds.

Take our own case as an example. We invited MNCs with several objectives. One
objective is to widen consumer choice. This has been fairly realised. Yet another
objective is to improve the balance of payments. There has been a fair measure of
success in this respect too. The net inflow of foreign direct investment
which was just $150 millions in 1991-92 had increased to $1,982 million
in 1995-96. Three other objectives have been to encourage some MNC
to use India as an export base; to ask others to invest in high priorit,
and infrastructural areas and to add to the existing manufacturin
capacity. All these three objectives seem to have failed.

With regard to developing India as an export base, Table 2.5 show
the export-import ratio of India and other countries. The ratio of
country’s exports to imports is one indication of the extent to which an
economy’s purchases are financed by what it earns by selling its goods t
in the world markets. India’s export-import ratio was at a low of 66 per cent in 1990-
91, before it increased substantially over the next few years. But lately, the ratio has
been showing a declining trend. Exports paid for 95 per cent of imports in 1993-94, 85
per cent in 1994-95, and 82 per cent in 1995-96.
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Coming to the other objective, viz., developing India's infrastructure and core
sector, Table 2.6 shows that a major portion of foreign investment has gone into
consumer goods like colas, corn flakes and fried chicken. Surely, these were not the
areas where foreign capital was needed.

MNCs were invited to set up new plants so that additional manufacturing capacity
may be created. The experience has been disappointing. A very large amount of
foreign capital has been used for acquiring local companies or merging with them,
thus denying the country the benefit of new manufacturing capacity.

Besides, MNCs were invited to our country to set up greenfield préjects so that
additional manufacturing capacities may be created. But the experience till now

International
Comparison
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has not been encouraging. A very large amount of foreign capital has been used for
acquiring local companies or merging with them, thus denying the country the
benefits of additional production capacities.

Thus, MNCs seem to have benefited little in a country like India.

The host country may also have a feeling that its labour is being exploited by the
MNCs, higher wages paid by them, notwithstanding. Companies in the host nation
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have a grouse that they are forced to pay higher wages to the workers. They also
resent the competition thrown in by the MNCs.

In the most serious cases, a host country might exert power of a possessive nature on
the MNCs. In some nations, the host governments may insist on being partial owner of
foreign businesses, especially a core industry. In situations of sudden social upheaval or
changes in government control, a country may nationalise, or expropriate, the assets ofa
company or plant even without paying compensation. This can be very costly to the
multinational. There are several extreme examples, such as Cuba’s nationalisation of
$1.5 billion of assets in 1960 and Iraq’s seizure of all Kuwaiti assets in 1990.

Unable to cope with the hostile domestic public opinion, several companies quit
Myanmar in the recent months. They include Pepsi, Apple, Walt Disney, Motorola,
Hewlett-Packard, Eastman Kodak, Heineken, Carlsberg, Levi Strauss, Peregrine and
others (Also read Box 2.6).

45



46

Essentials of Business Environment

Economic issues such as high interest rates, capital shortages, export obligations,
and restrictions on repatriation of profits affect multinational businesses.

The social and cultural differences among nations present formidable challenges
for the MNC, its managers and their families. Differences in language, physical
surroundings and values of the population can create important business and human
conflicts (See also Box 2.7). Business has discovered that social and cultural differences
may pose difficult problems in its relations with the host country and in establishing
a productive and capable workforce in its foreign affiliates.

The most serious threat faced by the host country citizens is the loss of their
cultural moorings. In the name of globalisation, MNCs usher in their own dress and
food habits which are simply grabbed by the youth of the host countries. The youth of
today are more familiar with cornflakes, pizza and fried chicken than idlis, dosas and
chutney (See also Box 2.8).

In general, it is difficult to allay the fears of citizens and politicians in a host
nation. They know that an MNC is deriving some benefits from its activities, so they
feel exploited because they cannot rationalise that the activities may be of mutual
benefit to both the company and the host nation.

It is worth nothing that although MNCs are viewed with caution and suspicion by
some host country government officials, they are actively courted by most countries
rather than denied entry.
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People in the home country of an MNC may have objections to its activity. They
see jobs being created in another nation, denying the same benefit to the home country
citizens. Citizens in the home country may also be less tolerant of the host nation’s
culture. For example, they may claim that the operations of the MNC in a host
nation having a dictatorship are supporting dictatorship, or that operations where
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there is a racial discrimination are supporting that practice. The MNC argues that it
must fit into the culture of the host nation in the same way it does in the home
country, and also that it can help accomplish social improvements better by staying
in a nation than by leaving it.

All things considered, it may be stated that the benefits of MNCs far outweigh the
problems they create. It needs to be emphasised that MNCs are change agents and
are welcome particularly to developing countries where improving the standard of
living is a top priority. However, MNCs must operate in host countries in such a way
that their economic sovereignty is not eroded. Besides, the activities of MNCs must
fit into the long term development plans of host countries even if it means sacrificing
immediate gains.

In order to allay the fears of host countries, MNCs need to respond in the following

CHALLENGES OF INTERNATIONAL éﬁélNESS

Globalisation is a fact of life. The newspapers on a daily basis report
about the global focus of companies-big and small. It is being reported
how American firms are making inroads in to Japanese markets and
how Japanese companies seek to invade American markets. Indian
businessmen are not sitting pretty. They are scouting around for new
partners, suppliers and buyers. (see Table 2.4)

It is not just large companies that have a global focus. Increasingly,
small businesses are also going global. The SSI sector in our country
accounts for 44 per cent of our total exports.

Increasing globalisation poses its own challenges to trading countries.
There are five areas in which each country must excel in order to emerge
as a strong global player. First, the country must maintain
competitiveness. Secondly, it must influence trade regulators so that
other countries open their doors for its goods and services, being willing to buy from
as well as sell to the country. Thirdly, the country’s businesses must develop a global
outlook that allows them to operate as true MNCs, not just as local firms doing business
overseas.!! Fourth, an MNC should know how to manage diversity in the global business
canvas. Finally, a global firm needs to maintain a good image — an honest and socially
responsibile firm.
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Maintaining Competitiveness

Many factors contribute to the competitiveness of a nation. It is being argued that
labour costs, interest rates, exchange rates and economies of scale make a nation
competitive. These traditional factors, no doubt, contribute to the competitiveness of a
country but not to be ignored are other sources which make a nation enjoy competitive
advantage over others.

It has been demonstrated that the best way for companies to achieve competitive
advantage is with innovation. Michael Porter has emphasised that the key to gain
competitive advantage is the ability to innovate continually. Most successful MNCs
have proved this claim. For example, 3M generates 30 per cent of its annual incomes
from products that were brought to market in the last four years, and the number of
patents issued to the company keeps rising every year. In 1990, it received 350,000
patents and the figure shot upto 500,000 by 1994. At the same time, 3M has managed
to accelerate the product cycle by reducing cost and waste and bringing their products
to fruition in record time. Other factors that contribute to competitiveness comprise
quality, cost and service, to state only a few.

Why are some countries strong while others are weak? Porter’s thesis provides
the answer.

According to Michael Porter, a renowned expert on competition, competitive
advantage of a nation depends on factor conditions, demand conditions, related and
supporting industries and the environment in which firms compete (see Fig.2.2). These
four attributes individually and interactively determine national competitive advantage.

Porter's Determi-
nants of Competi-
tive Advantage

Factor Conditions According to basic international trade theory, a nation will export
these goods that make best use of the factor conditions with which the country is
relatively well endowed. These factor conditions include land, labour and capital. For
example, if a country has large uneducated workforce, it will seek to export goods that
are highly labour-intensive.
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Sometimes, nations may develop factor conditions even if they are not endowed
with. Japan, for example, has gained world market share in auto and consumer goods
industries, though raw materials for these have been imported. To offset this
disadvantage, Japanese manufacturers have improved productivity by using advanced
production methods. High productivity has enabled Japan to gain advantage.

Demand Conditions A nation’s competitive advantage, according to Porter, is
strengthened if there is strong local demand for its goods and services. Denmark, for
example, has gained leadership in the world market in water-pollution control
equipment and windmills because of the high environmental concern of Danish people.
Strong local market benefits sellers atleast in two ways. First, it helps the seller
understand what buyers want. Secondly, if buyers want any change, local sellers can
quickly respond before distant competitors can react.

Related and Supporting Industries Porter’s third major determinant of national
competitive advantage is the presence of related and supporting industries that are
globally competitive. These are mainly service industries when suppliers are located
near the producer, these firms often provide lower-cost inputs that are not available to
the producers’ distant competitors. In addition, suppliers typically know what is
happening in the industrial environment and are in a position to both forecast and
react to these changes. By sharing this information with the producer, they help the
producer maintain its competitive position. The Italian shoe industry is an-excellent
example. Shoe producers interact on a regular basis with leather manufacturers,
exchanging information that is useful to each in remaining competitive. This
interaction is mutually beneficial to both the parties.

Environment Porter’s fourth broad determinant of national advantage is the context
in which the firms are created, organised and managed, as well the nature of domestic
rivalry. Management practices vary across countries. Nations tend to do well in
industries where the management practices match their industries’ sources of
competitive advantage. In Italy, for example, successful firms typically are small or
medium sized enterprises serving small market niches and operate in fragmented
industries such as lighting, furniture, footwear and packaging industries. In Japan,
successful firms are often those that require unequal co-operation across functional
lines and that demand the management of complex assembly operators.

National goals are equally important. Some nations expect quick results. Others
tend to do well in industries where long-term development is expected.

Domestic rivalry is another determinant of a nation’s competitive advantage.
Nations which are leading world players tend to have strong local rivals. Switzerland
enjoys competitive advantage in the pharmaceutical industry because of the rivalry
among Hoffman, Ciba-Geigy and Sandoz. In Germany, BASF, Hoechst and Bayer
help the country to keep ahead in chemicals.

Government and Trade Regulations

The government of any country can influence its international business significantly.
For example, government intervention for the purpose of protecting domestic industries
usually results in less movement of goods and services across borders.

A government’s major role in global business may stem from its being a world
trade negotiator. Many people believe that their government should limit competition



