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3.1 INTRODUCTION

You may have a variety of reasons for studying this course, but the main reason, we
presume, is to become a successful manager to execute engineering projects. Your
success or failure as a manager depends on a number of factors and these factors may not
be always within your control, very often such factors constitute your work environment.
They include your job, your department, your organisation, your nation and the world
around you. After all as a manager you do not function in a vacuum. You exist and
operate within, and not without, an environment. Therefore, as a manager when you
think, or take decisions, you cannot neglect the limitations of your environment. Just
think for a while and then answer : Do you not arrive at all your decisions and
contemplate actions thereupon after examining the possible reactions from the
environment where you are placed ? Say, as a marketing manager, would you not study
your market environment before launching a new product ? Or as a finance manager,
would you not study the organisation and structure of your country’s money and capital
market before deciding on the sources and uses of your funds ? Or as a personnel
manager, would you not care to find out the rules and regulations laid down by your
government on subjects like ‘reservation’ before undertaking recruitment and selection of
your required staff ? When you have answered these questions, you will discover that all
your answers are in the affirmative : “Yes, I would”. You cannot do without thinking
about environment. As a business manager, you have to constantly evaluate your business
environment. This unit aims at setting you thinking about these ideas.

Objectives
After studying this unit, you should be able to
. define what you mean by ‘environment’,
. classify your business environment on the basis of various criteria,
> classify the complex environmental variable on the basis of some objective
criteria,
d identify the critical elements of economic environment of business,
. analyse the interactions between economic and non-econoinic environment,
d establish the nature of interaction between economic environment and
business management,
. explain the impact of environment on business management: and
. illustrate your understanding of economic environment with reference to the

Indian business situation. 43




Basic Concepts

44

In pursuing these aims and objectives, our focus will be primarily on the Indian
environment of business. We shall try to identify, describe and analyse the Indian
situation to understand its impact on our business. Qur ultimate purpose is to train our
engineers to become a good business manager to face the macro-level environment of
business. In fact, as an engineer, wherever you are, be it in the public or the private
sector, you have to remain alive and alert to your environment so that you are successtul
in your day-to-day business operations.

3.2 ENVIRONMENT OF BUSINESS

The term ‘environment’ refers to the totality of all the factors which are external to and
beyond the control of individual business enterprises and their management. Environment
furnishes the macro-context, the business firin is the micro-unit. The environmental
factors are essentially the ‘givens’ within which the firms and their managements must
operate. For exainple, the value system of the society, the rules and regulations laid down
by the government, the monetary policies of the central bank, the institutional set-up of
the country, the ideological beliefs of the leaders, the attitude towards foreign capital and
enterprises, etc., all constitute the environment system within which a business firm
operates. These environmental factors are numerous in number and various in form.
Some of these factors are totally static, some are relatively static and some are very
dynamic — they are changing every now and then. Some of these factors can be
conceptualised and quantified, while others can be only referred to in qualitative terms.
Thus, the environment of business is an extremely complex phenomenon.

The environmental factors generally vary from country to country. The environment that
is typical of India, may not be found in other countries like the USA, the USSR, the UK
and Japan. Similarly, the American/Soviet/British/Japanese environment may not be
found in India. There may be some factors in common, but the order and intensity of the
environment factors do differ between nations. What to say of countries, the magnitude
and direction of environmental factors differ over regions within a country and over
localities within a region. Thus, one may talk of local, regional, national (domestic) and
international (foreign) environment of business. For example, the local custom of ‘coolie’
labour, the climate of the Northern region of Assam, the policies of the State and Central
governments in India and the size of the world market ; all these factors together will
have an important bearing on the tea industry. The production, consumption and
marketing of tea will be affected by the environmental factors.

Environment differs not only over space but also over time within a country. As such we
can talk of temporal patterns of environment, i.e. past, present and future environment —
future environment is the product of past and present environments. The Indian economy
of tomorrow will be influenced by what the state of the economy is at present and What it
was like in the past.

Sometimes the environment may be classified into market environment and non-market
environment depending upon whether a business firm’s environment is influenced by
market forces like demand, supply, number of other firms and the resulting price
competition or non-price competition, etc., or by non-market forces like government
laws, social traditions, etc.

Finally, we may classify the environment into economic and non-economic.
Non-economic environment refers to social, political, legal, educational and cultural
factors that affect business operations. Economic environment, on the other hand, is given
shape and form by factors like the fiscal policy, the monetary policy, the industrial policy
resolutions, trade policy, physical limits on output, the price and income trends, the
nature of economic system at work, the tempo of economic development, the national
economic plan, etc. The non-economic environment has economic implications just as the
economic environment may have non-economic implications. Since the environment is
the sum total of history, geography, culture, sociology, politics and economics of a nation,
the interaction between economic forces and non-economic forces is bound to take place.

Activity 1
Can you now recapitulate the various criteria on the basis of which your business
environment may be classified ? Name the criteria on your left hand side and the
suggested classification of environment according to that specific criteria on your
right hand side.




Now, think of your own organisation and its business operations. Other than your
own organisation, you can think of a firm, farm, factory, establishment or
institution you are familiar with. Considering its present operations, identify some
of its environmental factors as in the model given below.

Organisation : Indian Airlines (IA)

Environmental Factors/Forces within which IA is Operating
Social Political Economic Physical
IA carries various 1A comes under the — IA’s traffic is The fleet composition
types of passengers :  Ministry of Civil growing despite the of IA is quite modern.
businessmen, Aviation; it is fact that air travel is But 1A cannot use
government subject to becoming costlier. Airbus for all its
officials, private Parliamentary — Fuel cconomy is sectors because the
individnals and controt. [A’s primary airport facilities are
tourists. concern today. not adequate.
Your organisation & . . .. ... e e
Environmental factors/forces
Social " Political Economic Physical
L _ _| —

Do not proceed further without completing this Activity. 1t should be emphasised at this
initial stage that you will miss much of the potential benefit of the course if you do not
attempt these Activities. If you have worked through the above Activity as directed, you
will find that it is easier to describe than to identify and classify the environmental factors.

In this unit, our primary concern is the study of economic environment of business. You
may be wondering why we have chosen the economic environment to begin with, Let us
examine some of its basic propositions.

3.3 SOME BASIC PROPOSITIONS

As a prelude to the description and analysis of business environment in any economy, you
ruay examine the threc basic propositions as given below :

(a) business is an economiic activity,
(b) abusiness firm is an economic unit, and

(¢) business decision-making is an economic process.

Economic Environment
and Policies



Basic Concepts These propositions may be examined separately or jointly to justify the study of
economic 2uvironment of business in any couniry,

Business is an economic activity

An economic activity is the task of adjusting the means (resources) to the ends
(targets), or the ends to the means. An cconomic activity may assume difterent
forms such as consumption, production, distribution and exchange. The nature of
business differs, depending upon the form of economic activity which is being
undertaken and organised. For example, manufacturing business is parimarily
concerned with production; stock exchange business is mainly concerned with the
buying and selling of shares and debentures; the business of government is to run
the administration. The government may also own control and manage public
enterprises, and the business of banks is to facilitate transactions in short-term and
long-term funds. These cxamples can be easily multiplied. The point to be noted is
that each business has a target to achieve and for that, each business has some
resources at its disposal. Sometimes the target has to be matched with the given
target. Either way, the task of business is to optimise the outcome of economic
activities.

A business firm is an economic unit

A business firm is essentially a transformation unit. It transforms input into output
— goods or services or a combinationof both. The nature of input requircments and
the type of output flows arc determined by the size, structure, location and
efficiency of the business firm under consideration. The business firms may be of
diffcrent sizes and forms. They may undertake different types of activities such as
mining, manufacturing, farming, trading, transporting, banking etc. The ’
motivational objective underlying all these activities is the same, viz. profit
maximisation in the long-run. Profit is essentially ‘a surplus value’ - the value of
output in excess o the “-alue of input or the surplus of revenue over the cost. A

| business firm undertakes the transformational process to generate ‘this surplus
value’. The firm can grow further if the surplus value is productively invested. The

i firm, therefore, carefully plans the optimuin allocation of resources (input of men,

‘ money, materials, machines, time, energy, etc.) to get optimum production. The
entire process of creation, mobilisation and utilisation of surplus constitutes the
economic activity of the bysiness firm.

Business decision-making is an economic process

Decision-making involves making a choice froin a set of alternative courses of
action. Choice is at the root of all economic problems. The question of choice and
evaluation ariscs because of the relative scarcity of resources. If the resources had
not been scarce, an unlimited amount of ends could have been satisfied. But the
situation of resource constraint is very real. A business firm seriously thinks about
the optimum allocation of resources because resources are limited in supply and
most resources have alternative uses. The firm, therefore, intends to get the best
out of given resources or to minimise the use of resources for achieving a specific
target. In other words, when ‘input’ is the constraining factor, the firm’s decision
variable is the ‘output’. And when ‘output’ is the constraining factor, the firin’s
decision variable is the ‘input’. Whatever may be the decision variable,
procurement or production, distribution or sale, input or output decision-making is
invariably the process of selecting the best available alternative. That is what
makes it an economic pursuit.

Since business is an economic activity, a business unit and bysiness
decision-making, an economic process, it is the economic environment of business
which is a primary consideration in evaluating business {policies, business
strategies and business tactics of corporate entity in any national economy).

SAQ1
(a) What is an economic problem 7
(b) What is an optimum economic activity 7
(c) The organisation you work for should be treated as an economic unit. Why ?
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Activity 2 Economic Environment

and Policies
Get some printed literature concerning your own organisation or any other
business organisation, or you can-even read the ‘corporate news’ in magazines like
Business India, Business World etc. Attemplt an economic interpretation ot the facts
and figures that you have at your disposal. You may begin by asking similar
questions as you find in SAQ 1. Brietly jot down the points,

You may attempt to elaborate and substantiate these points, whenever required.

3.4 ECONOMIC ENVIRONMENT

You may now consider a firm as an economic institution in a market system. The market
behaviour of the firm reflects the nature of the economic decisions taken by the manager
of the firm. Micro-economic decision making by the firm has nevertheless to be made
within the broader macro-economic environment. Economic environment of business
reters to the broad characteristics of the economic system in which a business firm
operates. ‘

The present-day economic environment of business is a complex phenomenon. The
business sector has economic relations with the government, the capital market, the
household sector and the foreign sector. These different sectors together mfluence the
frends-and structure of the economy. The form and functioning of the economy varies
from country to country. The design and structure of an economy system is conditioned
by socio-political arrangements. Such arrangements are relevant from the standpoint of
macroreconomic decision making. ‘

For ciumple, in a democratic set-up, people exercise an influence, direct or indirect,
through the system of casting votes, on the nature of the decisions taken by the
government. In a parliamentary system, most decisions are processed by the Cabinet
Ministers, whereas under a presidential form of government the President acts as the real
manager of the State : It is he who takes or makes decisions. Similarly,
macro-decision-making is more decentralised in a federal form of government than in a
unitary form of government.

You may argue that the decisions being referred to are political decisions. True, but it
must be emphasised that political decisions have far-reaching economic implications.
After all, the government is the manager of econowny. The naturc of government
ownership, control and regulation of economic activities of a country provides form and
shape to the nature of economic organisations. In a capitalist society, the private sector,
induced by the profit-motive and guided by the indication of a free-market mechanism,
takes the major ¢conomic decisions of investment, production and distribution. In a
socialist society, such decisions are taken by the governnient which is guided by the
social welfare motive and central planning. In a communist society, economic decisions,
including that ot consumption, are taken by the State in the interest of the community as a
whole. In a mixed economy, private, public, joint sectors and the like, all have some say
in the major decisions that influence the functioning of an economy.

All modern economies, whether capitalist, socialist, communist or mixed, have certain
fundamental econoinic problems to deal with. In each and every economy, including the
so-called “Affluent Society’, most of the resources are scarce. Consequently, choices
concerning the resource use have to be made together by individuals, by business
corporations, and by the society. It is the social choice and community preference which
give substance to the question of macro-economic decisions. From the standpoint of
resources, the basic economic problem of every economy is that of just allocation of
resources and subsequent optimum production. There are many aspects to this problem ?
What to produce 7 How to produce ? For whom to produce 7 When to produce 7 Every
economy has to decide on the quality and quantity of the goods and the services to be
produced. 1t has to decide on the nature of technology and technique of production in
view ol factor endowment. It has to decide on the course and pattern of distribution of

goods and services produced. It has to decide on the timing of production. You may note 47
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that similar decisions are taken by individual firms and there is no end to such decisions,
The process of decision-making differs depending on how these problems are solved in
different economics. This is what constitutes the functioning of the economy or the nature
of economic environment. At the cost of over-simplification, certain points can be made
about the organisation and functioning of modern economics :

(a)

(b)

In most of the economies, bofh ‘free market mechanism’ and ‘centralised
planning’ exist in different degrees. By ‘free market mechanism’ or ‘price
mechanism’, we mean a free play of the market forces of demand and supply to
determine an equilibrium solution of the allocation problem. Market mechanism
determines commodity prices, factor prices and income distribution. By
‘planning’, we mean a programme of action that shows consistency and
feasibility for attaining a set of targets in view of a set of objectives through a
set of instruments. In the present day world around us, planning is combined
with free pricing to arrive at macro-economic decisions yielding maximum
good for the maximum number. Thus, the economy in which a business firm
operates today is not an exclusively free economy making an indiscriminate usc
of prices and the markets, rather it is directed by a system of planning. control,
regulation and co-ordination.

“Inmost of the cconomies, positive intervention by government in day-to-day

economic affairs is on the increase. Planning is a form of governmental
intervention. Besides this, the government can also intervene through a system
of controls and regulations. The welfare state principle induces the government
to enforce minimum wages, commodity control, fair trade-practices, etc.
through legislation. The basic objectives of such cconomic legislations and
policies are : growth, efficiency and equity. It is the interfering role of modermn
government that has made most of the business firms socially responsible.

Modern economies are not ‘closed’, but ‘open’; they are actively engaged in
international trade and co-operation. So, the intemational transmission effect
today is stronger than ever before. Though there are disparities in the levels of
income and standards of living over space and time, there is a conscious effort
to develop the poor nations. The maintenance of steady growth in developed
countries is dependent on the acceleration of growth in under-developed
countries. This idea has given new dimensions to issues like the role of
multi-national corporations, the ecological balance, the recycling of
petro-dollars and transfer of technology. The technological revolution is making
strident moves. In order to keep their dynamism, the economies are determined
to develop science and techmology, and to balance environment and ecology,
and this is going to dct as a unifying force for the world economic order. These
facts determine the environment and set the constraints within which the
modern business firm must operate. The management cannot overlook the
market or the non-market environment. No management can ignore the function
of markets, the objectives of national planning, the policies of the government
or their social responsibilities, or the rate, pattern and structure of economic
changes, or the forms of internationat co-operation. Progressive management
must keep itself continuously informed about the magnitude and direction of
changes in national as well as international economic environment. Of course,
both economic and non-economic environment have an important bearing on
economic decision-making by the management.

Activity 3
Can you recall some of the basic observations concerning the nature and
functioning of modern economies in general 7

(1)




Activity 4

Read the latest World Development Report of the World Bank. If it is not
accessible, you may fall back on your general knowledge. Write down the tirst

hand information available to you on

World Economy

Indian Economy

Please note that you are required to take stock of the latest developmentsie., the
current situation,

Let us now move o more specific issues. When you attemipt to analyse the eoononae
environment of business in any country, you have to, tirst of all, identify the critical
elements of that environment.

3.5 CRITICAL ELEMENTS

In what follows, we intend to identify and describe a few critical elements of econowic
environment. These critical elements are relevant fromn the standpoint of both, corporate
business management and national economic management in India.

The critical elements of macro-economic environment are as follows :

. economic system
* nature of the economy
. anatony of the economy
. functioning of the economy
. economic planning and programmes
. economic policy statements and proposais
. economic controls and regulations
. economic legislations
* economic trends and structure
. economic problems and prospecis
These critical elements may not be always mutaa .« D T T P

separate units for analytical purpose.

Economic Environment
amul Policies
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An economic system detines the institurional framework of the environment. The
ownership, control and management of the enterprise reveal the nature of the economic
system. The rote and responsibility of the private sector, public sector, joint sector, etc.
throw light on the philosophy and practice of an economic system ~ capitalist, socialist or
mixed. The mixed economic system operates through a combination of planning and
pricing.

The level of economic development and the structure of the economy define the physical

Jramework of the environment. The level and composition of per capita income indicate

the level of growth and development. Available natural resources, human resources and
material resources of a country set a limit to its factor endowment which determines its
production. The occupational distribution of lahour force, the structure of national output,
the composition and pattern of foreign trade, the structure of savings, investment and
capital formation, the pattern of income distribution, inter-personal and inter-regional, the
degree of urbanisation, all these bring out the significance of agriculture, industry and
service sector in the national economy.

The structure of the national economy can also be discussed in terms of its physical
anatomy. The national economy is, after all, a combination of the household sector, the
corporate business sector, the government administration, the capital market and the
toreign sector. This is suggested by the national income and the social accounting
approach. The osrder and strength of each of these sectors, therefore, also throws light on
our understanding of the macro-economic environment.,

_ If you can describe the economic environment with refcrence (o the terms discussed

above. you may now attempt an cxplanation of its fuactioning. You will discover that
money is the life and blood of the business activity and the economic system. The flows
of consumption, investment, saving, income, employment and output are all aftected by
transactions of money. Monetary transactions affect the price level, thereby influencing
the real value of all macro-economic variables. Significant developments have taken
place in macro-economics to define the role of money. The essential question is : Does
money matter 7 There are different answers to this question: (1) Money does not matter at
all (Classical); (2) Money matters least (Keynesian); and (3) Money matters most
(Monetarist). The theoretical debate is quite interesting. But you have to examine its
empirical relevance in the ecanomic environment of a country like India. This will
provide you with a further insight into the role of centralised planning, administered price
system as well as free market pricing, and central banking.

Economic planning is supposed to give a direction to the changes in the economic
environment. Most countries function today on the basis of planning, Either it is planning
by direction typical of a socialist economy, or it is planning by incentives, i.c.. democratic
planning typical of a mixed economy, or it is indicative planning typical of the French
Economy. It is through the system of a perspective planning, five-year planning and
annual planning that the economies try to overcome their environmental constraints and
optimisc their achicvements over a period of times. '

Planning is a programme for action, it is not a guarantee in itself. The formulation of
plans and programmes must, therefore, be followed by proper implementation. This calls
for economic policy statements and legislations. Apart from having general policy
statements affecting the industry and agriculture, the government often formulates and
executes fiscal-cum-budgetary policies. The central bank will work through the
instruments of money and credit policies, exchange rate policies, etc. Some sort of
physical policies of controls and regulations may also be needed. Price control, trade
control and exchange control are all moves in the same direction. Sometimes legislations
and enactments become necessary for effective implementation of all these policy
statements and proposals. The national economic environment of business is determined
by the existing macro-economic policy framework.

These policies, planning and pricing together make the economy function effectively. The
functioning of an economy is reflected in short-period fluctuations and long-term trends
in macro-economic variables like income, money supply, prices, production,
employment, balance of trade and payments, foreign exchange earnings, etc. These trends
decide the course of the prevailing economic environment. Some of these economic
trends may define the nature and dimension of various macro-economic problems like
inflation, unemployment, recession and the like. The problems have to be analysed with
the objective of making the national economic management efficient. Economic problems
and economic prospects in the environment throw challenges to the management,
corporate business management as well as national economy management.




ACthity 5 Keonomic Environmeni

. and Policies
Somebody picked up at random, the following headlines from newspapers and
magazines published in India. Identify each one of them and place it under the
broad categories of critical elements of economic environment :

Headlines :

Finance Minister announces drought relief measures; MODVAT being reviewed;
20-Point Economic Programme; Bonus Ordinance; Wholesale Price Index still
rising: FERA Amnesty Scheme; Non-resident Indians’ investment incentives:
Power in the private sector; Liquidation of sick units within public sector; Public
Sector Units to float bonds; More autonomy for the RBI; Zero-based budgeting
introduced by the Government; More items of import under OGL; Industrial
relations climate better; A mid-term review of the 7th Plan by the end of 1987; Pay
Commission Report released; Trade unions on war path: Department of
Environment for Ecological Balance.

Economic System

Economic Planning and Policies

Economic Controls and Regulations

Economic Legislations

Economic Trends and Structures

Economic Anatomy

3.6 INDIAN ECONOMIC ENVIRONMENT

Now, you may be anxious to evaluate the Indian economic environment in terms of the
conceptual framework just suggested. You may note that the national economic
environment of a country can be described and analysed in terms of its (a) data
environment, (b) system environment, and (¢) industry or sectoral environment and nature
of competition. In subsequent units, you will be exposed to the details of Indian
economy’s data environment i.e., the physical trends and structural co-efficients. The
system environment of Indian economy will also be dealt with in detail, in terms of
various policy statements, planning techniques, organisation and structure of the capital
market, role and responsibility of the private and public sector, etc. The system
environment encompasses the entire institutional framework of the economy. An
overview of that system environment is presented in this section. For the time being, you
should be more interested in the evaluation rather than evolution of the present Indian
econornic system. .

You might have come across the statement that India’s is a mixed economy. In fact, India
has a very complex mixed economic system. Let us elaborate this further.

Firstly, a simple mixed economic systein is characterised by the existence of private and
public sectors. India has a multiplicity of sectors: private (dominant undertakings, foreign
companies, etc.); public, joint, co-operative, workers’ sectors and also ‘tiny sector’. We
hear of different walks of Indian economy: big sector, small sector, heavy sector, light
sector, licensed sector, delicensed sector, national sector, core sector, reserved sector, etc.
India is a complex vector of sectors.

Secondly, a simple mixed economy is characterised by complimentarity between

planning and pricing. India has a multiplicity of mechanisms at work: five-year plans,

annual plans during plan holidays, pointed economic reform and reconstruction

programmes during and after plan vacation, ideas of rolling plans; an elaborate system of

controls and regulatory measures, attempts towards streamlining and simplification of

procedures, private traders and public distributors for the same product and hence a

system-of dual prices, ceiling prices, floor prices, subsidised prices, statutory prices, 51
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retention prices, procurement prices, levy prices, and free market prices; contradictionary
monetary policies and expansionary fiscal policies, etc. In India there is a complex

system of liberal rules, strict regulations, control mechanism, planning and a host of price
regulations.

Finally, a simple mixed economy is expected to reach a target level of social welfare and
for this. task, the profit policies are to be designed according to a social purpose. The
social welfare function in India is defined by the multiplicity of objectives which are
sometimes conflicting in nature. For example, in terms of our five-year plans. India is
aiming at efficiency, justice and stability. Productive efficiency in a static sense refers to
the efficiency-allocation of the given resources. Productive efficiency in its dynamic
sense refers to economic growth, The fruits of econcmic growth have to be distributed
fairly among the masses; sccial justice is to be so attained as not to endanger stability of
prices, incomes, balance of payments, etc. The Indian plans have always emphasised the
objectives like full-employment of labour, full capacity utilisation of plant and
equipment, and self-sufficiency. In the long-run, these objectives may be compatible with
each other, but in the sphere of operation these objectives come in conflict with each
other. For example, in order to promote a higher rate of growth, heavy industrialisation
and large investments are undertaken. Such investments increase the flow of money faster
than the flow of output. This generates inflationary forces. Thus price stability comes in
conflict with economic growth. Similarly, economic growth comes in conflict with social
justice. Progressive tax system is used as a means to reduce income inequalities, but the
same tax policy hampers private incentives to invest and to generate the growth forces
thereby. Foreign exchange remittance helps the country in overcoming balance of
payments difficulties, but it increases the domestic money supply and the prices.
Examples can be multiplied to demonstrate the inherent conflict among the objectives
which the mixed economy of Indian hopes to achieve. To top it all, different instruments
have been used to attain different target variables — fiscal policies for growth with justice,
monetary policies for price stability with growth, price and output controls for price
stability with justice. This has led to further confusion.

To sum up, the so-called mixed economic system of India sometimes gives the
impression of a mixed-up econoinic system that is characterised by multiplicity of
sectors, multiplicity of instruments, multiplicity of objectives and multiplicity of
adjustments to resolve the conflicts between various sectors, between instruments and
between objectives.

The present day mixed economy of India has evolved through a series of policy
formulations and legislations. It-started with the Industrial Policy Resolution of 1948,
This was followd by the Industries (Development and Regulation) Act, 1951.

Directive Principles of State Policy, 1954, Industrial Policy Resolution, 1956,
Monopolies and Restrictive Trade Practices (MRTP) Act, 1969 and its subsequent
amendments, Industrial Licensing Policy, 1970 and its subsequent amendments and
Foreign Exchange Regulation Act (FERA), 1973 and its subsequent amendments. These
enactments and policy formulations have been supplemented from time to time, by
comprehensive Five-Year plans, 20-Point Programmes, controls and regulations on
prices, output, production, distribution and trade, and various nationalisation schemes and
anti-poverty schemes.

During the 1980s, the Indian mixed economy took a decisive direction. It all started with
the announcement of Industrial Policy Statement of 1980. The purpose of this policy was
to ensure attainment of socio-economic objectives such as optimum utilisation of
capacity, maximum production, employment generation, export promotion, import
substitution, consumer protection, correction of regional imbalances through the
development of industrially backward areas and ‘economic federalism’ with an equitable
spread of investment ainong large and small units, among urban and rural units, etc. To
achieve these objectives, it was decided to increase the investment limit to Rs. 2 lakhs for
tiny units, Rs. 20 lakhs for small-scale units and Rs. 25 lakhs for ancillary units. Some
other important provisions of the 1980 policy are as follows :

. regularisation of excess capacity;

. an automatic expansion at the rate of 5% per annum to the maximum of 25%
in five years, in all the industries of basic, critical and strategic importance;

. promotion of 100% export-oriented units;

. development of: ‘nucleur plants’ (on the lines of District Industries Centres);
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. revival of sick units through a package of modernisation measures; and o Policies
. re-orientation of the public sector, including the development of its managerial
cadres.

As a follow-up to the 1980 statement, the government announced some further
concessions on April 21, 1982, Among these, the important ones were the following :

. the list of ‘core sector’ industries had been revised by including five more
industries. 1t implied that the FERA companies and large houses would be
allowed to setup industries in those areas;

. the industry had been allowed 33.3% capacity over the best production during
the last five years over and above the 25% excess produciion; and

. large houses and multi-nationals would be permitted to set up units outside the
core sector it the units are predominantly export-oriented, i.e. 60% export in
respect of itenis not reserved and 75% for items reserved for smail-scale secior.,

Such liberalisation measures were supplemented by relaxation in price and distribution
conirols. amendments in the provisions of MRTP Act relating to the definition of ‘market
dominance’, exemption from the need to obtain MRTP clearance for production in sectors
of ‘national priority’, etc. Such measures were specifically designed to assist the
expansion of industrial production during 1982, the Productivity Ycar.

During 1983-85, the Industrial Policy pursucd by the Government of India placed
emphasts on modemisation and technological upgradation of belter capacity utilisation
and larger production. For example, in order to promote demand, excise duties were
reduced on commercial vehicles, refrigerators, batterics, tyres and tubes. Major
concessions in excise and import duties were given for the benefit of the electronics
industry with effect from October 1. 1983,

With the installation of the new Government under the dynamic leadership of young
Prime Minister, Late Shiri Rajiv Gandhi, steps were taken towards evolviag a dynamic
economic systen. There was then a feeling that the Indian economy has received a fresh
lease of life.

The Seventh Five-Year Plan (1985-90) provided a new direction to the development of
the Indian economic systemn. As per the Plan, new parameters of efficiency and equity are
being established. This has posed new challenges to the public sector. The public sector is
now required to lead a complex and demanding process of absorbing and developing new
technology. It has to master the imperatives of modernisation. 1t has to first establish and
thereafter spread a new work-culture in the industry that is based on productivity,
efficiency and quality; it has to generate larger surpluses for investiment and bring about
development of material as well as human capital. As our then Prime Minister stated :

Development is not about factories, dams and roads. Development is about people.
The goal is material, cultural and spiritual fulfilment for the people. The human
factor is of supreme value in development.

The private sector has also been assigned a more challenging role than ever before. The
percentage share of private sector in the total Plan outlay has been stepped up to 52% (in
the 7th Plan) from about 47% (in the 6th Plan). Of course, it must be noted that presently,
the focus is more on ‘output’ than on ‘outlay’. The share of the private sector has been
increased on grounds of efficiency. It has been observed that return measured in terms of
output per unit of outlay is higher in the private sector than in the public sector.

During 1985-87, the Government took a large number of measures to encourage the
private sector. Some of these measures which are broadly retexred o as ‘privatisation’
and ‘liberalisation’ are given bhelow :

. Private bids have been mvited tor Gil drilling by both Gii and Natural Gas
Commission ang Oil India Lid., on a contract basis.

. Mangalore and Karnal refineries are being set up in the joint sector.

. More recently, as part of the Assam accord, the Governiment has anmounced

that it will assist in the setting up of a small size refinery in the private sector
in Assam.
. In the power sector, apart from the expansion of the “Tata Thermal Unit’, the

Government has hinted at the possibility of the private sector setting up new
units.
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. The Government has decided in principle to encourage the privaie funds
including toreign capital for setting up container terminals and port
development.

. At a meeting of a Parliamentary Consultative Committee on Civil Aviation,

the Government has proposed ‘Air Taxi Service” in the private sector.

. The Government has accepted in principle a proposal to allow private and
co-operative bodies to put up TV terminals and to run Post Offices.

. The Centre has asked the State Governments to enlist private enterprises in the
field of building roads and bridges.

. The Departiment of Mines has set up an Expert Comumittee to suggest steps to
release some of the mineral-bearing areas reserved tor the public sector to the
privale sector.

. It has also been decided that private sector will be allowed to manufacture
solar cells — currently, it is 2 monopoly of public undertakings namely, Bharat
Heavy Electricals Ltd. and Central Electronics Ltd.

i The Board ot Directors has been reconstituted for units like Air India and
Indian Airlines, so as to run thiem on principles of professional management
by experts drawn from both private and public sectors.

The public sector units like NTPC and ['TI have been allowed to float bonds to raise
capital. This is a tendency towards market orientation.

All these together indicate that our Goverument is determined to allow private sector’s
entry into Schedule "A’ industries which have been hitherto reserved tor the public sector,
Additionally, the Government has also announced measures effecting delicensing,
broadbanding, decentralisation, democratisation, liquidation of inefficient and sick public
sector units, de-reservation of sectors hitherto meant exclusively for the small sector, tax
reduction, raising of investment limit, relaxation of MRTP and FERA controls, de-control
of sectors like essential drugs; liberal import of foreign technology, foreign capital and
foreign enterprise, etc. All these measures add up to a tremendous amount of economic
liberalisation. It some quarters, such liberalisation is being interpreted as the ‘revival of
Capitalist Development Process’. Such interpretation may only encourage the ideological
debate concerning the present state of the mixed economy of India. However, the
practical stand of the Government is that such measures only constitute a movement
towards an ‘efficiency-oriented system.

These developments at home coincided with similar trends towards marketisation in other
parts of the world which finally gave rise to the New Economic Policy in mid-1991. The
liberalisation, privatisation and globalisation measures envisaged in it are to be found in
the Industrial and Trade Policy documents.

3.7 ECONOMIC ENVIRONMENT AND BUSINESS
MANAGEMENT

If you have undertaken the Activity 3 seriously, you would have realised that there is lot
of overlapping or one iten may fall under difterent heads. This suggests a difficulty in
the classification of environmental variables. At the same time, it points towards
interaction among environmental factors.

Let us now examine the interaction between Economic Environment and Business
Management.

Business environment influences business management. The critical elements of business
environment otten interact with the critical elements of business management. The
critical elements of business management are : planning, direction, organisation, control
or co-ordination, staffing and supervision and evaluation. Management at all the levels,
top, nuddle as well as supervisory, is concerned with these critical elements to a certain
degree. Similarly, these very critical elements are the concerns of the management that
specialises in different functions such as production, finance, marketing, purchasc.
mventory control, personnel, public relations, research and developinent, etc.

Management, at all the levels of specialised functions, is influenced by the critical
elements of business environment. For example, when an industry faces business
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recession, the management may decide to cut down the rate of production or to pile up
inventory accumulation. When the market is being iivaded by an increasing number of
closely substitutable products, the management may decide to go in for aggressive
advertisement or cut-throat competition. When the financial institutions start interfering
too much with the day-to-day business operations of a firm, the firm’s management may
decide to depend exclusively on its own internal funds rather than borrowed capital.
When the government enforces minimuim wage legislations and other social security
measures for all permanent workers, the management may decide to recruit only casual
labourers through a labour contractor. Such example can be multiplied. The point remains
that the management always studies the environment and then makes/takes a decision
accordingly.

The existing business environment may act cither as a stimulant or as a constraint for
business management. If the prevailing environinent is favourable to business growth and
prosperity, then the management feels happy and responds positively. Small business
owners, for example, are often encouraged to produce more when the government pays
them subsidy. On the other hand, when the prevailing environment is unfavourable, it acts
as a disincentive. For example, when the government tries to impose a high tax rate on
corporate profits, many business concerus try to evade tax by under-reporting their
profits. It is interesting to note that the same environment may act both as stimulant and
as a constraint - stimulating for some and constraining for others. Reconsider the last
example. A high tax rate increases the propensity to cvade taxes: it induces lhe corporate
tax-payer to restrict his output, sales or profits. At the same time, this very situation
provides an opportunity to the tax consultant for a thriving business.

For the management, the environment is not limited (o the insttution of the govemment.
There are other institutions and forces as well. The management has (o take care of the
interests of other groups also, such as the workers, supplicrs and contractors, consuiners,
shareholders and many others. The workers organised in trade unions, oflten ask for
higher wages. The salaried middle-level managers, through their associations, may also
ask for a particular package of pay and perks. The supplicrs, organised in guilds, may not
always supply materials as per the specifications of the management, and they may seek
revised rates or change the quality and schedules of deiivery. The shareholders may ask
for higher dividends or they may like to have a greater say in the management. The
consumer co-operatives may seek lower prices and better quality for the product they buy.
All in all, the top management has to balance interests of all the parties — government,
trade uiions. manufacturers’ association, financial institutions, consumer co-operatives
and so on. Very often, the management’s own economic aspirations may come in conflict
with those ol other groups. It the management can readily resolve these conflicts, it gets
the better of environnent. And if the management accentuates these conflicts, it becomes
the victim of environment. The management may dictate or be dictated by the
negative/positive forces of the environment,

A good amount of managerial skill and dexterity is required in adjusting to the
environment. The managers must have a thorough knowledge, understanding and
cowmprehension of their immediate business environment. With experience and maturity,
the alert managers acquire the skil) to deal with the environment. Wien an environment
repeats itself, the experienced managers effectively display their ‘capability’ to take care
otf'it. When the changing dimensions of the environment establish a sudden departure
from the past trends and tendencies, the managers are called upon to demonstrate their
‘capability” to deal with the situation of risk and uncertainty. The envirommnent, thus,
poses a challenge for the management. The managerial ctficiency and/or effectiveness is
a measure of adaptability to the existing business environent. )

Environmental scanning, thus, becomes an important step towards corporate planning and
business policy decisions. Corporate managers analyse the Strengths (S), Weaknesses
(W), Opportunities (O) and Threats (T) that ¢xist for their organisation in the context of
its environment. The SWOT analysis precedes the making/taking of strategic and tactical
decisions by the management.

“lrrespective of the tact that it is office management, factory managenment, farm
management, hospital management, bank management or any other manageinent,
business management everywhere is determined by, and determines the business

~environment. We have so far treated a firm and its management as a dependent variable,

the explanatory variable being the environment. Let us now consider the opposite
situation. The totality of business behaviour of ditferent corparate entities 1nay also
determine the form and content of the environment. If he managements of different
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public enterprises ask for more ‘autonomy’, then there emerges a tendency lowards
laissez fuire business environment. Or suppose, the management-labour relations
deteriorate day-by-day first in one firm, then in some other firms, then in one industry,
then in different industries, because of some sort of ‘demonstration effect’. then the
national economic environment, sooner or later, will be affected by such unhealthy
industrial relations. Or, say the preparation of the balance-sheets of a growing number of
companies was directed by considerations of ‘accounting convenience’, rather than
‘accounting convenfions’, a study of such balance-sheets will present a distorted picture
of the national invesunent climate, With the help of these exaimples, you may argue that
individual behaviour patterns of individual firms and their respective managements
together determine the macro-level environment of business and industry.

Environment and management thus influence cach other. The existing environment
influences corporate level planning, business strategy and business tactics: it also affects
the siz¢, structure, location, integration and growth of business. The management’s
staceess or failure is determined by its adjustment of favourable/adverse environmental
factors. The nature of such realisation, its frequency and duration, induces corporate
managers to cultivate some standards of business philosophy. business ethics and
business practice. Simultaneously, the government managers, the labour managers and
the like also start adjusting to the changing organisation-culwre. This yields a new
business environment. And so the process continues. It is thus, a never-ending process of
interactions : Environment — Management — Environment — It is like a biological
organism which keeps both the environment and the management continnously
responsive to each other.

Activity 6

Think about your own organisation or any other. You may now attempt .« SWOT
analysis of its business environment. Do name the organisation and the industry it
belongs to before you start.

Name

Let us not confine ourselves 0 mteraction between Economic Environment and Business
Managemcnt alene, You may also like to consider the interaction between Economic and
Non-economic Environment. B.M. Richman and M.R. Copen, in their book International
Management and Economic Development, have, in fact. developed the concept of
‘Interaction Matrix’ to stress the significance of this or other forms of inter-dependence
among environmental variables.

3.8 ECONOMIC AND NON-ECONOMIC
ENVIRONMENT : THE INTERACTION MATRIX

The economic enviromment of business exercises a strong ufluence on the non-economic
environment of business just as the non-economic environment influences the economic
environment. The cconomic environment is, thus, both exogenous and endogenous, it
determines as well as it is determined by non-economic environment. Let us consider a
few specific ‘interactions’.

The sociological environment gffects and gets affected by the economic environnient of
business. The social attitude towards business and management determines how many

people get attracted to private business as an activity and to management as a career. If
business gets a social sanction as a respectable profession, the occupational structure of a



country will retlect a sizable category of professional managers. On the other hand, if
more and more of the active labour force joins professional management, the social
attitude towards business and its management also changes. Let us take another example.
Social movements largely determine the economic system. If the workers cultivate an
attitude of confrontation rather than co-operation with management, a repressive
economic system may be needed to cope with industrial disorder. On the other hand, if
the attainment of rapid economic growth is the target, the management must bring about a
labour-productivity revolution and for that, payment mmay be based on the productivity of
labour rather than the profitability of business. To operate on productivity-based wages is
to operate on the system of incentives and positive attitudes of the labour. The attainment
of a specific economic objective is thus, conditioned by a specific social attitude and
discipline.

The educational-cultural environment and the economic environment of business are also
inter-dependent. The state of economic development acts as a decisive factor in the
choice of a system of education. For example, only a relatively high-income country can
afford to import costly higher education in science and technology. The system of
education, on the other hand, may be responsible for a given economic environment. For
example, the emphasis on education in the ‘arts” and a lack of vocational courses may be
held responsible for the economic problem of unemployment in many countries. At the
corporate level, the inter-dependence between educational and economic envifonmental
factors may at times take the form of a vicious circle. For example, a low-profit business
concern may not find resources to finance management training or executive :
development programme. As a result, there may be a shortage of highly qualified and
trained management personnel. Thus, lack of trained competent managers may lead to
business incfficiency.

The politico-legal environment and economic environment of business are also
interlocked to such an extent that we sometimes think of the ‘political-economy’ of
business. In a situation of political stability, business enterprises happen to be
forthcoming and businessinen are willing to take more economic risks. But if there is
political instability, business uncertainties multiply and, therefore, individuals may not
like to take up new business ventures. The state of business in Punjab is a recent example.
Similarly, the ideology of the ruling party influences the economic system. The ruling
party which believes in using socialism as a strategy and nationalisation of enterprises as
a tactic to strengthen the economy, may be detrimental to the interests of the private
business sector. It may kill its business incentives to expand its range of operations. On
the other hand, sometimes a series of political legislations may be necessary to cope with
the economic environment. To fight economic crisis and industrial recession, the strategy
of streamlining of the administration and simplification of the procedural matters may be
adopted. In fact, difterent legislations of the government (like MRTP Act, FERA, and
Urban Land Ceiling Act) are often politico-economic in character : this is borne out by an
analysis of the content and intent of different legislations and political announcements.
Also, the state of economic environment decides the continuity or discontinuity of a
particular political administration; the statc of political environment, in its turn, decides
the pattern of economic legislations.

The historical environment and the economic environment of business are also
inter-dependent. The present (economic) environment of business can be treated as a
legacy of its past (historical) environment. Every business has a history, a history always
has a lesson to teach. As such, the present is a reflection of the past, and the present can
also be handled in terms of the experiences of the past. A number of examples may be
quoted. The economic environment of a country today is partly determined by the
available structure of industry in that country. Today you find a number of extractive
industries such as mines and plantations in our country. These industries can be traced
back to the colonial pattern of investment in the past. The British empire was interested in
the colonies so that it could easily (a) get the raw materials for its industries, and (b)
dump the finished manufactured products in the colonial markets. The colonies, thus,
supplied the market as well as the raw materials : In other words, the economic
environment of business in the newly independent nation-states is the outcome of the
colonial infrastructure which those countries had in the past. Similarly, the past history is
arecord of events, and a storehouse of lessons which can provide guidelines for present
economic policy decisions. The achievements of the Five-Year-Plans in the past may
provide direction to the formulation and implementation of the current Five-Year-Plan of
an economy.” And the present performance of a plan will decide the future course of
planning. It suggests that the environmental factors are inter-related on the time scale too.
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Finally, we come 19 the interaction between the physical environment of ¢t country and the
econcmic environment of business in that country. A number of iegisiations have been
enacted in many couniries to conserve its natural resovrces and to preserve its natural
physical environment. These environmental fegislations may impose a constraint on the
expansion of a given business concern like a factory. Thus environmental considerations
limnit the expansion activities of a business firm. On the other hand. the size of a plant, the
scale of output, the organisation of firms, the structure and location of industries may lie
at the root of either environmental improvement or environmental decay. Thus, the social
responsibility of business today means taking care of the environmental impact of various
economic and technological activities. To the extent this social responsibility is not
discharged, laws refating to business and industry will increasingly turn out to be laws
relating to the physical environment of business. From this standpoint. one may feel that
in addition to the existing functional areas of management (production, finance,
personnel and marketing), we are soon going to have a new area of environment. The
point remains that the physical epvironment as a factor is becoming so significant
day-by-day that it may be treated as a critical element within the economic environment
of business.

In the foregoing pages, we have discussed how the economic environment in general
interacts wiill the non-economic environmental factors. If you think a little more. you will
discover that individually each critical element of the economic environment (namely,
economic system, economic structure. functioning of the economy through sectors,
economic policies, prograrmes and controls) interacts with cach critical eleinent of the
non-economic environment (hamely, sociological, political, historical and physical) and
their respective sub-elements. We can conceptualise this inter-dependence or
inter-locking of various environmental factots in terms of an Interaction Matrix. For
example, in Interaction Matrix below we have listed the critical elements of
non-economic environment along the rows and the critical elements of economic
environnient along the columns thus yielding a (7 X 5) matrix. When a given element of
the economic environment influences a given element of the non-economic environment,
you draw a short line vertically, and when an element of the non-economic environment
influences a given element of the economic environment, you draw a short line
horizontally. Thus in case of inter-dependence among the environinental elements, you
end up with a plus sign which suggests a two-way interaction; The Interaction Matrix
serves as a ready-reference for understanding the environmental relations and reactions.

Interaction Matrix

Economic E i Ec i Functioning | Economic Economiq Economic Economie Economic
Environment System Structure of the Planning Planning | Policies— | Control & Growth &
- (Anafomy) [ Ecomomy | (Long-term)| {short-term)| Fiscal & Regulation | Development
[ via Sectors ‘| Monetary
Non-Economic
Environment
I + + + + + + + +
Suciological
(2) + + + + + + + +
Educational- : ’
culture | 1
3) + + + + + + + +
Politico-legal
[
@) + + + + + + ] + +
Historical
[ [
(8) + + + + + + + +
Physical-
Geographical L e

Activity 7

Treat the preceding Interaction Matrix as a model and figure out a few more
Interaction Matrices. You should try to inter-relate the environmental variables
classified on various criteria such as space, time, factors and torces, Corresponding
to each element in a given matrix, think of a real specific example from the
business world of India.



Fceonomic Environment

3'9 SUNIMARY amvd Policies
Business environiment affects business management, In this unit you have observed :

i environment is a complex phenomenon

. a number of problems are involved in the identification, description,

explanation and prediction of’ environmentai factors

. the environmental factors are dynamic. It is difficult to conceptualise and/or
quantify the proportion of change as well as the direction of change in
environmental factors

. the environment may be classified (for convenience of analysis) on different
criteria such as
Space — Local, regional, national and international environment
Time — Past, present and future environment
Forces ~ Market and non-market environment

Fuactors — Economic and non-economic environment

. the environment factors can be treated as ¢xogenous as well as endogenous.
The factors are inter-locked to such an extent that you may make use of the
concept of Interaction Matrix to illustrate their interdependence

d the present national economic environnent may act either as a positive
stimulant or as a negative constraint for the management, thus atfecting
business efficiency

. the Indian economic environment — data environment as well as the system
environment — can be analysed in terms of the conceptual framework
presented here. India has a complex mixed economy.

3.10 ANSWERS TO SAQs

Refer the relevant preceding text in the unit or other useful books on the topic listed in
the section “Further Reading” to get the answers of the SAQs as well as guidance for
performing the given activities.




