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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 orsanisation, 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 
mqager, 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, 

identify the critical elements of economic environment of business, 

analyse the interactions between economic and non-economic environment, 

establish the nature of interaction betwe'en 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. 



In pursuing these aims and objectives, our focus will be primarily 011 thc Indi;~rl 
~nvironnient of business. We shall try to identity, describe and analyse the lridian 
situation to understand its iinpact on our business. Our ultimate purpose is to Ualn our 
engineers to become a good business inanager to tace the macro-level environment ot 
husiness. In fact, as ari 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 successful 
in your day-to-day business operations. 

The term 'environnient' refers to the totality of all the factors which are external to and 
heyorid the colitrol of individual business enterprises and their management. Environment 
tunlislies the macro-context, the business firin is the micro-unit. The environmental 
factors are essentially the 'givens' within which the firms and their managenleiits inust 
operate. For example, the value system of the society, tlie rules and regulationc laid down 
hy the government, the nlonetary policies of the central bank, the institutional set-up of 
[he country, the ideological beliefs of tlie leaders, the attitude towards foreign capital and 
enterprises, etc., all constitute the environment system within which a business firm 
operates. These environmental factors are nunlerous in number and various in forin. 
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 ter~ns. 
Thus, the environment of business is an extremely complex phenomenon. 

The environmental factors generally vary from country to country. The environnieiit that 
is typical of India, may not be found in other countries like the USA, the USSR, tlie 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 niagnitude 
and direction of environmental factors differ over regions within a country ant1 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 Statr and Central 
governments in India and tlie 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 wliat it 
was like in the past. 

Sometinies the environment may be classified into market environment and noii-market 
environment depending upon whether a busi~iess firm's environment is inllue~iced 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 illto 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 liand, 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 lion-economic environment has economic implicatio~is just as tlie 
economic environment may have non-economic implications. Since the environment is 
the sum total of history, geography, culture, sociology, politics and economcs of a nation, 
the interaction between economic forces and non-economic forces is bound to t'ake place. 

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



Now, think of your own orgar~isatioil 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 opcratio~is. identify some 
of its environn~ental factors as in the model given below. 

Organisation : Indian Airlines (IA) 

Environmental Factor.s/Forces within which IA is Operating 
-- --- - 

Social k l'olitical Econo~nic Physical 

IA carries various 1A comes under the - IA's traffic is The fleet composition 
types of passengers : Ministry of Civil grclwing despite the of IA is quite moden]. 
businessmen. Aviation; it is fact that air travel is But IA carulot use 
government subject to beuxning costlier. Airbus for all its 
officials, private Parlia~nentary - Fuci economy is sectclrs hecause the 
individuals and control. IA's pru11~11y airpc>rt facilities are 

1 tourists. concern today. not adequate. 

Your organisation : . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Enviro~~nlcntal factors/fi>rccs ' 

Economic Phvsical 

Do not proceed further without conipleting this Activity. It should be enlphasised at this 
initial stage that you will ~niss  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 identifv and classifv the environmental factors 

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

3.3 SOME BASIC PROPOSITIONS 

As a preludc to the description 'and analysis of business env~ronment in ally economy, you 
may exami~le the threc basic propositions as given below : 

(a) business is ,an economic activity, 

(b) a business firm is an ecvnomic unit, and 

(c) business decision-making. is an economc process. 



.These pr[\llosilions Jrmy be exi~mincti separately or jointly to justify the study of 
economic' -:~;~~ronment of business in any country. 

Hnsiness is an economic activity 

A n  economic activity is the task of adjusting thc means (resources) to the ends 
rtargetsj? or the ends to the mcans. An cconon~ic activity may assume different 
for~ns such ;IS consumption, productini~, distribution and exchange. The nature of 
husiness differs, dcpendiilg upon the forni of economic activity which is being 
undertaken i~nd orgimised. For example. manufacturing husiness is parimarily 
concerned with production: stock exchange business is mainly concerned witti the 
huying and selling of shares and debentures: the business of goverllment is to run 
the administration. The government may dso  own cc)ntrol and manage public 
enterprises, and the husiness 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 busincss has a target to achieve and for that, each business has some 
resources at its disposal. Sometimes the target has to be matched with thc given 
largel. Either way, the task of husiness is tn optimise the outcome of  ecolil jmic 
activities. 

A husiness firm is an economic unit 

A husiness firm is essentially a transformation unit. It trarlsfornls inpul into output 
- goc>rfs or services or a combination nf both. The nature of inpul requireme~lts 2nd 
the t.ype of output ilows arc determined by the size, structure, location and 
efficiency of thc business firm under consideration. The business firms niay be of 
differcnl sizes and forms. They n~ay  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 
n~aximisation in the long-run. Profit is essentially 'a surplus value' - the value of 
output in excess OI t h ~  -.slue 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 productive1 y invested. The 
firm, therefore, carefully plans the optimum 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 
econonlic ac.tivity of the business' firm. 

Business decision-making is an economic process 

Decision-making involves making a choice from a set of alternative courses of 
action. Choice is at thc 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 mninimise the use of resources for achieving a specific 
target. In other words, whcn 'input' is the constraining factor, the firm's decision 
variable is the 'outputt. And when 'output' is the constraining factor, the firm's 
dccision 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 
m,&es it an ecoliomic pursuit. 

Since business is an economic activity, a husiness unit and business 
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). 

SAQ 1 
(a) What is an economic problem ? 

(b) What is an optimum ecr)nomnic activity ? 

(c) The organisation you work for should be treated as an economic unit. Why ? 



Activity 
Get 

2 Ecoaomic Environ~nent 
and Policier 

some pr~~itcd literature concerning your own organ~sat~on or any other 
busmess organ~sat~on, cv you can even read the 'corporate news' in inagazines like 
Hu,sints,c India, Business World etc. Attempt an economic interpretallon of the facts 
and figures that you have at your d~sposal. You may beg~n  by asking s~nular  
questions as you find in SAQ I. Briefly jot down the points. 

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

3.4 ECONOMIC ENVIRONMENT 

You n~ay new consider a firni as an econoniic inslitution in a market syslenl. The market 
behaviour of the firm ref  ects the nature of the econviiiic decisions taken by the manager 
of the firni. Micro-economic decisio~i niakirig by the firm has nevertheless to be made 
within h e  hroader nracro-econoniic enviro.nrnent. Econo~nic environment of business 
refers to the broad characteristics of the ecorlonlic sysrcni in which a business firni 
operates. 

The present-day economic environment of busi~iess is a co~iiplex plienonienon. The 
busiriess sector has economic relations with the governnienl, the capital niarket, Ihe 
household sector a id  lhe foreign sector. These differelit sectors togetlier ililluence Ule 
Ere~idsmd structure of  the ecolinnly. The for111 and functioning of tlie economy varies 
from country to country. Tlie design and structure of :ul economy systeni is conditioned 
by socio-political arrangements. Such arr;~ngements are relevant frriln the stancipoint of 
macrorecononuc decisio~i niaking. 

For cxample, in a democralic set-up, people exercise an influence, direct or indirect, 
through Clie systelii of casting votes. on tlie nature of the dccisioris taken by tlie 
government. In a parlial~lelitary system, most decisio~is are processed by the Cabinet 
Ministers, wliereas under a presideritial for111 of government tlie President acts as the real 
manager of tlie State : It is he who takes or niakes decisions. Similarly, 
macro-decision-making is more dece~ltralised in a federal form of government than in a 
unitary form of government. 

You inay argue that the decisions being referred to are political decisions. True, bul it 
n~ust be empliasised that political dscisions have far-reaching economic implications. 
After all, the goveniment is the manager of economy. Tlie nalurc oi government 
ownership, cc.)ntrol and regulation of econonlic activities of a country provides form and 
shape to the nature of economic organisations. In a capitalist society, the privale sector, 
induced by tlie profit-nmtive and guided by the indicatiun of a free-market ~nechanisni, 
takes the ma.jor eco~io~nic decisio~is of investment, production and distribution. In a 
socialist society, such decisions are taken by the govemnlent which is guided by tlie 
social welfare motive and central planning. 111 a com~riu~list society, econonlic decisions, 
including that o f  consumnption. are ti~ken by die State in tlic interest of the community as a 
whole. In a mixed economy, private, public, joint sectors and the like, all have sonie say 
in the major decisioils that influence the functioning of an economy. 

All lnodern economies, whether capitalist, socialist, communist or mixed, have certain 
funrli~mental ecorloinic problems to rlcal with. In each and every ecoliolny, includiiig the 
so-cal1ed"'~ffluent Society', most of the resources are scarce. Ci)mequently. choices 
concerning the resource use have to be made together by individuals, by busiiiess 
corporations, and by the society. It is the social choice and co~nmu~iity prefererice which 
give substance to the question of macro-econon~ic decisions. Froni the standpoint o f  
resources, tlie basic econsnlic problem of every economy is that of just allocation of 
resources and subsequent optimum production. Tliere are many aspects to this proble~n '? 
What to produce ? How to produce ' I  For whom to produce '! When to produce ? Every 
economy has to decide on the quality and quantity of tlie goods and the services to be 
produced. It has to decide on the nature of technology and technique of production in 
view of 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 



Basic Concepts that similar decisions are taken by individual firms and there is no end to such decisions. 
Thc process of decision-making differs depending on how these problems are solved in 
different econonlics. This is what constitutes the functioning of the ecouomy or tlic nature 
of econonlic environment. At the cost of over-simplification, certain points can be made 
about the organisation and functioning of modern econonlics : 

(a) In most of the econonlies, bofh 'free rnarkct mechanism' and 'centralised 
planning' exist in different degrees. By 'free market mechanism' or 'price 
mechanism', we mean a free play of the 111arket forces of demand nnd supply to 
determine an equilibrium solution of the allocation problem. Market ~nechanisnl 
deternlines cornniodity prices, factor prices and income distribution. By 
'planning', we mean a programme of action that shows consistency imd 
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-econonlic decisions yielding maximum 
good for the maximum number. Thus, the economy in which a business firm 
operates today is not an exclusivcly free economy making an indiscrimillate usc 
of prices and the markets, rather it is directed by a system of planning. control, 
regulation and co-ordination. 

(b) 111 most of the cconomies, positive intervention bv government in day-to-day 
economic affairs is on tlie increase. Planning is a form of governmental 
intervention. Besides this, thc government can also intervene through a system 
of controls and regulations. The welfare state principle induces the government 
to enforce minimum wages, co~nmodity control, fair trade-practices. etc. 
tlirough legislation. The basic objectives of such cconomic legislations and 
policies are : growth, efficiency and equity. It is the interfering mle of modem 
government that has made most of the business firms socially responsible. 

(c) Modern econo~~lies are not 'closed', but 'open': they are actively engaged in 
international trade and co-operation. So, the international transmission effect 
today is stronger than ever before. Though there are disparities in the levels of 
income and standards of living over space and timc, there is a conscious effort 
to develop the poor nations. The maintenance of steady growth in developed 
countries is dependent on the acceleration of growtll 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 111,akinp 
strident moves. In order to keep their dynamism, the economies are determined 
to develop science and techmlogy, and to balance environment and ecology, 
and this is going to Tct as a unifying force for the world economic order. These 
facts determine the environment and set the constraints within which the 
modem business firm must operate. The management cannot overlook the 
market or tlle non-market environment. No management can ignore the function 
of markets, the objectives of national planing, the policies of the government 
or their social responsibilities, or the rate, pattenl and structure of economic 
changes, or the ftwms of international co-operation. Progressive nlanagement 
must keep itself continuously informed about the magnitude and direction of 
changes in national as well as international economic environment. ()f  course: 
both economic and non-economic environment have an iniportant beiuing on 
economic decision-making by the management. 

Activity 3 
C'm you recall son~e  of the basic observations concerning the nature and 
functioning of modern economies in general ? 



Activity 4 
Read the latest World Development Report of the World Bank. If il is not 
accessible, you may fall back on your general knowledge. Write down the tusl 
hand information available to you on 

World Economy lndian Economy 

- i 

Please note ha t  you are required to take stock of the latest developments i.e., the 
current situation. 

1,et us now nlove 10 more specific issues Wliel~ you alleu~pl lo ualysz Uie ec,l,li,,,llic 

environment of business in any country, you have to, first of all, identify the critical 
elements of that envirolment. 

3.5 CRITICAL ELEMENTS 

111 what follows, we intend to identify and describe a few critical elements of econotiut 
environment. These critical elcrnents are relevant from the standpoint of both, corporalL 
business management and national economic rnanagcment in India. 

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

economic system 

nature of the economy 

anatonly of the econonly 

functioning of the economy 

econo~nic planning and programmes 

economic policy statements and proposal> 

economic controls and regulations 

economic legislations 

economic trerlds and structure 

economic problems and prospe~l,\ 

These critical elements nlay not be always 111111 J , I I  , 

separate units for analytical purpose. 

Economic Entiru~utaent 
and Policies 



Basic Concepts An economic system defines the inslitutionalframework of the environn~nr. The 
ownership, control and management of the enterprise reveal the nature of the economic 
system. The role and responsibility of tile private sector, public sector, joint sector, etc. 
throw light on the philosophy and practice of an econor~uc 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 
.framework qf  the environmcnr. The level and composition of per capita income indicate 
the level of growth and developnlent. Available natural resources, human resources and 
lllaterial resources of a country set a limit to its factor endowment which determines its 
production. Tile occupational distribution of labour force, the structure of national output, 
the composition and pattern of foreign trade, Ule 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 
antifornv. The national economy ist after all, a cornbination of the household sector, the 
corporale business sector, the government adnur~isuation, the capital niarket and the 
(foreign sector. This is suggested by the national irlcome and the social account.ing 
approach. The order 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 reference to the terms discussed 
above. you may now attempt an explanation of its ,functioning. You will discover thal 
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 affected 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 questi0n.i~ : Does 
money matter '1 Tllere are different answers to this question: (1) Money does not irlatter 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 economic environment of a country like India. This will 
provide you witn' 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 
envirc)nnment. Most countries function today on the basis of planning. Either it is plarining 
by direction typical of a socialist economy, or it is planning by incentives, i.e.. democratic 
planning typical of a mixed economy, or it is indicative planning typical of the French 
Economy. It is tllrough the system of a perspective planning, five-year planning and 
annual planning that the economies try to overcome their environmental constraints and 
optimise their achievements over a period of times. 

Planning is a programme for action, it is not a guarantee in itself. The formulation of 
plans and prograinmes must, therefore, be followed by proper implementation. This calls 
for econonlic policy strLternent,r and legislations. Apart fro111 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 tlle 
instruments of money and credit, policies, exchange rate policies, etc. Somc sort of 
physical policies of controls and regulations may also be needed. Price control, trade 
control and exchange control are all rnoves 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-periodfluctuations and long-ferm trends 
in macro-econornic 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 arid dimension of various macro-econornic probleins 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 challe~lges to the management, 
corporate business management as well as national economy management. 



Ecnnon~ic Environmeni 
and Policies 

Activity 5 
Somebody p~cked up at random. the following headlines from newspapers k d  
magazines published in India. Identify each one ot them and place it under the 
broad categories of critical ele~nents of economic env~ronment : 

Headlines : 

Finance Minlster announces drought relief measures; MODVAT being revlewed; 
20-Point Econonuc Programme; Bonus Ordinance; Wholesale Price Index still 
r~sing: FERA Amnesty Scheme; Non-resident Indians' investment incentives; 

I Power m 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 

t relations climate better; A mid-term review of the 7th Plan by the end of 1987; Pay 
Conlrnission Report released; Trade unions on war path: Department of 
Environment for Ecological Balance. 

1 Economic Legislations 1 

I 

I 

Economic Anatomy 

Economic System 

Economic Planning and Policies 

3.6 INDIAN ECONOMIC ENVIRONMENT 

1 Economic Controls and Regulations 

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 econo~nic 
environment of a country can be described and analysed in terms of its (a) cklta 
environment, (b) systenl environment, and (c) 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 phvsicnl trends and structural co-efficients. The 
system environment of Indian ecollt)my 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 th[m evolution 01 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 econonuc system. Let us elaborate this further. 

Firstly, a simple mixed economic system is characterised by the existence of private and 
public sectors. India has a illultiplicity 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, sinall 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 {nixed economy is characterised by complimentarity between 
planning [md pricing. India has a n~ultiplicity of mechanisms at work: l'ive-year plans, 
annual plans during plan boIidays, pointed econoinic reform and reconstruction 
prograinmes during and after plan vacation, ideas of rolling plans; an elaborate system of 
controls and regulatory measures, atteinpts towards streanllining 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, 



H:~sic Concepts retention prices, procuremelit prices, levy prices, and free market prices: contradictionary 
monetary policies atid exp'msionary fiscal policies, etc. In India there is a complex 
systeni of liberal rules, strict regulations, control mechanism, planning and a host of price 
regulations. 

Finally, a simple nlixed 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 functic,n in India is defined by the multiplicity of objectives which ,are 
sometiines conflicting in nature. Fc)r example, in terms of our five-year plans. India is 
airnillg 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 ecoriomic growth. T i e  fruits of economic 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 conlpatible 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 i~ld~~strialisation 
ant1 large investments are undertaken. Such investments increase the flow of inoney faster 
than the tlow of output. This generates inflationary forces. Thus price stability comes in 
conflict with eccmomic 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 c~vercoining balance of 
payments difficulties, but it increases the domestic money supply and the prices. 
Examples can be ~nultiplied to demonstrate tlie inherent conflict anlong tlie objectives 
which the mixed econoniy of Indian hopes to achieve. To top it all, different iiistrurr~ents 
have been used to attain different target variables - fiscal policies for growth witli justice, 
monetrry policies for price stability with growth, price and output controls for price 
stability with justice. This has led to further confusion. 

To sum up, tlie so-called mixed econoniic system of India sometimes gives thc 
impression of a mixed-up econornic system that is characterised by ~nultiplicity of 
sectors, multiplicity of instruments, multiplicity of objectives and muItiplicity of 
adjustments to resolve the contlicts between various sectors, between instrunleiits and 
between objectives. 

The present day mixed economy of India has evolved through a series of policy 
formulations and legislations. 1t.started with the Industrial Policy Resolution of 1948. 
This was followd by tlie Industries (Development and Regulationj 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 atid 
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 regulatioils on 
prices, output, production, distribution arid trade, and various nationalisation scliemes 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, emp!oyment generation, export promotion, import 
substitution, consumer protection, correction of regional imbalances through tlie 
development of industrially backward areas and 'economic federalism' witli 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 l a b s  for 
tiny units, Rs. 20 lakhs for small-scale units and Rs. 25 lakhs for ancillary units. Sonle 
other important provisions of the 1980 policy are as follows : 

regularisation of excess capacity: 

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

promnotion of 100% export-oriented units: 

development of 'nucleur plants' (on the lines of District Industries Centres); 



revival of sick units through a package or' modemisation measures; and 

re-orientation of the public sector, including the development of its managerial 
cadres. 

As a follow-up to the 1980 stalement, the goverrlment announced some further 
concessions on April 21, 1982. Among lllesc, llie i~iiporrant ones were the following : 

the list of 'core sector' industries had been revised by irlcluding five more 
mdustries. It implied that the FERA companies arid 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 prodnction; :and 

large houses and multi-nationals woultl be permitted to set up u ~ l ~ t s  outside the 
core sector if' h e  units are predonlinmlly export-tn-ieuted, i.e. 60%; expxt  111 
respect 01 iten~s not reserved and 75%~ for itenis resellred for small-scale sector. 

Such liberalisation lneasures were supplemented by relaxation 111 price and di~tribution 
controls. amelidnlents in tlie provisions of MRTP Act relating to the definition of '~narket 
dominance', exemptioii froin the need to obtsiu MRTP clearance for procluction in sectors 
of 'national priority', etc. Such n~casures were specifically desiyned to assist the 
expalsion of i~lclustrial production during 1982, the Productivity Year. 

During 1983-85: the Industrial Policy pursued by the Gowenin~eni of Ii~diil placeil 
empliasis on ~riodei~listit io~~ a ~ ~ d  technological clpgradalion of better capacity utilisi~don 
and larger producl~on. For example: in order to promote deniimd, excise duties were 
reduced on colnmercial vehicles, refrigerators, batteries, tyres and tubes. M-ajor 
concessions ~ I I  excise ;uid import duties were given for the benefit of the electronics 
industry will] effect from October 1; 1983. 

With the install;~tion of the new Government u11dt;r the dyna~ilic leadership of young 
Prime Minister, Late S l ~ i  Rajiv Gandhi, steps were taken eowards evolving a dynamic 
econo~llic system. There was then a feeling lhat the Indian econoniy lias received a fresh 
lease of life. 

The Seventh Five-Year Plan (i985-YO) provided a new direction to the developmerit of 
the Indian economic system. As per llie Plan, new parameters of efficiency and eyuity 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' absorbh~g and developing new 
technology. I t  has to master the i~nperatives of modernisation. I t  Iras to first establish ancl 
thereafter spread a new work-culture in the industry that is based on productivity, 
efficiency and quality; it has to generate larger surpluses for investine~~t a r~d  bring about 
development of material as well as liunlan capieal. As our ti~en Prime Millister stated : 

Llevelopment is not about ,factorie.s, clums and roads. Ilevelopment is uhout people. 
The gonl is nlrrterial, cultural anti s~~l'rituul,fulfi'lvr~entIf'or the: pooyle. Tlze human, 
,ff~cto r is qf .su.prerne value in cie~leloprtient. 

The private sector has also been assigned a more challenging mle threri ever before. The 
percentage share of private sector in the total Plan outlay has been stepped up to 52%) (in 
the 7th Pl;m) from about 47%> (in tlie 6th Plan). Of course7 it lnurt he nored that prestmtly, 
the focus is Inore on 'output' t h u ~  (011 'outlay'. The share of the private sector has been 
increased on grounds of efficiency. It has been ohserved that return rnensured in terms of 
output per unit of outlay is higher in the private sector than in the public sector. 

During IYd5-871 till: Government took a large number of irleasures to encourage the 
private sectc~r. Somc of these mea'ures which are broadly referred to as 'privatisalion' 
and 'liberalisation' :Ire given kelnw : 

T> k ' , ate bicls have bee11 irlvifed lor oil drilling by bulil (iii asrd N~tural Gas 
C:orrimnission and (.)il lndia Ltd., on a conuact basis. 

Mangalore and Karnal ret~ner~es are be~lig set up m the lo111i sector. 

Mole recently, as part of h e  Assam accord, Clc t i o~~e rn~nen t  has 31~1r)unced 
Illat it will assist in the setting up of il small size rt1inc::r in the prll.rate sector 
in Assam. 

In LEie power sector, apart from the expanuon of U12 'Tata J31er1nal Unit', tlw 
Govenin~ent lias hinted at the possibd~ty of the prlvate sector settlrlg up new 
units. 

Econo~iiic E~~virou~nznt 
and Policies 
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The Govemmnent has decided in principle to encourage the private fu~ids 
including foreign capital for setting up container terminals and port 
developmnenl. 

At a nieeting of a Parlianie~ltary Consultative Committee on Civil Aviation. 
the Governnle~il has proposed 'Air Taxi Service' in the private seclor. 

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

The Centre has asked the Shtc Govzrnnlents to enlist private enterprises In the 
field of buildlng roads and bridges. 

The Department of Mines has set up an Expert Committee to suggert steps to 
release soine of tile mineral-hearing areas reserved for the public sector to the 
privalc: sector. 

I t  has also been decided that private sector will be allowed to manufacture 
solar cells -currently. it 1s a ~nonopoly ot public undertakings naniely, Bharat 
Heavy Electricals Ltd. ;uld Ccntral Electron~cs Ltd. 

The Board of Directors has been reconslituted for units like Air India and 
India11 Airlines, so as to 11x1 Uiem on pri~iciples of professional n~anagement 
by experts tlrawn froni both private and public sectors. 

The public seclor units like NTPC and 1TI have been allowed to float bonds to raise 
capital. Thls is a Lel~dericy towards market orienlation. 

All these logelher indicate that our Governmcnl is determined to allow private sector's 
entry into Schedule 'A' industries which have been hitherlo reserved for Uie public sector. 
Additionally, the Government has also announced measures effecling iielicensing: 
broadbanding, decentralisation. democralisalion, liquidalion of inefficient and sick public 
sector units, de-reservation of sectors hitherto meant exclusively for the small sectorl tax 
reduction, raising of inves(me~lt limit, relaxation of MRTP and FERA controls, de-contrc,l 
of sectors like essential drugs: liberal import of foreign lechnology, foreign capital ant1 
foreign enterprise. etc. All these nleasures adti up to a tremendous amount of econonlic 
liberalisation. I11 some quarters, such liberalisation is heillg 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 movemnent 
towards an 'efficiency-oriented system. 

These developments at home coincided wlth similar trends towards marketisat~on in other 
parts of the world which fnlally gave rise to the New Economic Policy in mid-1991. The 
liberalisation, privatisation and gIobalisation rneasures envisaged in it are to be found in 
the Illtlustrial anti Trade Po l i~y  documents. 

- - - - - - - - - - 

3.7 ECONOMIC ENVIRONMENT AND BUSINESS 
MANAGEMENT 

If you have u~ldcrlaken the Activity 5 seric-)usly, you would have realised that there is lot 
oC overlapping or one iten] may fall under cl~ft'erent heads. This suggests a difficulty in 
the classification of environmen~al variables. At the same lime, it points towards 
in,lerclcrion among enviro~~mental factors. 

Let us now exa~nine the interaction between Economic Environnlellt and Buslness 
Manage~nent. 

Busiriess environment inilue~ices busiliess management. The critical elements of busi~iess 
environnlent otton interact with the critical elenlents of business n~magement. The 
critical elelnents o f  business management are : plailning, direction, organisation, control 
or co-01-dination, staffing and supervision and evaluation. Management a1 all the levels, 
top: nuddle as well as supervisory, is concerned with these crilical elements to a certain 
degree. Si1llil:trly. these very critical e l e~ l l e~ l~s  are the concerns o f  the management that 
specialises in difterent functions such iIS production, finance, marketing, purchase. 
inventory conlrol. pcrsc?~mel, public relations, research and developlnent, etc. 

Managemenl, at all the levels of speclalisecl functions. is i~ltluenced by the crit~cal 
elements of business enviro~i~ne~lt.  For example, when an industry faces buslncss 



recession, the management may decide to cut down the rate of production or to pile up E c o n o ~ ~ ~ i c  Enviroo~nent 
and I'ulicirs 

inventory accumulation. When tlie market is being iilvaded by a11 increasing number of 
closely substitutable products, the ~nanagement nlily decide t o  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 managcme~lt may 
decide to depend exclusively on its own internal filllds ralher lhan borrowed capital. 
When the government eilt'orces rniillmu~n wage lcgislatious and other social security 
nleasures for all permanent workers. the management may dccidc to recruit only casual 
labourers through a labour contractor. Sucli exanlple can be multiplied. The point remains 
that L I I ~  nlanagement always studies tlie environment and then ~uakesltakes a decision 
according1 y. 

Tlle existing business enviro~lment may act cithcr as a stinluian: or as a constraint for 
busilless management. If the prevailing environ~nent is favourable to business growth and 
prosperity, then the ~i~;magemenl feels happy ;1nd responds posirivcly. Sinall business 
owners, for example, are often encouraged to produce more when the government pays 
tllerri subsidy. On the other hand, when the prevailing environ~l~ent is unfavi)urablct, it acts 
as a disincentive. For exa~nple, wlierl the gcivernnlent tries to Impose a high tax rate on 
corporate profits, many business concerns try to evade tax by under-reporting their 
profits. It is interesting to noie that the same environ~uent may act boU1 as sli~nulant i ~ i d  
as a constrairlt - stililulatirig for sorne and constraining for others. Reconsider the last 
example. A high tax rate increases the propensity to cvade taxes: it induces Uie corporale 
tax-payer to res~rict his output, sales or profits. A t  tile sanie lime, this very situation 
provides an opportunity to the tax c011sulti~lt for a Ulr~ving business. 

For the management, the environment is not limited to the ins1.1tution of' the government. 
There are other icstitutions and forces as well. 711e nliulagenlent has to tiike ciKe of the 
interests of other groups also, such 21s the workers, suppliers ;uld contractors, consunlers, 
shareholders and many others. The workers orgrulised in uade u~iio~ls,  ortell ask i0r 
higher wages. The salaried mitlcllc-level managers. through their associations, may also 
ask for a p;irticular package of pay and perks. The suppliers, organised in guilds. lnay tiot 
always supply ~llalerials as per the specifications of lhe management, and they nl;iy seek 
revised rates or change the quality and schedules of dciivery. The sl~arehol~lers may ask 
for higher dividends or they may like to havc a greater say in the management. The 
consumer co-operlitives nlay seek lower prices and better quality fi)r the product they buy. 
All in all, the top management has to balance inlerests of all the parties - govcr~lment, 
tradc unions. nlanufacturers' association, iin:ulci;il inslitulions, consumer co-operalives 
and so on. Very often, the management's owl1 econonlic aspirations may come in collllicl 
with those ol'other groups. If the management can readily resolve tllese co~~flicts,  it gets 
the betler oi envirounlent. And if the managenlenl accentuates lhese conilicts, it becomes 
the victim o i  environment. The 1n;ulagemenl may clic1;lte or be dictated by the 
negativclpositive fi)rces o f  the envirc>nmnent. 

A gootl amount of nunagerial skill anti dexterity is requlred in adjusting to the 
environmenl. The nianagers must llavc a lhorough knowletlge, underslmding and 
a)~nprehension of thcir inlnlediate busi~less environment. With experience and maturity, 
the alert nlanagers r~cil~lire the skill lo deal with Ule environment. When ail e~lvironnlenl 
repeats itself. the experienced managers effectively display their 'c:~pability' to take care 
ot it. When the changing dilnensio~ls of the environnlent cst;~blish a sudden departure 
from the past trends and tendencies, the managers arc called upon to dcmonslrate their 
'capability' to deal with the situation of risk arid uncertainty. Tlie environment, thus, 
poses a challenge for the managenlent. The m'magerial ctficiency andlor effectiveness is 
a Inellsure 01' adaptabilily to the existing business environment. 

Environmental scanning, thus, becomes an importaut step lowards corporate planning and 
business policy decisions. Corporate managers analyse the Stre~lgtlis (S),  Weaknesses 
(W), Opporrunities (0) and Tlireats (T) that exist lor their organisatiou in the context nt 
its environnient. 12ie SWOT analysis precetlcs the ~naki~lgliakiug ol'strategic :uld tactical 
decisiolis by the management. 

Irrespective of the fact that it is office mai~age~nent, factory nlanagenienl, far111 
management, hospital manage~nenl, bank management or any other manage~nent, 
business lnatlagenlent everywhere is determined by, and determrnes the business 
cnvironmenl. We llave so far treated a firm and ils ~iianage~nent as a dependent variable, 
the explanatory variable being the envirc)~l~nenl. Let us now consider the c~)pposite 
situation. The totality of business behaviour oS diffcrcnt corporate enlilies may ;llso 
determine the forin [and content of the envirol~n~cnt. If tile lnanagenlents o f  differen1 55 



Basic Concepl\ public enterprises ask for more 'autonomy'. then there emerges a tendency 1ow;utls 
1rrissec.filire business environment. Or suppose, tlie management-labour relations 
deteriorate day-by-day first in one firm, then in some other firms, then in one intlustry, 
then in different industries, because of some sort of 'demonstration effect'. then the 
national economic environment, sooner or later, will be affected by such unhe;~ltliy 
industrial relarions. Or, say the preparation of tlie balance-sheets of a growing rlulliber of 
companies was directed by considerations of 'accounting convenience', rather t11;ul 
'accounting couvenfions', a sludy of such balance-sheets will present a distorted picture 
of the national investmeut clinu~te. With the help of these examples, you may argue that 
individual bellaviour palterns of indivitlual firms and their respective managements 
together deternline tlie macro-level e~~vironnient of business and industry. 

Environment and management thus influence each other. Tile existing environnlent 
influences corporate level pla~lning, busilluss strategy and business tactics: i l  also affects 
the sizd, structure, locatioll, integration and growth o f  business. The managenlent's 
success or failure is deterlrlir~ed by its adjusllilerit of favourableladverse environmental 
factors. 'l7le nature of such realisatio~~. its frequency and du~atlon, induces corporate 
nlanagers to cultivate some stalidards of business philoso~-rhy, business ethics and 
business pr;icticc. Simultauleously, the govenlnlent managers, tlle labour managers and 
the like also start adjusting to the changing organisation-culture. This yields a new 
business environnient. And so the process continues. It  is thus, a never-endi~iy process of  
interactions : E~lviro~irnent + Manage~nenl + Envirocment + I t  is like a biological 
organism which keeps both the environ~nent and the ~nanagement ccmtinuously 
responsive to each otl~er. 

Activity 6 
Think about your ow11 o~g;~iisat ion or any other. You may now attelnpt ;L SW( )T 
analysis of its business environment. Do nanie the organisation and the ~ndustry it 
belongs to before you st'lrt. 

Strength 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Weakness 

Let us not conliile ourselvzs lo 111ter;iclion between Economic Iinvironnleut and Business 
Management :llc~ne. You ]nay also like to consider the interaction between Economic and 
Non-econo~llic Environment. B.M. Richman and M.R. Copen, in their book Inlcrn.cllion,al 
Mrrnug~nten,t an(/ Econorr?ic Oc~velopr~~en,~,  have, in fact. developed thc concept of 
'Interaction Matrix' to stress the significance of this or other forms of inter-dependence 
anlong environmental variables. 

3.8 ECONOMIC AND NON-ECONOMIC 
ENVIRONMENT : THE INTERACTION MATRIX 

The eco~lo~nic envlrollmenl of business exercises a strong ;nfluence on the non-economic 
environment of hirsiness just ;IS the nou-economic environment intluellces tllc oconornic 
e~lvironrnent. The ccc~nomic environmeut is, thus, both exogenous and endosonous: it 
detern~iues as well as it is detcrnlined by non-cconomic environment. Let us consider a 
few specific 'interactii>ns'. 

Thc socioiogictri environrnenl qffkcts ~2nd  gprs r~[/!lected fly the econ,ornic envirnnrtien,t of' 
bu,si.w,vs. 711e social attitude towards busi~less and nl:ulagement (leternlines how mimy 
people get attracted to private business a.s an activity and to manaipement ;AS a career. If 
busi~less gets a social sanction ;is s respectable profession, the occupational structure of  a 



country will rctlect a sizable category of professional managers. 011 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 Lake another example. 
Social inovelnents largely determine the economic systeni. If tlie workers cultivate an 
attitude of confrontation rather tlian co-operation w ~ t h  nmanagement, a repressive 
economic systern may be needed to cope with industrial disorder. On the other hand, lf 

tlie attainment of rapid econonlic growth is the target, the manage~nent must bring about a 
labour-productiv~ty revolution and for that, paynient lnay be based on the productivity of 
labour rather than the profitability of husiness. To operate on productivity-based wages is 
to operate on lhe system of incentives and pos~tive attitudes of Ihe 1;lhour. The attainment 
of a specific economic objective is thus, conditioned by a specil'ic social attitude and 
discipline. 

The etlucational-culturtll enwirontrrent and tlle econotrric environment of husinc?ss urc. also 
infer-depentlenc. The state of econo~nic development acts as a decisive factor in the 
choice of a systelil of education. For example, only a relatively high-income country can 
afford to import costly higher education in science and technology. Tlie system of 
education, on the other hand, may be responsible for a given economic environment. For 
example, die e~nphasis on education in the 'arts' and a lack of vocational courses may be 
held responsible for the economic problem of u~lemployrnent in many countries.. At the - 
corporate level, the inter-dependence between educational and econonuc envi6)nmental 
factors may at times take the for111 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 jle a shortage of highly qualified and 
trained nlanagelnerit personnel. Thus, lack of trained competent managers may lead to . 
business inefficiency. 

The politico-legal c?nvironrtzent and economic: environrnc>nt of husiness arc. atso 
interlocketf to such an extent that we sometimes think of the 'political-econoniy' of 
business. In a situation of political stability, business enterprises happen to be 
forthcoming and businesslnen are willing to take more econonlic 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 husiness in Pu~i.iab is a recent example. 
Similarly, the itieology of the ruling party influences the econoniic 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 detrinlental to the interests of the private 
business sector. It may kill its husiness incentives to expand its range of operations. On 
the other hand, so~netinles a series of political legislations limy be necessary to cope with 
tlie ea)non~ic environment. To fight economic crisis 'and industrial recession, the strategy 
of streanllining of the ad~ninistration and simplification of the procedural matters lnay be 
adopted. In fact, different 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 o f  different legislations and political amlouncernents. 
Also, the state of economic environment decides the continuity or discontinuity of a 
particular political adnlinistration; the state of political environ~nent, in its turn, decides 
the pattern of economic legislations. 

The Ilistorical c~nvironment and the econotnic environnien,t of bu,c.inc.ss t7re also 
inter-ciependent. Tlie 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 retlection of the past, and the present can 
also be liandled in terms of the experiences of the past. A number of examples may be 
cluoted. Tlie econonuc environme~it of a country today is partly determined by the 
available structure of industry in that country. Today you find a nuniber of extractive 
industries such as mines and plantations in our country. These industries can be traced 
hack 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 ~llanufactured 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. Simi1,uly;the past history is 
a record of events, and a storehouse of lessons which can provide guidelines for prcscnt 
economic policy decisions. Tlie acliievenients of the Five-Year-Plans in the past may 
provide direction to the formulatioli and implementation of the currcnt 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. 



Basic Concepts F7inally, we corne l o  file interuction helween. fhc physicai environrrrerrr of i r  (.ourttr:y und the 
econnnzic: cnvil-onmcnt of busines.~ in t!lnf cnun:ry. A 11urnher of iegisiaticns have been 
eni~cteil it1 many countries In conserve its natural resoilrces and to preservc its natur:~! 
physical envirc>nment. These environmental legislaticns n ~ a y  irripose a constraint on the 
expansion of a given business concern like a factory. 'Thus environmcnlal consideralions 
limit the expnn:iion activities of a busiileas firm. 0 1 1  the olher hand. the size of a plant, the 
scale of outpal. the organisation o f  firms, the structure and location of industries niay lie 
at the root of either enuironrnr:nt;il improvenient or cnvironmental decay. Tlrus. tlle social 
responsibility of busincss today means taking care of the environmental impact of various 
ccononlic and ~cdnmlogic;x~ activitics. To the extent this social responsibility is not 
discharged, laws relating to business ;mtl industry will increasingly turn out to be laws 
rclating to the physical environment of business. From this standpoint. one may feel that 
in addition to the existing f~~nclional areas of management (production, finrulc:, 
personnel and marketing), we are scmn going to have a new area of environment. The 
point remains that thc physical environment as a factor is becoming so significant 
day-by-day that it may he treated as a critical elenient within th? economic environment 
of bnsiness. 

In the t'oregc~ing pages, we have discussed how the ecr?nomnic environnlent in general 
interacts wiili the non-economic cnvircrnmcnt;rl facl.ors. If you think a little more. you will 
discover that individually each critical elenlent of the economic environliie~il (namely, 
econonlic system, econcxnic structure, functionin9 of the economy through sectors, 
econolnic policies, programlnes and controls) interacts with each critical elelnent of the 
non-economic environment (namely, sociological, political, historical and physical) and 
their respective sub-elements. We c'm conceptualise this inter-dependence or 
inter-locking of various environniental factors in terms of an Interaction Matrix. For 
erranlple, in Interaction Matrix below we have listed the critical ele~nents of 
non-econornic environment along the rows and the critical elements of economic 
environnlenf along the columns thus yielding a (7 x 5) matrix. When a given elerile~il of 
the economic environment influe~lccs a given element of  the non-economic environment, 
you draw a short line vertically, and when an element of the non-econonlic environnlent 
influences a given element of the economic environment, you draw a short line 
horizontally. Thus in case r!T inter-dependence among the environ~nental 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 
Structure 

(Anatomy) 

Econonnic 
Environment 

-+ 

Non-Economic 
Environment 

5 

Functinning 
of the 

Economy 
via Sectors 

Economic 
System 

Rcononlic 
Planning 

(Long-term) 

I 

Economic 
('ontrol & 
Regnl ;~ t io~~ 

Economic 
Planning 

(short-term)/ 

Economic 
Policim - 
Fiscal & 

Monetary 

Activity 7 
Treat the preceding Interaction Matrix as a model and figure out a few more 
Interaction Matrices. You should try to inter-rclatc the environmental var~ahlec 
classified on various criteria such as space, time, factors and forces. Corresponding 
to each element in a given matrix, think of a reaI specific example t r o ~ n  llie 
business world ot Ind~a.  

Sucidopical 
+ 

+ 

+ 
---- 

+ 

+ 

+ 

+ 

+ 

+ 

(2) 
Educatioaal- 

culture 

(3 
Politico-legal 

(4) 
Riqtoricnl 

'3 
Phys~cal- 

(;oographical 

+ 

4 

+ 

+ 

+ 

+ 

+ 
- 

+ 

+ 

+ 

+ 

+ + 

+ + 

+ 

+ 

+ 

- 
+ f 

+ I 
+ 



3.9 SUMMARY 
Evo~lunl ic  Envirola~t~ent  

a t ~ l  i '~divies 

Business environment affecls husii~ess inanagcment. 111 this unit you have observed : 

enviro~iment is a coi~lplex phenomenon 

a llulilher of prc-lblems are itivolved in the identification, description, 
explanation and prediction oS environxncnta: factors 

the erivironmental factors are dynarr~ic. It is difficult lo conceptualise and/or 
cjuantify 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 
crrterin sucli as 

S~mce - Local, regional, ~lational and international enviroome~it 

Tinlr - Past, present and future euvironment 

Forcrs - Market and non-market environt~ient 

Fl~clors - Econnnlic and nori-economic environmcnl 

the environmnenl factors can be ueateil as exogenous as well as endogenous. 
The factors are inter-locked to such XI extent that you may make use of the 
collcept of Interaction Matrix lo illustrate their interdependence 

the present national ec:,nonlic e n v i r o ~ ~ ~ n e i ~ l  may act either as a positive 
stimuliint or as a negative constraint Ihr the manageinent, thus affecting 
busir~ess efficie~icy 

the Indian econonlic environment - data environment as well as the system 
envirolument - can be analyscd in tcrins of the conceptual framework 
prcse~ited here. India has a complex mixed economy. 

3.10 ANSWERS TO SAQs . 

Refer thc relevant preceding text in the unit or oac r  useful books on the topic listed in 
the section "Furtlier Reading" to get the answers of the SAQs as well as guidance for 
performing tllc given activities. 


