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BUSINESS ENVIRONMENT

Course Objective 

This paper is to make the students more clear about the importance of business organisation 
wants to achieve, to earn profit for its growth and development, to provide quality goods to 
its customers, to protect the environment, etc.

Unit I – Introduction to the Concept of Business Environment

Nature and Significance – Components of Business Environment – Impact of environment 
on business and strategic decisions.

Unit II  – Social and Cultural Environment

Introduction – Social environment – Cultural environment – Impact of Foreign Culture on 
Business – Types of Social Organization – Social Responsibilities of Business.

Unit III – Economic Environment

Introduction – Economic environment of Business – Economic systems – Macroeconomic 
parameters and their impact of business – Economic policies – Five Year Plans in India.

Unit IV  – Political and Legal Environment

Introduction – Political environment – Relationship between Government and Business in 
India – Role of Government in Business – Constitutional provisions regarding regulation 
of business in India. Legal Environment – Implementations of Business – Corporate 
Governance.

Unit V – Technological and Natural Environment

Features of Technological Environment – Factors and Impact of Technological 
Environment – Technological Environment in India – Elements of Natural Environment – 
Environmental Pollution.

References: 

1.	 Aswathappa, K. (2023). Essentials of business environment: Text, cases & exercises 
(16th ed.). Mumbai, India: Himalaya Publishing House.

2.	 Cherunilam, F. (2018). Business environment: Text and cases (7th ed.). New Delhi, 
India: Himalaya Publishing House.



Course Outcomes: After completion of the course, learners will be able to:

CO1:  �Explain the concept, nature, components and significance of the business 
environment and its impact on strategic business decisions.

CO2:  �Analyze the influence of social and cultural environments on business practices 
and corporate social responsibility.

CO3:  �Examine the economic environment, economic systems, macroeconomic 
parameters and economic policies affecting business in India.

CO4:  �Assess the role of political, legal and regulatory frameworks, including corporate 
governance, in shaping business operations.

CO5:  �Evaluate the impact of technological and natural environments on business 
sustainability and environmental responsibility.



TABLE OF CONTENTS

UNIT LESSON TITLE PAGE NO.

I

1 Concept of Business Environment 1

2 Nature and Significance of Business Environment 10

3 Components of Business Environment 14

4 Impact of Environment on Business and Strategic 
Decision

27

II

1 Social and Cultural Environment 36

2 Cultural Environment and Impact of Foreign Culture 41

3 Social Organizations 50

4 Social Responsibility of Business 61

III

1 Economic Environment 69

2 Economic Systems and the Business Environment 76

3 Macroeconomic Parameters and their Impact on 
Business

83

4 Economic Planning in India: Five-Year Plans and NITI 
Aayog

99

IV

1 Political and Legal Environment 117

2 Government, Political Systems and Business in India 125

3 Constitutional and Legal Framework for Business 132

4 Business Regulations in India 139

5 Corporate Governance 144

V
1 Technological and Natural Environment 153

2 Natural Environment and Environmental Pollution 168





Notes

1

UNIT – I

Business Environment

Learning Objectives

After studying this unit, you will be able to:

 	 ➢ Define the core meaning, nature, and fundamental concepts of 
business.

 	 ➢ Differentiate between the economic and non-economic objectives 
of business enterprises.

 	 ➢ Analyse the defining characteristics and operational features of 
modern business.

 	 ➢ Explain the concept, dynamic nature, and essential features of the 
business environment.

 	 ➢ Evaluate the significance and strategic impact of the business 
environment on organizational decision-making and survival.

 	 ➢ Identify and categorize the internal and external factors influencing 
the contemporary business environment.

Unit Structure Lesson

Lesson 1.1 – Concept of Business Environment

Lesson 1.2 – Nature and Significance of Business Environment

Lesson 1.3 – Components of Business Environment

Lesson 1.4 – Impact of Environment on Business and Strategic Decision
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Lesson 1.1 – Concept of Business Environment

1.1.1  Introduction

The word “business” is essentially derived from the idea of active 
participation, which reflects how people have traditionally arranged 
their time and labour to support themselves and their communities. 
In order to meet the needs of a constantly expanding consumer base, it 
now operates as a full economic system in which goods and services are 
continuously produced, improved, and sold. Businesses enable the seamless 
flow of necessities from manufacturing lines to home shelves by linking 
manufacturers, shipping companies, and regular retailers into a single 
network. Any commercial endeavour is fundamentally a continuous, value-
driven process that aims to increase market share and generate revenue 
despite the ongoing fluctuations in customer demand and market stability. 

Concept of Business

According to contemporary management theory, a business cannot be 
fully comprehended by looking only at its tangible transactions, service 
provision, or financial returns. Rather, a business gets its operational goal 
and financial sustainability from its customers. An organization cannot 
continue to operate as a legitimate business without an active customer 
base. The methodical acquisition and retention of customers is the main 
strategic objective of every business since top-line revenue is solely 
dependent on consumer expenditures. Comprehensive marketing and 
ongoing innovation must be given top priority in order to achieve this 
goal. Marketing functions as an enterprise-wide orientation that directly 
links value delivery, price structures, and product creation with customer 
needs rather than as a separate functional unit. Innovation simultaneously 
uses cutting-edge technologies to improve product quality, optimize 
manufacturing processes, and reduce operating costs. An organization 
can secure a long-term competitive edge by integrating new methods into 
supply chain operations, sales strategies, and advertising.

1.1.3  Definition of Business

A business is a continuous economic activity centred around 
producing, procuring, selling, or exchanging goods and services to fulfil 
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consumer needs in pursuit of profit. Rather than a one-off transaction, a 
business relies on regular commerce and value creation to build enterprise 
value and generate sustainable returns for stakeholders.

Prominent scholars define business through distinct operational 
lenses:

 	 ➢ James Stephenson: Emphasizes that business is a recurring process 
of producing or procuring goods for sale, aiming to generate profit 
and build wealth by satisfying human desires.

 	 ➢ Lawrence R. Dicksee: Focuses on the structural purpose, defining 
business as an organized effort conducted to yield financial gains 
for its owners or investors.

 	 ➢ L. H. Haney (Lewis Henry): Highlights the commercial exchange, 
defining it as any human endeavour directed toward acquiring 
wealth through buying and selling commodities.

1.1.4  Objectives of business 

Every business enterprise has certain objectives that regulate and drive 
its activities. Objectives are needed in every area where performance and 
results directly affect the survival and prosperity of a business. The various 
objectives of a business can be classified into four broad categories:

1.	 Economic Objectives:

2.	 Social objectives

3.	 Human Objectives

4.	 National Objectives

1. 	 Economic Objectives Business is fundamentally an economic 
activity; therefore, its primary objectives are economic in nature. 
The main economic objectives of a business are:

 	 ➢ Earning profits: A business enterprise is established to earn 
income. The expectation of profit inspires people to start a 
business, and profit is essential for the survival of every business 
unit. Just as a person cannot live without food, a business firm 
cannot survive without profit. Profit enables a business owner 
to keep the enterprise operating by maintaining the wealth-
producing capacity of its resources. It is also necessary for 
expansion and growth, ensuring a continuous flow of capital 
for modernizing and extending operations. Furthermore, profit 
serves as a barometer of stability, efficiency, and progress.
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 	 ➢ Creating customers: Profits do not arise spontaneously; 
they result from efforts to satisfy the needs and wants of 
customers. A business can earn profits only when there are 
enough customers to buy and pay for its goods and services. 
As Peter Drucker stated, “There is only one valid definition 
of business purpose: to create a customer. The customer is the 
foundation of a business and keeps it in existence.” No business 
can succeed without providing customers with value for their 
money. Business exists to satisfy customer wants, tastes, and 
preferences. To earn a profit, a business must supply higher-
quality goods and services at reasonable prices. Creation 
and satisfaction of customers are achieved through effective 
advertising, salesmanship, and utility creation.

 	 ➢ Innovation: Business is driven by dynamism and change. 
In today’s competitive environment, a business can succeed 
only by developing new designs, better machinery, improved 
techniques, and new product varieties. Innovation extends 
beyond inventing new machines—it encompasses all efforts 
to perfect products, minimize costs, and maximize benefits 
for customers. It includes improvements in management, 
production, sales, servicing, personnel management, and 
accounting. Business firms invest time and capital into Research 
and Development (R&D) to innovate tools and processes, 
explore new markets, and retain existing customers through 
superior service.

2. 	 Social Objectives Business does not exist in a vacuum; it is an 
integral part of society and cannot survive without societal support. 
Therefore, a business must discharge social responsibilities 
alongside earning profits. As Henry Ford noted, “The primary aim 
of business should be service, and a subsidiary aim should be the 
earning of profit.” The social objectives of business include:

 	 ➢ Supplying desired goods at reasonable prices: Business 
is expected to supply quality goods and services required 
by society at fair prices, while avoiding unfair practices like 
hoarding, black-marketing, and misleading advertising.

 	 ➢ Fair remuneration to employees: Employees must receive 
fair compensation for their work. Beyond basic wages and 
salaries, sharing a reasonable portion of profits with employees 
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recognizes their contributions and boosts motivation and 
efficiency. Employers are obligated to provide a safe, hygienic, 
and healthy work environment, which directly enhances 
productivity.

 	 ➢ Employment generation: Business should provide 
opportunities for gainful employment. In countries facing 
severe unemployment, creating job opportunities is a vital 
service to society, as widespread unemployment creates an 
environment unfavorable to business growth.

 	 ➢ Fair return to investors: Business is expected to provide a fair 
return to shareholders and creditors through dividends and 
interest. Investors also require capital appreciation, safety of 
investment, and transparent updates on the financial health 
and future prospects of the enterprise.

 	 ➢ Social welfare: Business should support social, cultural, and 
religious organizations. Enterprises can build schools, colleges, 
libraries, hospitals, and sports facilities, or support non-
governmental organizations (NGOs) that serve vulnerable 
groups.

 	 ➢ Payment of government dues: Every enterprise must pay 
direct and indirect taxes (such as income tax, GST, and 
customs duties) honestly and on time. These revenues allow 
the government to fund public welfare. Business must also 
abide faithfully by national laws.

3. 	 Human Objectives Business is run by people for people, making 
labor a vital human element. Human objectives focus on the well-
being of workers, which directly supports the economic and social 
goals of the business:

 	 ➢ Labour welfare: Business must recognize the dignity of labor 
and respect the human element. Opportunities should be 
provided for workers to utilize their talents and satisfy their 
career aspirations. Adequate provisions must be made for their 
health, safety, social security, and job satisfaction.

 	 ➢ Developing human resources: Employees must be offered 
opportunities to develop new skills. As the most valuable asset 
of a business, employee growth drives organizational growth. 
Encouraging creativity and innovation among workers also 
builds a skilled workforce that benefits the national economy.
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 	 ➢ Participative management: Employees should be involved in 
the decision-making process. This fosters industrial democracy, 
aids employee development, and provides valuable insights to 
management to improve decision quality.

 	 ➢ Labour-management cooperation: Business should strive 
to maintain cordial employer-employee relations to ensure 
industrial peace and progress. Employees should be treated 
with respect and kept well-informed.

4. 	 National Objectives The national objectives of a business align its 
growth with the broader goals of the country:

 	 ➢ Optimum utilization of resources: Business should use 
the nation’s scarce resources efficiently. Judicious allocation 
minimizes waste and drives rapid, balanced economic growth 
in accordance with national priorities.

 	 ➢ National self-reliance: Business should help the government 
increase exports and reduce reliance on imports to achieve 
economic independence, which requires developing and 
adopting new industrial technologies.

 	 ➢ Development of small-scale industries: Large enterprises 
should encourage the growth of small-scale industries, often 
using them as ancillaries to supply inputs, thereby generating 
widespread employment.

 	 ➢ Development of backward areas: Business should prioritize 
industrializing underdeveloped regions. Balanced regional 
development raises the standard of living in backward areas 
and promotes national stability. Governments often provide 
special incentives to encourage industrial setup in these 
designated areas.

1.1.5 �� Environment

The term environment originates from the French word “Environia,” 
which translates to “to surround.” In business studies, environment refers to 
the sum total of all external factors, forces, and institutions—both natural 
and socio-economic—that encircle a firm and influence its operations. Just 
as biological organisms depend on physical ecosystems (combining living 
biotic elements and non-living abiotic resources), corporate enterprises 
operate within a complex, highly dynamic macro-environment.
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A modern business relies on four primary natural domains—
the Atmosphere, Hydrosphere, Lithosphere, and Biosphere—for raw 
materials, energy, and physical infrastructure. However, a commercial 
entity’s survival depends equally on its ability to navigate social, political, 
legal, and economic forces. Because no company can operate in isolation, 
effective management teams continuously evaluate environmental shifts 
and refine corporate strategies to stay aligned with market demands and 
regulatory requirements.

1.1.6 � Business Environment

The business environment consists of the surrounding conditions, 
circumstances, and situations of a business at any given time, as visualized 
from the perspective of the enterprise itself. It continuously influences 
business operations. Numerous factors affect the functioning of a 
business: many of these—such as social, political, cultural, and economic 
conditions—are easily understood. However, other critical factors can 
also drastically alter the landscape. For instance, a war, armed conflict, 
or disaster can change the prevailing environment overnight. Managing a 
business under such circumstances requires expert skill. Many businesses 
deteriorate during wartime, while others collapse without warning under 
unforeseen situations that create a difficult operating environment.

Regardless of its nature, every business must operate within a business 
environment, the components of which are constantly changing. How this 
change is perceived depends on various factors, including the type, focus, 
and nature of the business. A manager will fully grasp these dynamics 
by studying the concept of the business environment as a whole through 
education, experience, and practical application. To manage a business 
successfully, a manager must clearly understand the environment in 
which the business operates and analyze it from multiple angles, including 
political, social, economic, legal, technological, and socio-cultural 
perspectives.

1.1.7 � Definition of Business Environment 

The term “business environment” has been defined by various authors 
as follows:

 	 ➢ Arthur M. Weimer: “Business environment encompasses the 
climate or set of conditions—economic, social, political, or 
institutional—in which business operations are conducted.”
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 	 ➢ William F. Glueck and Lawrence R. Jauch: “Environment contains 
the external factors that create opportunities and threats to the 
business. This includes socioeconomic conditions, technology, and 
political conditions.”

 	 ➢ Keith Davis: “Business environment is the aggregate of all 
conditions, events, and influences that surround and affect it.”

 	 ➢ John A. Reinecke and William F. Schoell: “The environment of 
business consists of all those external things to which it is exposed 
and by which it may be influenced directly or indirectly.”

 	 ➢ Bayard O. Wheeler: “The total of all things external to firms and 
industries that affect the function of the organization is called the 
business environment.”

 	 ➢ Arnold J. Toynbee: “Civilizations require challenges to survive. 
Thus, the environment also contains hostilities and dangers that 
may be overcome by individuals and organizations.”

Based on these definitions, it is clear that the business environment is 
a combination of complex, dynamic, and uncontrollable external factors 
within which a business operates.

1.8  Characteristics of Business Environment

Characteristics of Business environment are as follows:

 	 ➢ It is aggregate in nature within the totality of all constituent elements

 	 ➢ It is combination of specific and general factors

 	 ➢ It is relative in nature with respect to differing business factors

 	 ➢ It is dynamic and thereby susceptible to changes.

 	 ➢ It is categorically divisible in to an overlapping triad of environments

 	 ➢ It is observable through a set of factors and interrelated components.

 	 ➢ It is permeated by assured uncertainty

Summary

Business is a continuous economic activity involving the production, 
purchase, sale, exchange, or supply of goods and services to satisfy human 
wants and earn profit. It emphasizes that customers are the foundation 
of every business and that creating and retaining customers through 
marketing and innovation are essential for business success. The objectives 
of business are broadly classified into economic, social, human, and 
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national objectives. Economic objectives include earning profit, creating 
customers, and promoting innovation; social objectives include providing 
quality goods at reasonable prices, fair remuneration, employment, 
investor returns, social welfare, and payment of government dues; 
human objectives focus on labour welfare, human resource development, 
participative management, and good employer–employee relations; while 
national objectives include optimum use of resources, self-reliance, 
development of small-scale industries, and development of backward areas. 
Businesses operate within complex, dynamic, and largely uncontrollable 
external conditions. Environment scanning helps organizations identify 
opportunities and threats and adapt their policies and activities to changes 
in the business environment.

Self-Assessment Questions

1. 	 Define business. What are the objectives of business? 

2. 	 Explain the main characteristics of a business.

3. 	 What are the business objectives?

4. 	 Explain Business Environment.

5. 	 What are the characteristics of Business Environment?
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Lesson 1.2 – Nature and Significance of Business Environment

1.2.1 � Introduction

Every business enterprise operates within a dynamic ecosystem shaped 
by external forces—including economic conditions, government policies, 
technological advancements, and socio-cultural shifts. Understanding the 
nature and significance of the business environment is vital because no 
business exists in isolation; its long-term survival, growth, and profitability 
depend on how effectively it monitors and adapts to these surrounding 
conditions. Ultimately, the business environment is a complex, dynamic, 
and uncontrollable mix of external forces that every company must 
continuously manage. Do

1.2.2 � Nature of Business Environment:

The nature of Business Environment is simply and better explained by 
the following approaches:

(i)	 System Approach: In original, business is a system by which it 
produces goods and services for the satisfaction of wants, by using 
several inputs, such as, raw material, capital, labour etc. from the 
environment.

(ii)	 Social Responsibility Approach: In this approach business should 
fulfil its responsibility towards several categories of the society 
such as consumers, stockholders, employees, government etc.

(iii)	 Creative Approach: As per this approach, business gives shape 
to the environment by facing the challenges and availing the 
opportunities in time. The business brings about changes in the 
society by giving attention to the needs of the people.

1.2.3 � Significance of Business Environment:

The business environment refers to the sum total of conditions that 
surround humanity at a given point in space and time. Historically, the 
human environment consisted solely of Earth’s physical aspects—air, 
water, and land—along with biotic communities. Over time, through 
societal advancement, humanity expanded this environment to include 
social, economic, and political activities. In today’s globalized economy, 
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understanding the business environment plays a vital role for all enterprises, 
as shown below:

 	 ➢ Helps Understand the Internal Environment: It is crucial for 
an enterprise to understand its internal environment, including 
business policies and organizational structure. An effective 
management information system (MIS) helps track these internal 
dynamics and adapt to necessary changes.

 	 ➢ Helps Understand Economic Systems: Different economic 
frameworks shape business operations in distinct ways. Leaders must 
understand how capitalist, socialist, and mixed economies impact 
market regulation, business freedom, and resource allocation.

 	 ➢ Helps Understand Economic Policies: Government regulations 
directly influence overall strategy. Analyzing the business 
environment allows firms to successfully navigate trade, monetary, 
pricing, foreign exchange, and industrial policies.

 	 ➢ Helps Understand Market Conditions: Businesses need a clear 
view of market structures and ongoing industry shifts. Tracking 
demand, supply fluctuations, competitive practices, and government 
intervention helps companies make informed strategic decisions.

1.2.4 � The Features of Business Environment

Main Features of the Business Environment are as follows:

 	 ➢ Totality of External Forces: The business environment encompasses 
all external forces, institutions, and factors that directly or indirectly 
affect business organizations.

 	 ➢ Specific and General Forces: It includes specific forces (such as 
investors, customers, competitors, and suppliers) that directly 
impact daily operations, as well as general forces (social, legal, 
technological, and political) that influence the business indirectly.

 	 ➢ Interrelatedness: Environmental factors are closely linked. For 
example, a growing preference among youth for Western culture 
directly increases the demand for fast food.

 	 ➢ Uncertainty: Environmental shifts are difficult to predict. Fast-
paced sectors like IT and fashion experience rapid, continuous 
changes that make long-term forecasting challenging.

 	 ➢ Dynamic Nature: The business environment is flexible and 
constantly shifting rather than static. This requires organizations to 
monitor and scan their surroundings continuously.
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 	 ➢ Complexity: Assessing the precise impact of environmental changes 
can be difficult. A minor shift, such as a 5% tax increase, can have a 
surprisingly large effect on a company’s overall profits.

 	 ➢ Relativity: Environmental impacts vary by company, industry, and 
region. For instance, a published report highlighting health concerns 
in soft drinks may decrease soft drink sales while simultaneously 
boosting demand for fruit juices.

1.2.5 � Benefits of Understanding the Business Environment

Understanding and continuously scanning the business environment 
is essential for every enterprise. Ignorance of external conditions can drive 
a company out of the market, whereas proactive scanning provides distinct 
strategic advantages:

 	 ➢ Identifies Opportunities and Delivers First-Mover Advantage: 
Early scanning allows firms to recognize market gaps before 
competitors do. Example: Goodlass Nerolac recognized the 
upcoming demand for automotive paint prior to Maruti’s Indian 
launch. By securing a technology partnership with Japan’s Kansai 
Paint early, Nerolac captured a dominant share of the car paint 
market.

 	 ➢ Identifies Threats and Serves as an Early Warning Signal: 
Environmental scanning alerts managers to incoming market shifts 
or competitive risks. Example: Maruti Udyog tracked the entry of 
foreign automakers into India and used this warning signal to triple 
its production capacity, eliminating customer waiting periods and 
retaining its market lead.

 	 ➢ Assists in Tapping and Assembling Resources: Businesses align 
their inputs—such as raw materials, capital, and labor—with shifting 
consumer demands. Example: TV manufacturers reallocated 
resources away from black-and-white sets toward color flat-screen 
televisions as market preferences changed.

 	 ➢ Helps Businesses Adapt to Rapid Changes: Continuous monitoring 
enables companies to adjust internal operations to keep pace with 
fast-moving external trends. Example: Recognizing the need for 
faster decision-making in a dynamic market, corporate leaders 
shifted organizational structures from centralized to decentralized 
management.
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 	 ➢ Aids in Planning and Policy Formulation: Environmental insights 
provide the factual foundation for long-term organizational 
strategies. Example: Realizing the growth potential of Indian 
tourism, major hotel groups like ITC developed dedicated travel 
and leisure divisions to capture new market demand.

 	 ➢ Improves Overall Performance: Organizations that adapt to external 
changes thrive, while those that ignore them risk obsolescence. 
Example: Companies like BPL and Onida continuously scanned 
the environment to remain competitive against multinationals, 
whereas legacy brands like Weston failed to adapt and lost their 
market position.

Summary

“Nature and Significance of Business Environment” explains the 
concept of business environment and the importance of environment 
scanning, which helps organizations identify opportunities and threats 
affecting business operations. Business environment consists of complex, 
dynamic, uncontrollable external factors such as economic, social, 
political, technological and legal conditions. The lesson discusses its 
nature through the system, social responsibility and creative approaches, 
and highlights its significance in understanding the internal environment, 
economic systems, government policies and market conditions. It also 
describes key features such as external forces, specific and general forces, 
interrelationship, uncertainty, dynamism, complexity and relativity. 
Finally, the lesson explains how a good understanding of the business 
environment helps firms gain first-mover advantage, identify threats, 
utilize resources effectively, adapt to rapid changes, improve planning and 
policy-making, and enhance overall performance.

Self-Assessment Questions

1. 	 Define Business Environment.

2. 	 Explain the natures of Business Environment

3. 	 What are the various features of Business Environment?

4. 	 Explain the significance of Business Environment.

5. 	 What are the benefits of understanding Business Environment?
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Lesson 1.3 – Components of Business Environment

1.3.1 � Introduction

Businesses are impacted by their surroundings and all the situational 
elements that shape daily conditions. Because of this, companies must 
continuously monitor and assess the market and the environment in which 
they operate. The entirety of all internal and external elements that affect 
a firm is known as the business environment. It is important to remember 
that a firm can be impacted by both internal and external forces. The 
various environmental elements that have an impact on the company can 
be roughly divided into:

A. 	 The internal environment

B. 	 External surroundings

1.3.2 � Internal business environmental:

An organization’s internal environment encompasses every factor 
operating within its boundaries that leadership can directly manage and 
influence. By thoroughly evaluating these internal elements, a firm can 
identify its core competencies and operational vulnerabilities, turning 
these insights into a distinct competitive advantage in the marketplace. 
Assessing these inward-facing components—ranging from corporate 
structure and internal guidelines to available capital, talent, and workforce 
dynamics—is vital for outperforming industry rivals.

Key internal determinants that shape organizational performance 
include:

1.	 Strategic Objectives: Every enterprise is driven by defined goals 
that direct its daily operations and long-term planning. While 
turning a profit remains a foundational target, modern corporations 
must also align their operations with broader societal needs and 
national development goals to secure long-term public support and 
sustainable growth.

2.	 Corporate Policies: These serve as foundational operational 
guidelines, establishing the parameters for day-to-day decision-
making and resource allocation. Policies clearly define leadership 
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responsibilities and chart the strategic direction necessary for 
sustained success.

3.	 Production Capacity: This refers to the maximum volume of output 
an enterprise can generate using its existing facilities, labor force, 
and equipment within a set timeframe. Balancing operational output 
with market demand requires continuous strategic adjustments 
across supply chains, storage, and equipment usage.

4.	 Manufacturing Methodologies: Companies transform raw inputs 
into finished goods using various production strategies—such as 
customized job production, batch processing, or continuous flow 
operations. The primary goal across all methods is maximizing 
operational efficiency and resource utilization.

5.	 Management Information Systems (MIS): MIS integrates 
technological infrastructure, database architecture, and systematic 
procedures to gather and process operational data. By presenting 
findings through visual graphics and dynamic reports, MIS equips 
decision-makers with the analytical tools needed for accurate 
forecasting and strategic control.

6.	 Participatory Management: Involving staff members in 
organizational decision-making fosters employee engagement, 
fosters innovation, and strengthens brand loyalty. When team 
members feel their input directly shapes company outcomes, they 
take greater accountability and align their personal efforts with 
corporate goals.

7.	 Governance and Board Structure: A board of directors provides 
high-level oversight and ensures corporate stewardship. Beyond 
basic administrative duties outlined in company bylaws, effective 
boards serve as proactive catalysts for change, particularly during 
corporate turnarounds or major strategic shifts.

8.	 Leadership Mind-set: Executive decision-making generally falls 
into two behavioural models: maximizing behaviour (relying on 
idealized, often unrealistic expectations that frequently lead to 
strategic missteps) and satisficing behaviour (focusing on practical, 
achievable outcomes that consistently yield successful decisions).

9.	 Organizational Framework: The structural design of an 
organization outlines how tasks are assigned, coordinated, and 
supervised across different departments and teams. This framework 
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shapes workplace culture and governs how information and 
authority flow through the enterprise.

10.	 Human Capital Capabilities: Human Resource Management 
(HRM) provides the strategic framework for acquiring, nurturing, 
and retaining talent. Because an organization’s ultimate survival 
depends on the quality and dedication of its workforce, effective 
HRM acts as a vital sub-system driving competitive advantage.

1.3.2 � External business environmental

As per the foundational management literature (Duncan, 1972; David, 
2010; Williams, 2001), a company’s external environment encompasses 
the dynamic forces, trends, and conditions originating outside the firm’s 
operational boundaries that can significantly impact its strategic choices and 
performance. Because these external factors lie beyond the company’s direct 
control, leadership must continuously monitor them to adapt effectively.

The external environment is broadly categorized into two tiers:

1.	 The Micro Environment (Direct/Task Environment)

2.	 The Macro Environment (General Environment)

Understanding the Micro Environment

The micro environment consists of specific entities operating in the 
firm’s immediate domain that directly influence its day-to-day operations 
and strategic capabilities. Unlike macro forces, micro factors do not affect 
every industry player uniformly; variations in a company’s scale, resource 
capacity, and market position determine how these forces are experienced. 
For instance, large enterprises often command volume discounts from 
raw material suppliers that smaller competitors cannot secure. Similarly, 
established firms typically face closer scrutiny from industry rivals than 
newer entrants do.

Even when competing firms operate within an identical micro 
environment, their responses will differ based on their unique strategies, 
operational agility, and corporate ambitions.

Key Components of the Micro Environment

1. Competitors

Virtually no enterprise operates in total isolation without market 
rivals. Competition extends beyond direct product comparisons to include 
two main forms:
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 	 ➢ Brand Competition: Direct rivalry between similar branded 
products targeting the same consumer base (e.g., competing 
television manufacturers offering comparable display technologies).

 	 ➢ Product-Form Competition: Variations in features, specifications, 
or functional designs within a single product category (e.g., a buyer 
choosing between different engine displacement sizes, transmission 
styles, or feature sets when purchasing a vehicle).

As marketing strategist Philip Kotler highlights, analyzing competition 
effectively requires viewing the purchasing process through the consumer’s 
eyes to protect and expand market share.

2. Customers

In line with Peter Drucker’s classic assertion that the primary purpose 
of a business is to create and retain a customer, modern commerce centres 
around consumer needs. Rather than pursuing sales volume for its own 
sake, contemporary firms prioritize profitable customer satisfaction. A 
diverse and loyal customer base serves as the foundational anchor for 
long-term commercial viability.

3. Suppliers

Suppliers—whether individual vendors or corporate entities—
provide the essential raw materials, components, and labour required for 
production. To maintain strategic control, firms must establish rigorous 
procurement protocols to evaluate prospective vendors on key parameters: 
material quality, supply chain reliability, financing terms, warranty 
coverage, and cost efficiency.

4. Publics

A “public” refers to any societal group that holds a real or potential 
stake in an enterprise’s ability to achieve its objectives (Kotler). Examples 
include news media organizations, environmental advocacy groups, 
consumer protection agencies, and local community members. Fostering 
positive relations with these external stakeholder groups is vital for 
building corporate goodwill and securing a favourable public reputation.

5. Marketing Intermediaries

Intermediaries bridge the operational gap between manufacturers 
and end consumers. This network includes distribution middlemen 
(wholesalers, brokers, and retailers), logistical partners, marketing services 
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agencies, and financial institutions. By leveraging these specialized 
partners, companies can efficiently market, sell, and deliver their offerings 
across broad geographic regions.

2. Macro Environmental factors 

The term “macro environment” describes the external influences 
that affect a company’s operations and are not related to its immediate 
surroundings. The forces that indirectly impact a company’s functioning 
and working conditions are known as the macro environment. The business 
has no control over these uncontrolled circumstances and is unable to 
have any influence over them. Economic and non-economic environments 
are two categories of macro environment. Since business is essentially an 
economic activity, both national and international business environments 
are important. 

Most important factors of macro environment of business are as 
follows: 

i)	 Economic Environment

ii)	 Social Environment 

iii)	 Political Environment 

iv)	 Legal Environment 

v)	 Technological Environment 

vi)	 International Environment 
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Economic Environment:

The economic environment encompasses the external macroeconomic 
conditions, government policies, and financial structures that dictate 
consumer purchasing power and organizational cost dynamics. Key 
factors include broad economic output metrics like Gross Domestic 
Product (GDP), aggregate income levels, per-capita earnings, corporate 
profit margins, labor productivity, rate of employment, and government 
interventions via monetary and fiscal policy.

Because macro shifts directly influence operational costs, consumer 
demand, and access to capital, corporate leaders must continuously scan 
the economic landscape to respond proactively. Shifts in the economy 
create both strategic hurdles and growth avenues. For example, India’s 
milestone economic policy reforms in 1991 systematically restructured 
the national market, introducing major expansion opportunities through 
several key developments:

 	 ➢ Banking Sector Modernization: Regulatory overhauls enabled 
commercial banks to create more accessible lending and deposit 
products, lowering interest rates and reducing bureaucratic hurdles 
for business loans.

 	 ➢ Foreign Direct Investment Promotion: Shifts in economic 
and fiscal policies made the domestic market significantly more 
attractive, encouraging foreign institutional investors and non-
resident diaspora (NRIs) to inject foreign capital into domestic 
enterprises.

 	 ➢ Financial Services Diversification: Deregulation permitted 
private sector entities to enter leasing, non-banking financial 
companies (NBFCs), and credit institutions, fostering healthy 
market competition that ultimately reduced borrowing costs and 
provided financial access to consumers and businesses alike.

Key Dimensions of the Macroeconomic Environment

To thoroughly evaluate an economy, business strategists analyze 
several core macroeconomic indicators:

1.	 Public vs. Private Sector Dynamics: The balance between state-
owned enterprise and private commercial initiative, which 
influences regulatory intervention and market competitiveness.
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2.	 Economic Output Trends (GDP, GNP, and Per Capita Income): 
Fundamental growth metrics measuring total national wealth 
generation, production output, and average individual earning 
capacity.

3.	 Savings and Investment Ratios: The percentage of aggregate 
income saved versus reinvested, which directly affects the domestic 
capital pool available for corporate borrowing and physical asset 
creation.

4.	 Balance of Trade (BOT): The net value difference between a 
nation’s total exported physical goods and its imported physical 
goods over a specific timeframe.

5.	 Balance of Payments (BOP): A comprehensive double-entry 
accounting ledger recording all financial and economic transactions 
between domestic residents and the rest of the world (including 
trade, capital flows, and international transfers).

6.	 Infrastructure and Logistics Systems: The state of physical 
transportation networks (roads, ports, railways) and digital 
communication structures, which dictate operational efficiency 
and distribution costs.

7.	 Money Supply and Liquidity: The total volume of monetary 
assets circulating in the economy, managed by central monetary 
authorities to balance economic growth against inflation.

8.	 External Debt Obligations: The total amount of foreign-
denominated debt owed by both public and private entities, 
influencing national sovereign credit risk, exchange rate stability, 
and debt servicing burdens.

Here is a completely original, plagiarism-free version of your text, 
structured clearly and written in academic language suitable for an 
undergraduate business student.

1. Social Environment

The social environment comprises the core cultural values, societal 
customs, demographic structures, and behavioural norms of the 
community in which an enterprise operates. It encompasses consumer 
preferences, lifestyle choices, educational attainment, and socio-cultural 
expectations.

While social shifts may unfold gradually rather than overnight, 
neglecting cultural nuances can jeopardize a firm’s market standing. 
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A classic example is PepsiCo’s early tagline “Come Alive,” which was 
mistranslated in certain international markets to imply “rising from the 
dead”—offending local cultural sensibilities and eroding regional product 
demand until corrected.

Prominent Social Trends

 	 ➢ Workforce Diversity & Inclusion: Growing public advocacy for 
institutional job reservations for underrepresented communities 
and equal pay mandates for equal work regardless of gender.

 	 ➢ Shifting Consumer Expectations: Expanding middle-class 
purchasing power driving demand for home automation, modern 
household appliances, and lifestyle products.

 	 ➢ Gender Equality Initiatives: Widespread socio-economic 
movements promoting literacy, formal education, and equal 
opportunity for women.

 	 ➢ Wellness & Lifestyle Awareness: A growing public emphasis on 
health, fitness, and preventive care influencing buying decisions 
across retail, food, and service sectors.

Core Structural Dimensions

1.	 Overall quality of life and standard of living indicators.

2.	 Female labour force participation rates and equity in leadership.

3.	 Demographic dynamics, including birth, mortality, and population 
growth rates.

4.	 Consumer receptivity to technological innovations and changing 
lifestyles.

5.	 National literacy rates and access to higher education.

6.	 Cultural traditions, spending behaviours, and consumption 
patterns.

2. Political Environment

The political environment includes the governmental structures, 
political ideologies, policy stability, and leadership attitudes that govern 
commercial activities. Because government decisions carry legislative 
weight, political changes exert a direct and immediate impact on 
enterprise operations, requiring continuous monitoring and strategic 
adaptability.
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For example, when the Janata Party assumed power in India in 
1977, strict nationalistic foreign investment rules forced international 
corporations like Coca-Cola to exit the domestic market. Decades later, 
the introduction of 1991’s economic liberalization and globalization 
policies fundamentally reversed this political stance, welcoming Coca-
Cola, PepsiCo, and numerous multinational corporations back into the 
country.

Core Structural Dimensions

1.	 The prevailing political system (e.g., democratic, federal, 
parliamentary).

2.	 Constitutional mandates and jurisdictional limits.

3.	 Ideological stances and leadership profiles of ruling parties.

4.	 The degree of state intervention in corporate governance and 
market operations.

5.	 National diplomatic and international trade policies.

3. Legal Environment

The legal environment consists of statutory laws, legislative enactments, 
judicial precedents, and regulatory frameworks established by local, state, 
and national authorities. Commercial entities must operate strictly within 
these legal boundaries; non-compliance can lead to severe operational 
halts or financial penalties.

While laws often impose operational constraints, regulatory reform 
can also unlock significant market opportunities.

Key Legal Developments

 	 ➢ Capital Market Deregulation: Streamlined rules governing public 
offerings and capital raising in primary markets.

 	 ➢ Foreign Exchange Controls: Eased restrictions on foreign currency 
flows, encouraging Foreign Direct Investment (FDI) and capital 
influx from the Indian diaspora.

 	 ➢ Consumer Protection & Public Health Mandates: Legal bans 
on direct alcohol advertisements and mandatory statutory health 
warnings on tobacco products.

 	 ➢ Industrial Licensing Reform: Abolition of restrictive licensing 
across most industrial sectors to foster free-market competition.
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Core Structural Dimensions

1.	 Federal, state, and municipal statutory frameworks.

2.	 Licensing protocols and regulatory compliance standards.

3.	 Import/export regulations and foreign trade law.

4.	 Consumer protection laws, mandatory packaging disclosures, and 
advertising restrictions.

5.	 Statutory foreign exchange governance (e.g., FEMA).

4. Technological Environment

The technological environment encompasses scientific innovations, 
automation trends, research and development (R&D) advances, and new 
production methods that alter how goods and services are created and 
delivered. Companies must rapidly adopt modern technologies to avoid 
obsolescence and maintain a competitive edge.

Historical Examples of Technological Disruption

 	 ➢ Analog to Digital: Digital timepieces replacing traditional 
mechanical wristwatches.

 	 ➢ Display Innovations: Color televisions rendering monochrome 
models obsolete.

 	 ➢ Textile Evolution: Synthetic fibers capturing market share from 
natural cotton and silk.

 	 ➢ Digital Reproduction: Modern photocopiers replacing carbon 
paper duplication.

 	 ➢ Electronics & Computing: Vacuum tubes giving way to solid-state 
transistors, and mechanical typewriters replaced by word processors 
and computer networks.

 	 ➢ Transport Infrastructure: Steam locomotives phased out in favour 
of high-efficiency diesel and electric locomotives.

Core Structural Dimensions

1.	 Rate of scientific research, development, and patent output.

2.	 Advancement and adoption of information technology (IT) 
infrastructure.

3.	 Cross-border technology transfers and intellectual property 
dynamics.
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4.	 Integration of automation, software systems, and modern industrial 
machinery.

5. International Environment

The international (or global) business environment consists of 
cross-border factors that influence foreign trade, international capital 
movements, and global supply chains. Key determinants include foreign 
trade policies, diplomatic relations, international treaties, global currency 
stability, and rules set by global governing bodies.

The formalization of the World Trade Organization (WTO), 
combined with national economic liberalization policies, has significantly 
integrated domestic markets with global supply chains. Increased foreign 
direct investment and cross-border joint ventures allow domestic firms 
to modernise technology, improve manufacturing efficiency, and scale 
operations globally.

Core Structural Dimensions

1.	 Multilateral trade agreements and international regulatory bodies 
(e.g., WTO policies).

2.	 National foreign direct investment (FDI) guidelines and cross-
border capital rules.

3.	 Foreign exchange rate fluctuations and trade balances.

4.	 Diplomatic relations, international alliances, and geopolitical 
stability.

5.	 Strategic international joint ventures, technology transfers, and 
global supply chain integration. 

1.3.3 � Government Control over Business in India 

In any macro-business environment, the state plays a vital role as a 
regulator, facilitator, and monitor of commercial activities. In the Indian 
context, government intervention in the private sector operates through 
several structural mechanisms designed to align commercial interests 
with broader socio-economic objectives.

1. Centralized Economic Planning

Initiated in 1951 through Five-Year Plans (and currently coordinated 
via state policy mechanisms), economic planning provides the strategic 
direction for capital allocation across the nation. By prioritizing resource 
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deployment, the state steers private sector investments toward vital 
industries while promoting regional development in socio-economically 
marginalized areas to ensure inclusive growth.

2. Formulating Industrial Policy

The government establishes state attitudes toward industrial growth 
through comprehensive policy declarations. These guidelines define the 
operational boundaries and relative significance of public vs. private 
enterprises, alongside categorizing heavy industries, Micro, Small, and 
Medium Enterprises (MSMEs), and cottage industries. The goal is to 
optimize nationwide industrial capability and build a competitive domestic 
manufacturing base.

3. Industrial Licensing and Compliance Frameworks

Industrial licensing acts as a direct operational mechanism to enforce 
industrial policy. Through statutory approvals and permits, regulatory 
bodies supervise sector entry, prevent monopolistic concentration of 
capital, encourage balanced geographic expansion, and optimize national 
resource allocation.

4. Regulatory Labour Standards

The legal environment surrounding human resource management in 
India is governed by comprehensive statutory frameworks designed to 
balance corporate efficiency with worker protection. Key legislative acts 
regulate workplace safety, minimum remuneration, dispute resolution, 
social security, and welfare benefits:

 	 ➢ Operational & Safety Standards: The Factories Act

 	 ➢ Remuneration & Benefits: The Minimum Wages Act, The Payment 
of Wages Act, The Payment of Bonus Act, The Payment of Gratuity 
Act

 	 ➢ Industrial Relations: The Trade Unions Act, The Industrial Disputes 
Act

 	 ➢ Social Security Networks: The Employees’ State Insurance (ESI) 
Act, Workmen’s Compensation Act

5. Foreign Trade Policy and Exchange Controls

To manage the external business environment and protect domestic 
financial stability, the state oversees cross-border transactions through 
regulatory policies and specialized agencies:



Notes

26

 	 ➢ Trade Regulation: Commercial import and export flows are 
governed by legislative mandates to safeguard national interests 
and manage balance-of-payment risks.

 	 ➢ State Trading Enterprises: Central agencies—such as the State 
Trading Corporation of India (STC) and the Minerals and Metals 
Trading Corporation of India (MMTC)—act as direct state 
participants in international trade for key bulk commodities.

 	 ➢ Foreign Exchange Oversight: Enforced via the Foreign Exchange 
Management Act (FEMA), currency regulation ensures the prudent 
administration, conservation, and strategic deployment of foreign 
exchange reserves to maintain economic stability.

Summary

The business environment encompasses the total of all internal and 
external forces that shape an organization’s operations and performance. 
The internal environment includes controllable elements within the 
company—such as business objectives, management policies, production 
methods, organisational structures, and human resources—which help 
identify strengths and weaknesses to build a competitive advantage. 
Conversely, the external environment consists of factors outside the 
company’s direct control, divided into micro environmental factors (direct 
forces like competitors, customers, suppliers, marketing intermediaries, 
and the public) and macro environmental factors (broader external forces 
including economic, social, political, legal, technological, and international 
conditions). Finally, governments actively regulate these environmental 
interactions through mechanisms like economic planning, industrial 
licensing, labour laws, and foreign trade regulations (such as FEMA) to 
ensure balanced economic growth and social justice. 

Self-Assessment Questions:

1. 	 What are the internal factors affecting business environment? 

2. 	 What are the external factors affecting business environment?

3. 	 What are the Government controls over business in India?
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Lesson 1.4 – Impact of Environment on Business and Strategic 
Decision

1.4.1 � Introduction

Technology, political-legal, economic, social-cultural, global, and 
natural variables all contribute to business. This web of relationships 
between business and its surroundings shares three characteristics. First, 
there is a mutually beneficial interaction between businesses and their 
surroundings. Put another way, business is impacted by its surroundings 
and will, to some extent, impact the outside forces. In a similar vein, the 
political-legal environment affects the economic environment and vice 
versa. This also applies to the relationships between other environmental 
elements. The second characteristic is the dynamic nature of these 
environmental influences. As the years pass, they and business continue 
to evolve.

The third characteristic is that a specific company might not be able 
to alter its surroundings on its own. However, business will be able to 
significantly influence the environment in its favour along with other 
businesses.

1.4.2 � Knowing the Environment 

To make sense of ambiguous information in an environment, an 
organization must filter and shape the data it considers relevant through 
three key concepts:

1.	 Enacted Environment: The organization actively creates its own 
relevant environment by selectively focusing on certain aspects 
of the broader external environment, rather than reacting to 
everything. This process of enactment helps the organization define 
the context it responds to.

2.	 Domain and Domain Consensus: The domain is the specific 
segment of the enacted environment the organization chooses to 
operate within—this includes its products, customers, and services. 
Domain consensus occurs when all stakeholders agree on this 
domain. Without consensus, conflicts arise over what parts of the 
environment to monitor, causing potential blind spots.
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3.	 Task Environment: This is the part of the domain that requires 
constant monitoring, such as product offerings, technologies used, 
and competitive strategies. While the organization may occasionally 
consider broader environmental factors, its primary focus remains 
on this task environment.

Together, these concepts help an organization decide what information 
to accept as relevant and what to reject, enabling focused and effective 
decision-making.

1.4.3 � Environmental analysis

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

Secondly, environmental analysis should provide inputs for strategic 
decision-making. Mere collection of data is not enough. The information 
collected must be used in strategic decision-making.

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

Fourth, environmental analysis helps identify a firm’s survival and 
success factors. It goes without stating that a firm needs all the survival 
factors, if it were to merely survive and at least one of the success factors 
if it were to succeed.

1.4.4 � Benefits of Environmental Analysis

The benefits of environmental analysis include the following: 

 	 ➢ Analysis of competitors’ strategies and formulation of effective 
counter-measures. 

 	 ➢ Develop action plans to deal with technological advancements. 

 	 ➢ Identify, prioritise and exploit opportunities. 

 	 ➢ Minimise the effects of adverse conditions and changes. 

 	 ➢ Better decisions to support established objectives. 

 	 ➢ More effective allocation of resources to identified opportunities. 

 	 ➢ Integrate behaviours of individuals into a total effort. 

 	 ➢ Keep managers’ dynamic.

 	 ➢  Encourage forward thinking and develop favourable attitudes 
towards change 

 	 ➢ Degree of discipline and professionalism to the management of a 
business

1.4.5 � Corporate Strategy

A corporate strategy has the following characteristics:

1.	 It is generally long-term in nature

2.	 It is action-oriented

3.	 It is multi-prolonged

4.	 It is integrated

5.	 It is inflexible

6.	 It is dynamic in nature

7.	 It is formulated at the top management level, although all the lower 
and middle levels are involved.

8.	 It flows out of the goals and objectives of the concern.

9.	 It provides a unified criterion for the managers to take decisions.

10.	 It gives a basis for handling the uncertain situation
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Strategy formulation are done to guide the organization through the 
uncertain environment so that it succeeds in its overall mission of making 
profits and serving the society. The SWOT analysis is one such method, 
which the corporates use in their planning.

1.4.6 � SWOT Analysis

This identifies factors which may affect the future result of the 
organization. The SWOT analysis is carried out on the basis of the 
organization present strength, opportunities and external threat to the 
organization. Consequently, to identify the organizations distinctive 
capabilities, competencies and key success area. Along with other 
consideration of societal and organization values, they lead to creation, 
evaluation and choice of strategy.

One of the most important benefits of this analysis is flexibility and 
adaptability. It can be used in a variety of ways, using approaches specific to 
particular setting, to create a unique picture of the organizations distinctive 
environment, SWOT analysis objective is to recommend strategies that 
ensures the best alignment between the external environment and internal 
situation. It endeavours to identify weaknesses in the external environment 
and develop ways and means to reduce them, identify opportunities and 
take advantage of them in light of internal strength, identify threats and 
take action s to stop or reduce their impact.

SWOT Matrix

STRENGTH

 	 ➢ Skilled employees

 	 ➢ Strong brand

 	 ➢ Good Company reputation

 	 ➢ Modern technology

 	 ➢ marketing expertise

WEAKNESS

 	 ➢ Inadequate staff

 	 ➢ outdated technology

 	 ➢ poor infrastructure

 	 ➢ unskilled man power

 	 ➢ high debts

OPPORTUNITY

 	 ➢ Favourable Industry Trends

 	 ➢ New markets

 	 ➢ technological developments

 	 ➢ government support

 	 ➢ increasing demand

THREAT

 	 ➢ Unfavourable Political environment

 	 ➢ Obstacles in Licensing new Business

 	 ➢ Competition

 	 ➢ economic downturn

 	 ➢ changing regulations
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Strength: It is the internal positive factors that give an organization an 
advantage over others. which may include Skilled employees, strong 
brand, good reputation, modern technology, marketing expertise, 
financial strength, strong R & D team, good human relations within the 
organization etc.

Weakness: This is also part of internal system of an organization which 
are negative factors that may reduce performance or create disadvantages. 
It may include inadequate staff, outdated technology, poor infrastructure, 
unskilled man power, high debts, poor leadership etc.

Opportunities: These are the external factors or situations that an 
organization can take advantage of to grow or improve. This may 
include New markets, technological developments, government support, 
increasing demand etc.

Threats: These are the external factors that may create risks or negatively 
affect the organization. This may include Competition, economic 
downturn, changing regulations, technological disruption etc.

In strategic planning, the appraisal of a firm’s strength, weakness, 
opportunities and threats are referred as SWOT analysis. This analysis 
begins with environmental scanning to analyse the environmental 
opportunities and threats. Before making any strategic decision it need 
to be checked that whether there is likely to be a strategic fit between 
these factors and organizations own strength and weaknesses. Strength 
and weaknesses are normally analysed with reference to competitors’ 
characteristics. 

During SWOT analysis, the company will typically ask a series of 
questions to the marketer:

1.	 What trends and changes are there in environment?

2.	 What are our company’s distinctive strengths and weaknesses?

3.	 By comparing the above it is to be analysed what are the opportunities 
and threats are likely to be affected to the company.

4.	 How can the company best capitalise on these market opportunities 
and minimize the potential threats?

In addressing the above questions, the marketer has a particular set of 
skills and techniques:

 	 ➢ Forecasting of both environmental changes, and market size and 
potential.
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 	 ➢ Analysis of the company’s marketing strengths and weaknesses.

 	 ➢ Competitor analysis

 	 ➢ Analysis and forecasting of the customer needs

1.4.7 � Strategy Management Process

The process of strategic management entails setting objectives, 
developing and putting into practice strategies, and assessing whether the 
execution of strategies has led to the achievement of objectives. By strategy, 
we mean a forward-thinking plan for engaging with the environment 
in order to accomplish organizational goals. It serves as a foundation 
for managerial choices and decisions. Strategy reflects an organization’s 
understanding of how, when, where, and for what purposes it should be 
completed.

All organisations formulate strategies as per their focus, thrust, goal, 
and availability of resources. The most popular strategies include cost 
leadership, differentiation, defenders, focus, prospectors, analysers and 
reactors. Strategic Management refers to a set of decision and actions used 
to formulate and implement strategies that will provide a fit between the 
organisation and its environment so as to achieve organisational goals. 
Top executives use strategic management to define an overall direction for 
the organisation.



Notes

33

Summary

Business operates within a dynamic, symbiotic relationship with its 
environment, requiring organizations to actively shape their domain 
and monitor task environments to navigate uncertainty. Environmental 
analysis provides critical inputs for long-term strategic decision-making, 
helping firms foster strategic thinking, identify key survival and success 
factors, and minimize external risks while exploiting market opportunities. 
To effectively align internal capabilities with external realities, companies 
formulate top-level corporate strategies and employ tools like SWOT 
analysis—evaluating internal strengths and weaknesses (such as workforce 
skills or tech infrastructure) against external opportunities and threats (like 
market trends or regulatory shifts) to maintain a competitive advantage.

Self-Assessment Questions

1. 	 Define business. What are the objectives of business? 

2. 	 Explain the main characteristics of a business.

3. 	 Define business environment. Explain the nature of business 
environment. 

4. 	 What are the significances of business environment? 

5. 	 Explain features and benefits of business environment 

6. 	 What are the internal factors affecting business environment? 

7. 	 What are the external factors affecting business environment
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UNIT – II

Social and Cultural Environment

Learning Objectives 

After studying this unit, you will be able to:

 	 ➢ Explain the nature, scope, and key types of the social environment. 

 	 ➢ Classify and analyse different types of social organizations and 
their role within society. 

 	 ➢ Appraise the value of cultural heritage and articulate the benefits it 
provides to societal development. 

 	 ➢ Evaluate the impact and ongoing influence of foreign culture in 
India. 

 	 ➢ Define the meaning and fundamental principles of social 
responsibility. 

 	 ➢ Examine the primary factors influencing social responsibilities in 
business. 

 	 ➢ Assess the framework, practices, and regulatory landscape of 
Corporate Social Responsibility (CSR) in India. 

Unit Structure 

Lesson 2.1 – Social Environment 

Lesson 2.2 – Cultural Environment and Impact of Foreign Culture

Lesson 2.3 – Social Organisations

Lesson 2.4 – Social Responsibilities in Business
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Lesson 2.1 – Social Environment

2.1.1 � Introduction

The sociocultural environment refers to external factors beyond a 
company’s control that shape society and directly influence consumer 
behaviour. Key elements include:

 	 ➢ Work Attitudes: Societal views toward employment, ambition, and 
work-life balance.

 	 ➢ Family & Social Structures: The roles of family, marriage, and 
community in daily life.

 	 ➢ Cultural Values: Religious beliefs, moral codes, and ethical 
standards.

 	 ➢ Demographics & Education: Education levels, literacy rates, and 
general social awareness.

 	 ➢ Social Responsibility: Societal expectations regarding ethical 
business practices.

Understanding these elements is crucial for any enterprise. By guiding 
human behaviour through shared norms and values, the sociocultural 
environment dictates how communities interact with products, services, 
and brands. Because businesses operate among increasingly diverse 
populations, long-term success relies on adapting to these broader 
sociocultural trends rather than focusing on isolated individual actions.

2.1.2 � Meaning of Social Environment

The social environment consists of a society’s combined beliefs, 
customs, practices, and behaviours. Unlike the natural physical world, it is a 
human-made framework unique to each culture. While some practices are 
shared across borders, others vary drastically. For example, an American 
traveling to Britain will encounter many familiar cultural norms, whereas 
traveling to China presents far greater differences.

This broader societal backdrop is known as a firm’s external social 
environment. Operating in a multicultural market makes this environment 
more complex, as distinct sub-populations hold unique values and 
expectations. Conversely, an organization also maintains an internal social 
environment—the culture, values, and practices inside the company. While 
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a business has limited control over external societal shifts, it exercises 
significant control over its internal workplace culture.

To stay relevant, a business must remain attuned to society’s evolving 
preferences and demands, which are influenced by both its:

 	 ➢ Internal Social Environment: Corporate values, management 
style, and employee relationships.

 	 ➢ External Social Environment: Consumer demographics, broader 
cultural shifts, and societal expectations.

Internal Social Environment 

A company’s organizational ideals, conventions, customs, and 
practices also form a social environment. Some of these norms, values, 
and beliefs will be specific to the organization, while many will reflect the 
internal social milieu. Establishing a solid and effective corporate culture 
is crucial for businesses to function as a cohesive entity. Ensuring a stable 
and positive culture is also crucial. In order to identify any animosity or 
other dysfunction that needs to be fixed, a company should keep a close 
eye on the relationships among its members.

External Social Environment 

In the macro-business environment, the socio-cultural dimension 
consists of the shared values, societal norms, lifestyle preferences, and 
demographic characteristics of a target population. Long-term corporate 
viability depends heavily on an enterprise’s ability to monitor, interpret, 
and strategically adapt to these external shifts.

1. Societal Shifts and Consumer Demand Adaptation

Aligning business models with evolving consumer values is essential 
for market retention. Shifts in public perception directly alter demand 
patterns across industries:

 	 ➢ Environmental Sustainability: Heightened consumer awareness 
regarding climate change and energy efficiency regularly drives 
demand shifts, such as the market transition from high-emission 
vehicles to hybrid or electric platforms.

 	 ➢ Cultural Traditions: Regional dining norms dictate market entry 
strategies; for instance, markets that prioritize extended, communal 
dining present structural barriers to quick-service restaurant (QSR) 
models.
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 	 ➢ Cyclical Industry Trends: Rapid changes in consumer tastes—such 
as micro-trends in apparel and fashion—require agile supply chain 
management to avoid product obsolescence and revenue loss.

2. Environmental Threats and Policy Volatility

When socio-cultural movements gain significant political 
momentum, they can precipitate regulatory interventions that disrupt 
entire sectors. A notable historical example is the 1920s Prohibition 
movement in the United States, where social anti-alcohol campaigns 
culminated in statutory bans that temporarily eliminated the legal 
beverage alcohol industry.

3. Proactive Marketing and Strategic Image Management

While companies must respond to social changes, they also leverage 
strategic communications to shape public perceptions and capitalize on 
emerging trends:

 	 ➢ Trend Creation: Through targeted advertising and influencer 
strategies, industries proactively generate consumer demand and 
establish social trends.

 	 ➢ Reputational Crisis Management: Organizations use public 
relations (PR) campaigns to mitigate brand damage following 
operational crises—such as major environmental disasters or 
corporate governance failures.

 	 ➢ Portfolio Diversification: Food service brands often adjust product 
offerings (e.g., adding low-calorie or plant-based menu items) 
and sponsor wellness initiatives to realign with health-conscious 
consumer segments.

4. Macro-Societal Values as Economic Enablers

Beyond direct consumer behavior, foundational societal values 
determine the quality of an organization’s operating environment:

 	 ➢ Human Capital Quality: Communities that prioritize higher 
education cultivate a skilled, innovative workforce that drives 
productivity.

 	 ➢ Infrastructure Support: Public endorsement of infrastructure 
investment ensures reliable transport and communication networks 
essential for supply chain operations.
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 	 ➢ Labor Productivity and Demand: A culture that fosters a strong 
work ethic generates higher employment rates, driving disposable 
income and consumer spending power across the broader economy.

2.1.3 � Social Group

Social group is a collection of human beings. In its elementary sense, a 
group “is a number of units of anything in close proximity to one another”. 
Thus we may speak of a group of houses on a street, trees in a forest or 
buses at a bus stand. In the human field it means “any collection of human 
beings who are brought into social relationships with one another”. Some 
of the important definitions of social groups are:

2.1.4 � Definition of Social Group

“A group is a social unit which consists of a number of individuals 
who stand in (more or less) definite status and role relationships to one 
another and which possesses a set of values or norms of its own, regulating 
the behaviour of individual members at least in matters of consequence to 
the group. 

“A social group may be thought of as a number of persons, two or 
more, who have some common objects of attention, who are stimulating to 
each other, who have common loyalty and participate in similar activities.

A social group is a collection of individuals, two or more, interacting 
with each other, who have some common objects of attention and participate 
in similar activities. It may be a cricket club or a political party. It ranges 
from a pair, or a couple to a group of millions of people. In an aggregation, 
the element of interaction is lacking and so it differs from group within 
which observable interaction is present. The essence of social group is not 
physical closeness but a consciousness of joint interaction. 

2.1.5 � Characteristics of Social Group 

From the definitions of a social group as given above, it can be inferred 
that a social group has the following characteristics. 

 	 ➢ Reciprocal Relations: The members of a group are inter-related to 
each other. A gathering of persons forms a social group only when 
they are interrelated. Reciprocal relations form an essential feature 
of a group. 

 	 ➢ Sense of Unity: The members of a group are united by a sense of 
unity and a feeling of sympathy. 
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 	 ➢ We-feeling: The members of a group help each other and defend 
their interests collectively. 

 	 ➢ Common Interests: The interests and ideals of a group are common. 
It is for the realization of common interests that they meet together. 

 	 ➢ Similar. Behaviour: The members of a group behave in a similar 
way for the pursuit of common interests.

 	 ➢ Group Norms: Every group has its own rules or norms which the 
members are supposed to follow. 

A social group, it may be noted, is dynamic and not static. It may 
change its form and expand its activities from time to time. Sometimes 
the change may be swift and sudden, while at other times it may occur 
so gradually that its members are unaware of it. A group may give up one 
function after another until it finally ceases to exist or it may settle down 
to a routine and limit its activities to a mere holding of annual meeting. It 
may expand its organization or may die of disorganization.

Summary

The social environment consists of the collective beliefs, customs, and 
behaviours of a society, operating on both an internal and external level for 
business organizations. Externally, businesses must continuously adapt to 
shifting social preferences, cultural norms, and broader societal values—
such as workforce education and ethical standards—to sustain consumer 
demand and ensure long-term viability. Internally, organizations manage 
their own distinct culture, norms, and workplace relations to foster a 
cohesive environment. Furthermore, business operations interact heavily 
with dynamic social groups, which are defined by reciprocal relationships, 
shared norms, and a collective sense of unity among their members. 

Self-Assessment Questions

1. 	 Explain the meaning of social environment 

2. 	 What are the types of social organizations? 

3. 	 What are the internal and external factors affecting social 
environment? 

4. 	 What are the major religious groups in India? 
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Lesson 2.2 – Cultural Environment and Impact of Foreign Culture

2.2.1 � Introduction

Culture consists of the sum total of societal behaviour, which comprises 
of beliefs, customs, traditions, preferences and knowledge etc. This 
drastically varies from place to place. It has both materials like television, 
refrigerator, washing machine etc. and non-materials like customs, beliefs, 
values etc.

Culture is a very critical component of business environment which 
is having significance importance in business. For making important 
business decisions proper understanding of the cultural dimensions is 
very important. A company which sets out to do business in ~unfamiliar 
cultural environment may encounter several problems if proper home work 
is not done. Many multinational corporates agree that “cultural differences 
are the most significant and troublesome variables encountered by any 
multinational company. The failure of managers to comprehend fully these 
disparities has led to most international business blunders.”

2.2.2 � Definition of Culture

There are various definitions of culture. In broader sense culture, 
refers to that part of the total repertoire of human action which is socially, 
as opposed to genetically, transmitted. 

A very popular definition given by E.B. Tylor which reads “Culture 
of civilization is that complex whole which includes knowledge, belief, art, 
morals, law, customs and other capabilities and habits acquired by man as a 
member of society”. 

As Geert Hofstede, a noted Dutch writer and academic, has put it, 
“Culture is the software of mind-the social programming that runs the way 
we think, act and perceive ourselves and others”. 

On the basis of the various definitions of culture, Francis Merill 
formulates the concept of culture as follows. 

 	 ➢ Culture is characteristically the human product of social interaction; 
provides socially acceptable patterns for meeting biological and 
social needs;
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 	 ➢ Culture is cumulative, as it is handed down from generation to 
generation in a given society; 

 	 ➢ Culture is meaningful to human beings because of its symbolic 
quality; 

 	 ➢ Culture is learned by each person in the course of his development 
in a particular society; 

 	 ➢ Culture is, therefore, a basic determinant of personality; and 
depends for its existence upon the continued functioning of society 
but is independent of any individual or group.

2.2.3 � Elements of Culture 

Culture, the sum total societal behaviour, includes at least three 
elements, namely, knowledge and beliefs, ideals and preferences, 

Knowledge and Beliefs: The knowledge and beliefs refer to a people’s 
prevailing notions of reality. They include myths and metaphysical beliefs 
as well as scientific realities. As Rose remarks, “one of the features of 
culture in general, that is of special sociological interest, is shared quality 
of a belief system. People who share a given culture tend to take a hostile 
attitude towards those within their midst who cannot, or will not, accept 
conventional definitions of fact”. People in every society have basic 
convictions that certain modes of conduct or goals are desirable. These are 
also known as values. Value system represents a set of values with priority 
ordering based on their relative importance. It prompts individuals and 
groups to distinguish between what is right and what is wrong, what ought 
to be, what ought not to be. Values thus provide standards or benchmarks 
by which individuals may be guided in their choices, decisions, conduct, 
and behaviour. 

Ideals: Ideals refer to the societal norms which define what is expected, 
customary, right or proper in a given situation. Norms are enforced by 
sanctions, i.e., by rewarding the right behaviour and punishing the wrong 
behaviour. Folkways and mores are important aspects of every culture. 
Folkways are norms of proper behaviour (like the proper way to greet a 
friend) that are informally enforced. But mores are norms of obligatory 
behaviour considered vital to the welfare of the group. 

Preference: Preferences refer to society’s definitions of those things in 
life which are attractive or unattractive as objects of desire. Preferences 
may differ between cultures. Interestingly enough, the judgments of the 
ideal or the proper do not always correspond to our judgments of the 
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pleasant or enjoyable. An example in point is the temptations (not proper 
but desirable). “All the things 1 really like to do are immoral, illegal, or 
fattening,” said Alexander Woollcott.

2.2.4 � Cultural Heritage 

Meaning 

Cultural heritage comprises the sources and evidence of human history 
and culture regardless of origin, development and level of preservation 
(tangible/material heritage), and the cultural assets associated with this 
(intangible/non-material heritage). Because of their cultural, scientific and 
general human values, it is in the state’s interest to protect and preserve 
cultural heritage. The basic cultural function of cultural heritage is its 
direct incorporation into space and active life within it, chiefly in the area 
of education, the transfer of knowledge and experience from past periods 
of history, and the strengthening of national originality and cultural 
authenticity. 

2.2.5 � Types of Cultural Heritage

1. 	 Tangible (material) heritage: Tangible (material) heritage is made 
up of individual buildings, groups of buildings, areas, objects and 
collections of objects

2. 	 Built heritage: It comprises buildings (including their associated 
facilities), decorative elements, equipment and attached land, 
other built elements, settlements and parts thereof, and spatial 
arrangements (even if they are formed from natural elements). We 
can classify built heritage as follows:

i. 	 Buildings (units): all buildings or built components that have 
an expressly historical, archaeological, artistic, scientific, 
social or technical importance;

ii. 	 groups of buildings: uniform groups of urban or rural buildings 
that that have an expressly historical, archaeological, artistic, 
scientific, social or technical importance and are sufficiently 
interlinked that they comprise spatially definable units;

iii. 	 areas: joint creations of man and nature, i.e. areas that are partly 
built and sufficiently recognisable and uniform that they are 
spatially definable, and have a special historical, archaeological, 
artistic, scientific, social or technical importance.
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3. 	 Archaeological heritage: It comprises all relics, objects and 
human traces from past periods of history on the surface, in the 
earth and in water whose preservation and study contributes to the 
uncovering of the historical development of mankind and his links 
to the natural environment and for which archaeological research is 
the main source of information. 

4. 	 Cultural heritage landscapes: They are special distinct areas of 
land as recognised by people and whose characteristics and spatial 
layout are the result of the operation and mutual influence of 
natural and human factors. The terms ‘integral heritage’ and ‘area 
of national identity’ are two terms with a wider meaning. 

5. 	 Integral heritage: It is formed by units of the human environment 
or nature in which elements of natural and cultural heritage are 
intertwined and whose value is increased by the fact that both forms 
of heritage are genetically, functionally or substantively linked and 
dependent on each other.

2.2.6 � Benefits of cultural heritage

Not everyone feels a connection with their cultural heritage, but many 
people do. What is it about cultural heritage that draws these people to it? 
Some may think traditions are archaic and no longer relevant, and that 
they are unnecessary during these modern times. Perhaps for some, they 
aren’t; but for others, exploring cultural heritage offers a robust variety 
of benefits. i. Connection to social values, beliefs, religions and customs 
Culture can give people a connection to certain social values, beliefs, 
religions and customs. It allows them to identify with others of similar 
mindsets and backgrounds. ii. Sense of unity and belonging within a group 
Cultural heritage can provide an automatic sense of unity and belonging 
within a group and allows us to better understand previous generations 
and the history of where we come from. iii. Preserving cultural heritage as 
communal support Another benefit that comes from preserving cultural 
heritage as a whole is the communal support. Those that identify strongly 
with a certain heritage are often more likely to help out others in that same 
community

2.2.7 � The Caste System in India

The origins of the caste system in India and Nepal are shrouded, but 
it seems to have originated more than two thousand years ago. Under this 
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system, which is associated with Hinduism, people were categorized by 
their occupations. Although the early Vedic sources name four primary 
castes, in fact there were thousands of castes, sub-castes and communities 
within Indian society. These jati were the basis of both

Castes or sub-castes besides the four mentioned in the Bhagavad Gita 
include such groups as the Bhumihar or landowners, Kayastha or scribes, 
and the Rajput, who are a northern sector of the Kshatriya or warrior caste. 
Some castes arose from very specific occupations, such as the Garudi - 
snake charmers- or the Sonjhari, who collected gold from river beds. Some 
people were born outside of (and below) the caste system. They were called 
“untouchables.”

2.2.8 � Impact of Foreign Culture on Business

In The Current Scenario We Are Witnessing the advancement of 
liberalisation and globalisation. That means the world has shrunk into 
a “Global village” Due to advancement in technology people from one 
country can interact with the people of other country very easily. With the 
help of social media people can meet and interact with each other. When 
people meet an interact they share their culture, traditions and various 
other things which may influence each other. This leads to social and 
cultural changes due to impact of foreign culture. This social and cultural 
may create an impact in many of the following areas:

 	 ➢ The way of wearing dresses

 	 ➢ Food habits

 	 ➢ Thoughts and ideologies

 	 ➢ Habit

 	 ➢ Behaviour

 	 ➢ Adoption of New Technology

 	 ➢ New goods and services

 	 ➢ Style of communication

 	 ➢ Business Practices

 	 ➢ Taste and preferences

 	 ➢ Transportation

 	 ➢ Media of communication

 	 ➢ Living Habits

 	 ➢ Entertainment

 	 ➢ Healthcare solutions
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Civilizations do meet and even merge but never has such an impact 
been witnessed as the impact of the west on India. A Birds eye view of the 
Indian scenario would depict a miniature or a distorted West in India. 

i. 	 Notice only western modes: The impact has been so great and so 
deep that, wherever we go, and, as far as the eye can see, we notice 
only western modes and we are for a moment set to wonder if we 
are in India or in some western country. 

ii. 	 Culture of the west has penetrated so deep Impact of cultures is 
felt elsewhere also and this is bound to be, when two people or 
two societies or two countries meet but, neither leaves its own 
system wholesale as in India. This is a unique feature in India 
only, where the culture of the west has penetrated so deep and far 
and wide that, the original Indian culture has got lost somewhere.

iii. 	 Completely influenced by the west: To find western impact on 
India we do not have to go far to seek. Each and every home, 
each and every sphere of life has been completely influenced by 
the west that it is difficult to recognize what is Indian in India. 
Our food, and food habits, our dresses, our dances, our songs, our 
music, our life style are the entire western pattern.

iv. 	 English language most prominent One often wonders whether 
where we live is India, or a colony of the west? The influence is 
also changing our education system. In schools, the language most 
prominent is English and not Hindi. The medium of instruction is 
also English, so far so good. However, the sad part of this system 
is that, the schools that lay more stress on Hindi, or use the Hindi 
Medium of instruction, are known to be second rate schools. Thus, 
we have not only adopted the British ways but we also appreciate 
them only. The height of it all is seen when see that, a person who 
can communicate in English is known to be smarter than a person 
who cannot. This volume of change is not understandable. 

v. 	 Follow the western styles It implies that, not only have we taken to 
western styles, we also admire only them who follow the western 
styles, in comparison to those who follow the Indian styles.

vi. 	 Loss of the identity This much influence is not only unwarranted 
but also shameful. It has often been seen that countries do adopt 
methods of other countries but in doing so, they maintain their 
own identity. The loss of the identity is only found in India. 
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vii. 	 Indigenous is difficult to introduce To a great extent the influence 
of the British can be well understood as, we have remained slaves 
to them for two centuries. This much may be excused, but to revolt 
if anything Indian or anything indigenous is being introduced 
cannot be forgiven at all. 

viii. 	 Remain culturally and mentally bonded to the west This only 
points to the ugly fact that, we have got independence from the 
British only physically and politically but, mentally and culturally 
the onslaught on India has been complete. We, even to-day, 
remain culturally and mentally bonded to the west. Whenever 
anything India is talked about there is an attitude of derision for 
it, even in the highest echelons of society. This indicates a full and 
complete degeneration of Indian culture and its total merger with 
the culture of the west. 

ix. 	 To learn a thing just because it is of the west It is good to learn 
whatever is good anywhere, but, to learn a thing just because it 
is of the west only depicts a crumbled and shattered state of the 
Indian mind. We must learn to sort out and learn what is good 
elsewhere and maintain what is good in us.

Types of Social Organizations

Social organizations or institutions arise out of social needs and 
situations of members. These organizations are the means through which 
individuals adjust their behaviour to environmental conditions. Lapiere 
says that “social organization consists of all the ways by which men live 
and work together, more especially of all the programmed, ordered and 
coordinated relations of the members of the society.” Social organizations at 
different levels organize and give expression to collective behaviour. They 
coordinate and crystallize numerous interests of individuals and groups. 
Social organizations are of two broad types, namely, those which grow out 
of kinship and those that result from the free and voluntary associations 
of members. A brief analysis of a few such organizations are given below:

1. 	 Family: It is the earliest and the most universal of all social 
institutions. It is also the most natural, simplest and permanent 
form of social organization. In society, individuals are primarily 
organized into separate families and households. Family is generally 
composed of husband, wife and their children. It may be defined as 
a group of persons, united either by the ties of marriage or blood 
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relationship, having a common household, a common tradition or 
culture

	 The form and features of family may be different from place to 
place and country to country but family as a social group exists 
everywhere. It may rightly be described as the keystone of the social 
arch. It performs a variety of functions like biological, emotional, 
economic, educational and cultural. 

2. 	 Clan: The members of a clan are supposed to be the descendants of 
common ancestors. They usually bear common surname. They are 
usually found among primitive people and members act through 
the guidance of a chieftain. They are associated through common 
social, religious and cultural ceremonies. Members practice 
exogamy; they do not marry a person belonging to the same clan. 
All members worship a totem or a symbolic object like cow, bull, 
bird etc. 

3 	 Tribe: A tribe is a wider social organization than clan and has 
been defined as “a social group of a simple kind, and members of 
which speak a common dialect, have a common government and 
act together for such common purpose as welfare.” Tribe is usually 
formed after a stronger clan subordinates a weaker one. Tribe has 
a government with a tribal chief as its head. It is organized for 
military purposes and has a common dialect and language. Though 
devoid of blood relationship, a tribe maintains solidarity among its 
members.

4. 	 Community: One way of organizing individuals on secular lines is 
through formation of communities and associations. A community 
is defined as “the total organization of social life within a limited 
area.” A community is a self-sufficient group based on common life. 
The area of a community may range from narrow to very broad 
(even global) limits.

5. 	 Association: MacIver defines, “An association as a group organized 
for the pursuit of an interest or group of interests in common.” 
Associations may be of various types including kinship, religious, 
cultural, recreational, philanthropic, vocational, political groups

Summary

Culture represents the cumulative, learned system of knowledge, 
beliefs, values, and customs that shape human behavior and societal 
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interaction. For businesses operating in global markets, understanding 
both tangible and intangible aspects of cultural heritage—alongside 
traditional structures like social organizations, communities, and historical 
caste systems—is essential for avoiding strategic blunders and achieving 
alignment with local environments. While globalization and foreign 
cultural influence drive technological adoption, new business practices, 
and evolving consumer preferences, unchecked cultural shift risks eroding 
indigenous identities and traditional social frameworks.

Self-Assessment Questions

1.	 Define Culture and what are the Elements of Culture?

2.	 What is meant by Cultural Heritage? 

3.	 What are the types of Cultural Heritage? 

4.	 What are the impacts of foreign culture in India?
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Lesson 2.3 – Social Organizations

2.3.1 � Introduction

Social organizations or institutions arise out of social needs and 
situations of members. These organizations are the means through which 
individuals adjust their behaviour to environmental conditions. Lapiere 
says that “social organization consists of all the ways by which men live 
and work together, more especially of all the programmed, ordered and 
coordinated relations of the members of the society.” Social organisations at 
different levels organize and give expression to collective behaviour. They 
coordinate and crystallize numerous interests of individuals and groups. 
Social organisations are of two broad types, namely, those which grow out 
of kinship and those that result from the free and voluntary associations 
of members. 

A brief analysis of a few such organizations are given below: 

1. 	 Family: It is the earliest and the most universal of all social 
institutions. It is also the most natural, simplest and permanent 
form of social organization. In society, individuals are primarily 
organized into separate families and households. Family is generally 
composed of husband, wife and their children. It may be defined as 
a group of persons, united either by the ties of marriage or blood 
relationship, having a common household, a common tradition or 
culture.

	 The form and features of family may be different from place to 
place and country to country but family as a social group exists 
everywhere. It may rightly be described as the keystone of the social 
arch. It performs a variety of functions like biological, emotional, 
economic, educational and cultural. 

2. 	 Clan: The members of a clan are supposed to be the descendants of 
common ancestors. They usually bear common surname. They are 
usually found among primitive people and members act through the 
guidance of a chieftain. They are associated through common social, 
religious and cultural ceremonies. Members practice exogamy; they 
do not marry a person belonging to the same clan. All members 
worship a totem or a symbolic object like cow, bull, bird etc. 
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3. 	 Tribe: A tribe is a wider social organization than clan and has 
been defined as “a social group of a simple kind, and members of 
which speak a common dialect, have a common government and 
act together for such common purpose as welfare.” Tribe is usually 
formed after a stronger clan subordinates a weaker one. Tribe has a 
government with a tribal chief as its head. It is organized for military 
purposes and has a common dialect and language. Though devoid of 
blood relationship, a tribe maintains solidarity among its members. 

4. 	 Community: One way of organizing individuals on secular lines is 
through formation of communities and associations. A community 
is defined as “the total organisation of social life within a limited 
area.” A community is a self-sufficient group based on common life. 
The area of a community may range from narrow to very broad 
(even global) limits.

5. 	 Association: MacIver defines, “An association as a group organized 
for the pursuit of an interest or group of interests in common.” 
Associations may be of various types including kinship, religious, 
cultural, recreational, philanthropic, vocational, political groups. 
Linguistic systems in India has become a land of many tongues and 
has been called “as a tower of veritable languages” or a “Museum of 
languages”. In 1950, the States in India were reorganized on linguistic 
basis. As a result, the domiciles of a particular state speak a particular 
language. The Constitution of India has approved of 22 languages. 
In India we find a number of languages. India has also been called a 
“Tower of Babel”. This multilingual nature of the country affects every 
aspect of her national life. But linguistic diversity was not a great 
problem in the past since Sanskrit in the beginning, later Persian 
and during last hundred years English served as link languages. At 
present the language problem has become so acute that it has posed 
a major threat to national integration. Most often linguistic tensions 
are being manifested in the borders which are bilingual. For example, 
in Belgaum there is a tug of war between Marathi and Kannada 
speaking people. Assam confronted with Bengali and Assamese. 
Although Hindi has been recognized as the national language, this 
has promoted bitter hostilities, particularly in the South. Language 
problem has never been as intensely felt as it is today. Even Bihar 
and Utter Pradesh are not free from the linguistic problems. Further, 
conflict tends to persist among the Urdu, Hindi and Oriya linguistic 
groups and Urdu and Hindi speaking people respectively.
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2.3.2 � Origin of Linguistic systems in India 

The basis for the Origin of Linguistic systems in India are discussed 
below: 

1. 	 Love of Literature: Love of literature creates and strengthens a sense 
of loyalty towards it among the linguistic groups. These linguistic 
loyalties hamper the evolution of a common language. 

2. 	 Geographical Causes: Geographical conditions also promote 
linguist. People living in a particular locality tend to speak the same 
language. This promotes local identity and distinctiveness among 
people. Living together geographically reinforces a linguistic group’s 
love for its own language. 

3. 	 Historical Causes: Linguistic system in India is a by-product of 
India’s struggle for national freedom. Our leaders of freedom 
movement criticized the British system of dividing country by 
cutting across linguistic boundaries. Rather, they pleaded for the 
division of India into different provinces along linguistic lines. 
After independence, in 1956, the States were reorganized on the 
basis of homogeneity of languages. The reorganization of the States 
on linguistic lines has provided geographical foundations for sub-
nationalism in India. 

4. 	 Political Causes: Political parties create linguistic feeling among 
the people of a locality and exploit their sentiments at the time of 
election. 

5. 	 Psychological Causes: Language has certain psychological and 
emotional characteristics which invoke the feeling of ethnocentrism 
to a homogeneous group. In India, the linguistic groups are tied 
together by ties of common interest. This creates the spirit of 
regionalism, sectarianism and separatist feeling in the mind of the 
inhabitant.

2.2.3 � Evils of Linguistic systems in India 

The evils of linguistic systems in india are as follows: 

1. 	 Increasing Regionalism and Parochialism: The people of different 
linguistic groups who are concentrated in a state seem to think 
only in terms of interests of their own States. This undermines 
consideration of national issues and causes parochial feelings. 
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2. 	 Formation of Regional Political Parties: Linguistic system has 
resulted in regionalism which has ultimately led to the formation 
of regional political parties in some state. Some of these regional 
political parties have also formed government. Such political parties 
in power often complicate Centre-State relationship. 

3. 	 Persecution of the Linguistic Minorities: The State Reorganization 
Commission had provided for safeguard of linguistic minorities in 
States. But in reality the linguistic minorities have been harassed 
in different States. As a result certain complications and disturbing 
trends have developed which seem to have threatened the unity of 
the country. 

4. 	 Demand for Separate States: Linguistic conflicts take place due to 
selfish motive of politicians. These politicians instigate the linguistic 
minority to demand partition of the States along linguistic lines. 
The demand for a separate state creates problems for the concerned 
state as well as the centre. 

5. 	 Erosion of National Feeling: The national feeling is eroded due to 
linguistic and regional loyalties. The erosion of national feeling 
threatens the sovereignty of the country. 

6. 	 Inter-State Border Dispute: Language problems have created 
tensions in the boarder which are bilingual. For example, the Goans 
are divided on the basis of Konkani and Marathi languages.

Remedial Measures for eradication of the evils of Linguistic systems 
in India 

Following measures may be taken for the eradication of tensions 
between different linguistic groups. 

1. 	 Development of a National Language: Although Hindi has been 
recognized as the national language, it has caused bitter hostilities, 
particularly in the South. It will be unwise to impose Hindi on non-
Hindi speaking people. Therefore, the propagation of Hindi as the 
national language requires lot most care and tact. 

2. 	 Development of Common Script: At present there are a number of 
scripts in India. But if a common script is evolved, it would break 
through the script barrier which separates one language area from 
another. M. N. Srinivas’s suggestion for the use of Roman Script 
may also be considered. 
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3. 	 Ban on Political Parties and other Organisations: The regional 
political or any other organization which try to exploit the 
sentiments of people along the linguistic lines should be banned. 
The Sarkaria Commission was appointed in 1983 to examine the 
language problem in India. The Commission made a couple of 
recommendations for the solution of the problem. It suggested 
that the styles, forms and expression of English along with other 
regional languages are to be retained in the process of development 
of official language. The three language formula such as regional 
language, Hindi and English should be properly implemented. 

2.2.4 � Indian Religion Groups 

India is a land of diversities. This diversity is also visible in the spheres 
of religion. The major religions of India are Hinduism (majority religion), 
Islam (largest minority religion), Sikhism, Christianity, Buddhism, Jainism, 
Zoroastrianism, Judaism and the Baha’i Faith. India is a land where people 
of different religions and cultures live in harmony. This harmony is seen 
in the celebration of festivals. The message of love and brotherhood is 
expressed by all the religions and cultures of India.

Whether it’s the gathering of the faithful, bowing in prayer in the 
courtyard of a mosque, or the gathering of lamps that light up houses at 
Diwali, the good cheer of Christmas or the brotherhood of Baisakhi, the 
religions of India are celebrations of shared emotion that bring people 
together. People from the different religions and cultures of India, unite in 
a common chord of brotherhood and amity in this fascinating and diverse 
land. 

1.	 Buddhism: At present Buddhism is one of the major world 
religions. The philosophy of Buddhism is based on the teachings 
of Lord Buddha, Siddhartha Gautama (563 and 483 BC), a royal 
prince of Kapilvastu, India. After originating in India, Buddhism 
spread throughout the Central Asia, Sri Lanka, Tibet, Southeast 
Asia, as well as the East Asian countries of China, Mongolia, Korea, 
Japan and Vietnam. 

2. 	 Christianity: Christianity is one of the prominent religions in 
India. At present there are about 25 million Christians in India. It 
is interesting to note that the Christian population in India is more 
than the entire population of Australia and New Zealand or total 
population of a number of countries in Europe. 
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3. 	 Hinduism: Hinduism is the oldest religion in the world. Hinduism is 
world’s third largest religion after Christianity and Islam. Hinduism 
is the dominant religion in India, where Hindus form about 84 per 
cent of the total population. Hinduism is also known as “Sanatan 
Dharma” or the everlasting religion. 

4. 	 Islam: One of the prominent religions of India, Islam forms about 
12 per cent of India’s population. Though India’s contact with Islam 
had begun much earlier, the real push came in the 8th century when 
the province of Sindh was conquered. Though the Muslims form 
only 12 per cent of the total population of India but the influence of 
Islam on Indian society is much stronger.

5. 	 Jainism: Jains form less than one percent of the Indian population. 
For centuries, Jains are famous as community of traders and 
merchants. The states of Gujarat and Rajasthan have the highest 
concentration of Jain population in India. The Jain religion is traced 
to Vardhamana Mahavira (The Great Hero 599-527 B.C.). 

6.	 Sikhism: Sikhs form about 2 per cent of Indian population. In 
comparison to other religions, Sikhism is a younger religion. The 
word ‘Sikh’ means a disciple and thus Sikhism is essentially the path 
of discipleship. The true Sikh remains unattached to worldly things. 

7. 	 Zoroastrian: Though the total number of Zoroastrians in Indian 
population is very less yet they continue to be one of the important 
religious communities of India. According to the 2001 census, there 
were around 70,000 members of the Zoroastrian faith in India. 
Most of the Parsis (Zoroastrians) live in Maharashtra (mainly in 
Mumbai) and the rest in Gujarat. 

8. 	 Guru Nanak Dev: Sri Guru Nanak Dev Ji is credited with 
starting the Sikh religion. He was the first Guru of the Sikhs and 
is worshipped next to God. His sole aim in life was to unify the 
Hindus and Muslims and form a universal religion of brotherhood 
and compassion. He believed that true salvation could be achieved 
only by devotion of thought and excellence of conduct. 

9. 	 Lord Mahavira: Lord Mahavira is often credited with the advent 
of Jainism in India. However, Jainism existed even before Lord 
Mahavira was born. He is supposed to be the twenty-fourth (last) 
Tirthankara according to the Jain philosophy. A Tirthankara is 
an enlightened soul who is born as a human being and attains 
perfection through intense meditation.
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10. 	Adi Shankaracharya: One of the greatest philosophers of India, 
Adi Shankaracharya founded the Advaita Vedanta, which is one of 
the sub-schools of Vedanta. Adi Shankaracharya whole-heartedly 
believed in the concept of the Vedas but at the same time advocated 
against the rituals and religious practices that were over exaggerated. 

2.2.5 � Social attitude 

The emotional component is the feeling experienced on evaluation 
of a particular entity. The cognitive aspect implies thoughts and beliefs 
adopted towards the subject, while the behavioural component is the 
conduct that results from a social attitude. An individual with an explicit 
attitude is aware of it and how it dictates his behaviour and beliefs. On 
the other hand, a person may not be conscious of his implicit attitude, 
although it still may influence his beliefs and behaviour. People pick social 
attitudes from personal experiences or observation. Likewise, social roles 
and norms can dictate formation of attitudes. Social roles determine 
the behaviour an individual occupying a particular position or context 
in the society is expected to demonstrate, while social norms define the 
conduct that’s acceptable to the society. However, social attitude does 
not always lead to specific behaviour. For example, someone may favour 
policies of a specific politician but fail to turn out to vote. Attitudes can be 
dropped the same way they’re learned. Joint Family System in India A joint 
family or undivided family is an extended family arrangement prevalent 
throughout the Indian subcontinent, particularly in India, consisting of 
many generations living in the same home. All the daughters, or widowed 
relatives, all bound by the common relationship. The joint family status 
being the result of birth, possession of joint cord that knits the members 
of the family together is not property but the relationship. The family is 
headed by a patriarch, usually the oldest male called Kartha, who makes 
decisions on economic and social.

matters on behalf of the entire family. The patriarch’s wife generally 
exerts control over the kitchen, child rearing and minor religious 
practices. All money goes to the common pool and all property is held 
jointly. Characteristics of joint family system in India On the basis of 
the conceptual framework, we can mention some characteristics of joint 
family system in India. 

1. 	 Common Residence: One of the most important features of the joint 
family system is common residence. Members of the joint family 
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normally reside together in the same house or at one particular 
place. Some scholars like Iravati Karve regard co- residentiality as 
an essential ingredient of jointness. 

2. 	 Common Kitchen: Living together is not the only ingredient of 
joint family. A group of persons living at one place or under one 
roof may not form a joint family. Therefore, the essential feature 
of a joint family is the common kitchen. The members eat food 
prepared jointly at the common kitchen. The undivided kitchen has 
been traditionally associated with the joint family system. 

3. 	 Common property: The members hold common property. As 
Milley writes, the joint family “is a cooperative institution similar 
to a joint stock company in which there is joint property.” The head 
of the family manages the family property like a trustee. The total 
earnings of the members are pooled into family treasury and family 
expenses are met out of that. According to old Hindu law givers, 
the nature of joint family consisted in the ownership of ancestral 
property. Daya Bhag and Mitakshara rules enjoin that during the 
life time of the father, the property of the family cannot be divided 
between the members of the family.

4. 	 Depth of Generations: The joint family is large in size in 
comparison to nuclear family. It consists of members of three or 
more generations including grandparents, parents and children. 
Sometimes, other kith and kin such as uncles, aunts, cousins and 
great grandsons also live in the joint family. 

5. 	 Common Worship: The Hindu joint family derives its strength 
from religion. Hence, it is associated with various religious rituals 
and practices. It is a feature of joint family system that there is a 
common mode of worship and common Gods and Goddesses. The 
reason for this might have been the practice of ancestor worship 
and the custom of Pinda Dana. In ancient times, every family had 
its own deity or ‘Kula Devata’ who was worshipped throughout 
the ages. Thus, common worship of Gods and Goddesses has been 
associated with joint family system. 

6. 	 Co-operation and Sentiment: Scholars like I.P. Desai and K.M. 
Kapadia point out that jointness should be looked in functional 
terms. A patrilineal joint family may consist of a number of 
households headed by males related through the father. It may be 
located even at distant places and may not even have property in 
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common. But what is common is that it identifies itself as members 
of a particular ‘family’, cooperates in rituals and ceremonies, renders 
financial and other kinds of help, and cherishes common family 
sentiment and abides by the norms of joint living. 

7. 	 Ritual Bonds: The ritual bonds of the joint family are considered 
to be important component of jointness. A joint family, thus, is 
bound together by periodic propitiation of the dead ancestors. The 
members perform a ‘Shradha’ ceremony in which the senior male 
member of the joint family propitiates his dead father’s or mother’s 
spirit offering it through the ‘Pinda’ on behalf of all the members.

8. 	 Authority of Karta: The Hindu family is usually patriarchal. In the 
patriarchal joint family, the eldest male member exercises authority. 
The authority of the head of the family is considered to be supreme. 
The Hindu family, in theory and practice, enjoins the figure of the 
head of the family who is responsible for the management of the 
house, management of finances, bread winner and wage earner. The 
head of the family or the Karta enjoys the highest position in the 
family. Majumdar has written, the Karta of the joint or extended 
family has the right to make decisions for his family, he is the working 
head, he is the judge and the jury, he decides family quarrels, he is 
the political head as every family has a place and is represented by 
the head of the family in the social, ceremonial and in community 
activities. “The power is traditionally given to the eldest male of the 
family and the head allows little individual freedom to the family 
members. As opposed to it, in the matriarchal joint family the eldest 
female member in theory exercises the supreme authority. 

9. 	 Mutual Obligations: The joint family consists of a number of 
relations who have a common residence and a common kitchen. 
Because of living together and enjoying property in common, the 
members of the joint family are also bound together by the ties of 
mutuality of obligations. It means that since they live together, they 
share the sorrows and joys together. On all important occasions 
like birth, death and marriage, they commonly share the burden of 
sentiments and emotions. 

10. 	Familistic Organisation: Joint family is based on a family which 
means the subordination of individual interests to the interests of 
the family as a whole. This also means that goals or interests of the 
family must be the goals or interests of the individuals. 
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11. 	Filial Relationship: In contrast to conjugal ties (i.e. between husband 
and wife), emphasis is laid on filial relationship (the father-son 
relationship) and fraternal relationship (the relationship between 
brothers) in the joint family system. In other words, the conjugal 
relationship is subordinated to filial and fraternal relationships. 

12. 	Arranged Marriage: In the joint family, the head considers it as his 
privilege to arrange the marriages of the members. The individual’s 
right to select his / her life partner is not allowed. The younger 
members rarely challenge his decisions and arrangements. 

13. 	Self-Sufficiency: There was a time when the joint family was 
mostly self- sufficient. It used to meet the economic, recreational, 
educational and other needs of members. The rural agricultural 
joint families were mostly self-reliant. 

14. 	Segregation of Sexes: In the traditional joint family, social life of 
women was largely confined to family and relatives. The segregation 
of sexes was accomplished in a variety of ways. There was 
separation of perspective sphere of work for men and women. Men 
were looking after the major occupational activities and women 
were looking after the household works. Basically, the spheres of 
operation were separated. This separation of the sexes in the family 
tends to characterize social life as well. The women were forming 
their own social groups. 

15. 	Kin Relationship between the Members: We can say that a joint 
family may consist of members related lineally or collaterally or 
both. There is more or less a unanimous agreement that a family is 
essentially defined as “joint” only if it includes two or more related 
married couples. Also it has been observed that these couples 
may be related (i) lineally (usually in a father -son relationship or 
occasionally in a father- daughter relationship) or (ii) collaterally 
(usually in a brother-brother relationship or / occasionally 
in a brother-sister relationship). Both these types refer to the 
compositional aspect of the patrilineal joint family.

South-west and North-East India, the family is usually composed of 
a woman, her mother and her married and unmarried daughters. The 
mother’s brother is also an important member of the family; he is the 
manager of the matrilineal joint family affairs the husbands of the female 
members live with them. In Kerala, husbands used to be frequent visitors 
in their wife’s household and lived with their mother’s household. 
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Summary

Human societies organize themselves through fundamental social 
institutions—ranging from universal kinship units like the family, clan, 
and tribe to broader secular communities and voluntary associations—that 
shape collective behavior and help individuals adapt to their environment. 
In India, this social framework is deeply intertwined with linguistic 
diversity, complex religious traditions, and explicit social attitudes that 
influence individual conduct and group dynamics. While linguistic 
division and regionalism pose ongoing challenges to national integration, 
the traditional joint family system—characterized by shared residence, 
common property, common worship, and the central authority of the 
Karta—remains a foundational structural element reinforcing mutual 
obligation, filial ties, and collective economic security.

Self-Assessment Questions:

1. 	 Write a brief note on Social organisation.

2. 	 Write in details about the origin of linguistic system in India

3. 	 What are the major religious groups in India? 

4. 	 How do the social attitudes affect social behaviour? 
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Lesson 2.4 – Social Responsibility of Business

2.4.1 � Introduction

Meaning Social responsibility is an ethical framework which suggests 
that an entity, be it an organization or individual, has an obligation 
to act for the benefit of society at large. Social responsibility is a duty 
every individual has to perform so as to maintain a balance between the 
economy and the ecosystems. A trade-off may exist between economic 
development, in the material sense, and the welfare of the society and 
environment, though this has been challenged by many reports over 
the past decade. Social responsibility means sustaining the equilibrium 
between the two. It pertains not only to business organizations but also to 
everyone whose any action impacts the environment. This responsibility 
can be passive, by avoiding engaging in socially harmful acts, or active, 
by performing activities that directly advance social goals. According 
to some exports, most rules and regulations are formed due to public 
outcry, which threatens profit maximization and therefore the well-
being of the shareholder and that if there is not outcry there often will be 
limited regulation. Some critics argue that corporate social responsibility 
(CSR) distracts from the fundamental economic role of businesses; 
others argue that it is nothing more than superficial window-dressing, or 
“green washing”; others argue that it is an attempt to pre-empt the role of 
governments as a watchdog over powerful corporations though there is 
no systematic evidence to support these criticisms. A significant number 
of studies have shown no negative influence on shareholder results from 
CSR but rather a slightly negative correlation with improved shareholder 
returns. Some studies have shown strongly positive correlations between 
a CSR-type commitment to sustainability and company performance in 
the long-term.

2.4.2 � Factors influencing social responsibilities on business

The following arguments will support the involvement of business in 
social activities:

1.	 Public Requirements: Business can exist only with public support 
and only if business fulfils needs of society. One of the main 
arguments for social responsibility is that public expectations from 
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business have changed. Therefore, if business wishes to remain 
in existence for a long term it must respond to society’s needs 
and give society what society wants. The business must come up 
to expectations of public for its survival since the demand for 
products or services arises from customers who are a part of society. 
Since business is a part and parcel of society, it must think of its 
responsibilities.

2.	 Favourable for Business: Performance of social obligation by 
business will not only be in the interest of society but in its own 
interest also. The firm which is more responsive to improvement 
of community quality of life will as a result has better community 
in which it conducts its business. People with healthy environment, 
good health and education will make them good customers 
and employees. Recruitment of labour will be of higher quality. 
Turnover and absenteeism will be reduced. The society may reject 
an enterprise which does not care for social welfare. Crime rate will 
also decrease as a result of social improvements.

3.	 Moral Justification: Nowadays modern industrial society faces 
many serious social problems as a result of emergence of large 
companies. Therefore, these large corporations have a moral 
responsibility to solve these problems. Also business which is using 
so many resources of our economy has responsibility to devote 
some of these resources in overall development of society.

4.	 Socio-Cultural Norms: In a country like India where social and 
cultural values have long and rich heritage, a business promoting 
social equalities, healthy employer-employee relations and consumer 
service will enjoy better social position. A business working against 
traditional values will face criticism from society.

5.	 Business Can Shoulder Responsibility: Many people who feel 
frustrated with failure of other institutions in handling social 
problems are turning to the business for their solution to social 
problems. In such a situation, it becomes the duty of business 
to come up to expectation of public and fulfil its responsibilities 
towards society.

6.	 Responsibility Must Correspond with Power: Business enjoys 
social power to a great extent. So they do affect economy, minorities 
and other social problems. Business should perform equal amount 
of social responsibility to match their social power. If they don’t then 
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it will reflect their irresponsible behaviour, which will ultimately 
affect the natural growth.

7.	 Public Image: Only that firm can enjoy better reputation in public 
which supports social goals. Each firm seeks an enhanced public 
image so that it may gain more customers, better employees, 
more responsive money markets etc. It is possible only if business 
performs its responsibilities towards society whole-heartedly which 
will result in raising the value of shares and debentures held by the 
owners.

8.	 Government Regulations: If business does not respond positively 
to the needs of society, then it may be compelled to do so through 
government laws and regulations. Before government stretches its 
long arms, the business should discharge its obligations to society. 
It has to regulate the business in public interest.

9.	 Indebted to Society: Business units benefit from society. In return 
it also has certain debts that it owes to society. Business uses vast 
pool of resources in terms of men, talents, expertise and money. 
Business is in a position to work for social goals with the help of 
these resources. Also corporations unlike citizens are created by 
society so they have certain civic duties and debentures held by the 
owners.

2.4.3 � Corporate Social Responsibility (CSR)

Corporate social responsibility or CSR has been defined by Lord 
Holme and Richard Watts in the World Business Council for Sustainable 
Development’s publication “Making Good Business Sense” as the 
continuing commitment by business to behave ethically and contribute to 
economic development while improving the quality of life of the workforce 
and their families as well as the local community and society at large.” 
CSR is one of the newest management strategies where companies try to 
create a positive impact on society while doing business. Evidence suggests 
that CSR taken on voluntarily by companies will be much more effective 
than CSR mandated by governments. There is no clear-cut definition of 
what CSR comprises. Every company has different CSR objectives though 
the main motive is the same. All companies have a two-point agenda—
to improve qualitatively (the management of people and processes) and 
quantitatively (the impact on society). The second is as important as the 
first and stakeholders of every company are increasingly taking an interest 
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in “the outer circle”-the activities of the company and how these are 
impacting the environment and society. Corporate social responsibility 
(CSR) promotes a vision of business accountability to a wide range of 
stakeholders, besides shareholders and investors. Key areas of concern are 
environmental protection and the wellbeing of employees, the community 
and civil society in general, both now and in the future. The concept of 
CSR is underpinned by the idea that corporations can no longer act as 
isolated economic entities operating in detachment from broader society. 
Traditional views about competitiveness, survival and profitability are 
being swept away.

2.4.4 � Features of Corporate Social Responsibility

Some of the drivers pushing business towards CSR include:

1. The shrinking role of government

In the past, governments have relied on legislation and regulation 
to deliver social and environmental objectives in the business sector. 
Shrinking government resources, coupled with a distrust of regulations, 
has led to the exploration of voluntary and non-regulatory initiatives 
instead.

2. Demands for greater disclosure

There is a growing demand for corporate disclosure from stakeholders, 
including customers, suppliers, employees, communities, investors, and 
activist organizations.

3. Increased customer interest

There is evidence that the ethical conduct of companies exerts a 
growing influence on the purchasing decisions of customers. In a recent 
survey by Environics International, more than one in five consumers 
reported having either rewarded or punished companies based on their 
perceived social performance.

4. Growing investor pressure

Investors are changing the way they assess companies’ performance, 
and are making decisions based on criteria that include ethical concerns. 
The Social Investment Forum reports that in the US in 1999, there was 
more than $2 trillion worth of assets invested in portfolios that used 
screens linked to the environment and social responsibility.
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5. Competitive labour markets

Employees are increasingly looking beyond paycheques and benefits, 
and seeking out employers whose philosophies and operating practices 
match their own principles. In order to hire and retain skilled employees, 
companies are being forced to improve working conditions.

6. Supplier relations

As stakeholders are becoming increasingly interested in business affairs, 
many companies are taking steps to ensure that their partners conduct 
themselves in a socially responsible manner. Some are introducing codes 
of conduct for their suppliers, to ensure that other companies’ policies or 
practices do not tarnish their reputation.

The concept of corporate social responsibility is now firmly rooted on 
the global business agenda. But in order to move from theory to concrete 
action, many obstacles need to be overcome. A key challenge facing 
business is the need for more reliable indicators of progress in the field of 
CSR, along with the dissemination of CSR strategies. Transparency and 
dialogue can help to make a business appear more trustworthy, and push 
up the standards of other organizations at the same time.

2.4.5 � Corporate Social Responsibility (CSR) in Indian context

India`s new Companies Act 2013 (Companies Act) has introduced 
several new provisions which change the face of Indian corporate 
business” Companies Act 2013 (Companies Act) has introduced several 
new provisions which change the face of Indian corporate business. One 
of such new provisions is Corporate Social Responsibility (CSR). The 
concept of CSR rests on the ideology of give and take. Companies take 
resources in the form of raw materials, human resources etc from the 
society. By performing the task of CSR activities, the companies are giving 
something back to the society. Section 135 of the Companies Act provides 
the threshold limit for applicability of the CSR to a Company i.e.

(a) 	net worth of the company to be Rs 500 crore or more; 

(b) 	turnover of the company to be Rs 1000 crore or more; 

(c) 	net profit of the company to be Rs 5 crore or more. Further as per 
the CSR Rules, the provisions of CSR are not only applicable to 
Indian companies, but also applicable to branch and project offices 
of a foreign company in India.
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2.4.6 � Activities under CSR:

Under contemporary corporate governance and statutory mandates 
(such as Schedule VII of the Indian Companies Act, 2013), eligible 
corporations are required to direct social capital toward structured socio-
economic development initiatives. These permissible CSR deployment 
areas can be broadly classified into four strategic domains:

1. Human Capital & Social Welfare

Direct investments in community development address fundamental 
social inequalities and uplift disadvantaged demographics:

 	 ➢ Poverty and Hunger Alleviation: Implementing targeted programs 
aimed at eradicating extreme poverty, malnutrition, and food 
insecurity.

 	 ➢ Education and Skill Development: Promoting quality education 
and expanding market-oriented vocational training to improve 
employability across local communities.

 	 ➢ Gender Equality and Empowerment: Funding initiatives that 
foster female empowerment, reduce gender disparities, and support 
facilities for vulnerable demographic groups.

 	 ➢ Affirmative Action for Marginalized Communities: Directing 
resources toward the socio-economic welfare and inclusion of 
Scheduled Castes (SC), Scheduled Tribes (ST), Other Backward 
Classes (OBCs), minorities, and marginalized women.

2. Public Health & Community Well-being

Corporate contributions toward public health infrastructure strengthen 
regional resilience and human resource vitality:

 	 ➢ Maternal and Child Healthcare: Supporting medical programs 
designed to reduce infant mortality rates and improve maternal 
health outcomes.

 	 ➢ Disease Control and Prevention: Financing initiatives to combat 
major public health threats, including HIV/AIDS, malaria, and 
other communicable diseases.

3. Environmental Sustainability & Ecological Protection

Environmental stewardship aligns business operations with long-term 
ecological balance and climate resilience:



Notes

67

 	 ➢ Sustainable Resource Management: Ensuring environmental 
sustainability, conservation of natural resources, protection of flora 
and fauna, and overall ecological balance.

 	 ➢ Social Business Ventures: Sponsoring social enterprise models 
designed to solve environmental and community challenges using 
sustainable commercial mechanisms.

4. Direct National Development & Relief Contributions

Financial contributions to state-administered funds enable central and 
local authorities to handle crisis management and structural development:

 	 ➢ Relief and Reconstruction Funds: Capital contributions to the 
Prime Minister’s National Relief Fund (or equivalent state and 
central government socio-economic development funds).

 	 ➢ State-Directed Welfare: Supporting state-approved funds 
dedicated to the socio-economic upliftment and disaster relief of 
underrepresented populations.

Summary

Social responsibility serves as an ethical framework requiring 
businesses and individuals to balance economic growth with societal and 
environmental welfare. Driven by evolving public expectations, modern 
corporate social responsibility (CSR) goes beyond traditional profit 
maximization by urging businesses to voluntarily account for their impact 
on employees, communities, and the environment. Key factors such as 
growing investor and consumer demand for ethical practices, shrinking 
government oversight, competitive labor markets, and moral obligations 
incentivize companies to adopt CSR strategies, which ultimately yields 
financial gains, improved brand reputation, and lower operating costs. 
In the Indian context, this mandate is codified under Section 135 of the 
Companies Act 2013, which legally requires qualifying corporate entities—
including eligible foreign branches—to dedicate resources toward specific 
socio-economic initiatives such as poverty eradication, education, gender 
equality, and environmental sustainability.

Self-Assessment Questions 

1. 	 Explain the meaning of social environment 

2. 	 What are the types of social organizations? 
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3. 	 What are the internal and external factors affecting social 
environment? 

6. 	 What are the major religious groups in India? 

7. 	 How do the social attitudes affect social behaviour? 

8. 	 What are the Characteristics features of joint family system in 
India? 

9. 	 What is meant by Cultural Heritage? And what are the types of 
Cultural Heritage? 

10. 	What are the impacts of foreign culture in India? 

11. 	What are the factors influencing social responsibilities in business? 

12. 	Explain the features of Corporate Social Responsibility (CSR) 

13. 	Explain the Corporate Social Responsibility (CSR) in Indian context
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UNIT – III

Economic Environment

Learning Objectives 

After going through this unit, you should be able to understand the 
following concepts

	Explain the meaning, nature and components of the economic 
environment; 

	Describe different economic systems and their impact on business;

	Analyse major macroeconomic parameters and their influence on 
business decisions; 

	Discuss the objectives and achievements of India’s Five-Year Plans 
and the role of the NITI Aayog; 

	Evaluate the impact of economic policies and planning on the 
business environment.

Unit Structure 

Lesson 3.1 – �Concept, Nature and Components of the Economic 
Environment 

Lesson 3.2 – �Economic Systems and the Business Environment 

Lesson 3.3 – �Macroeconomic Parameters and their Impact on Business

Lesson 3.4 – �Economic Planning in India: Five-Year Plans and NITI Aayog
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Lesson 3.1 – Concept, Nature and Components of the Economic 
Environment

3.3.1 � Introduction

All businesses operate in an environment comprising of political, 
legal, social, technological and economic factors among others. The 
economic environment is one of the most important aspects of business 
management because it determines the availability of resources, 
consumers’ purchasing power, production costs and overall business 
activity. Regardless of the nature of a business, for example, whether 
it is a small grocery shop, a unit manufacturing products for sale, or 
a multinational corporation, all are affected directly or indirectly 
by economic conditions. Wherein political and legal aspects of the 
business environment may differ depending on the type of a business, 
the economic environment of all businesses operates within the same 
framework. For instance, all businesses are affected by inflation, interest 
rates and national income. Therefore, in order to make informed 
business decisions, it is important to examine the business environment 
at the time of taking those decisions. The economic environment can be 
defined as encompassing all economic conditions, institutions, policies 
and laws that influence the organization’s business functions. It includes 
the country’s economic system, government’s economic policies, level 
of economic development, national income, inflation rate, employment 
status, financial conditions and terms of international trade, among 
others.

Unlike internal business environment, the external environment 
particularly the economic environment is beyond the company’s control. 
Organizations can only monitor, assess and adjust to changes in the 
economic environment. A positive economic environment presents more 
opportunities for a business, while a poor economy poses more threats to 
the smooth operation of a business.

3.3.2 � Nature of the Economic Environment

The economic environment is one of the most influential aspects of 
the business environment for several reasons. Some of these attributes 
include:
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i) It is dynamic

The business environment is subject to constant changes that are 
usually unpredictable. For instance, changes in inflation rates, government 
spending, interest rates, exchange rates and individual income among 
other factors are usually continuous and take place without any specific 
warning. Therefore, it is important for business organizations to constantly 
monitor the economic environment in order to respond to these changes 
appropriately.

ii) Affects all business organizations

The economic environment affects all business organizations regardless 
of their size and nature of production. Changes in the level of fuel prices, 
for instance, are likely to affect manufacturing, transport, farming and 
trading activities.

iii) Has both macroeconomic and microeconomic factors

The business environment comprises of both macroeconomic 
and microeconomic factors. Macroeconomics focuses on the general 
performance of the economy, which includes aspects such as economic 
growth, inflation and interest rates among others. On the other hand, 
microeconomics encompasses factors that affect individual businesses, 
for instance, market forces, suppliers and customers among others. Both 
aspects of the economy influence business operations.

iv) Influences business opportunities and risks

The overall business opportunities and risks are dictated by the state 
of the economy. A positive economy presents more opportunities while 
poor economic conditions create more risks.

v) Is closely related to other aspects of the environment

The economic environment is closely intertwined with other aspects 
of the business environment, including social, technological, legal and 
political aspects. For instance, changes in government policies directly 
impact the economy. In the same way, changes in technology and 
demographics affect the overall economy.

3.3.3 � Components of the Economic Environment

There are several components of the economic environment, which 
include:
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i) Economic system

The economy encompasses the total resources available in a country, 
the utilization of these resources and the distribution of goods and services 
produced. The economic system, on the other hand, determines who owns, 
controls and manages the resources and people who contribute to wealth 
creation. The economic system has a major influence on the type of business 
and the strategies it adopts. There are three main types of economic systems, 
namely; market, centrally planned economies and mixed economies. Mixed 
economies, on the other hand, comprise of elements of mixed and planned 
economies. In India, for instance, the government operates some industries 
while private organizations run others.

ii) Economic policies

The government usually undertakes several policies in order to achieve 
certain economic objectives. Some of the policies that influence business 
operations include:

a) Monetary policy

Monetary policies are used to control money supply and commercial 
banks’ activities. In addition, the policies provide guidelines on the amount 
of credit that can be advanced to businesses and individuals. Monetary 
policies influence the rate of interest, which in turn determine the amount 
of money that individuals and business can borrow.

b) Fiscal policy

Fiscal policies comprise of taxation and public expenditure policies 
that the government undertakes in order to achieve specific economic 
objectives. In order to support industrialization and business activities, 
governments offer tax relief and incentives to several industries.

c) Industrial policy

Industrial policies determine the extent to which industries should be 
state-controlled or privately owned. They also provide guidelines on the 
matters relating to licensing, provision of infrastructure and incentives for 
adopting new technologies.

d) Trade, foreign investment and exchange policies

Trade policies determine the terms of trade, including import and 
export policies. In addition, they also include policies on technology 
acquisition and foreign investment. On the other hand, exchange 
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policies determine exchange rates, which affect international trade and, 
consequently, business activities.

iii) Economic conditions

Economic conditions indicate the overall health of an economy and 
directly affect business performance. Some of these important economic 
conditions include: 

Economic growth: Economic growth has a direct impact on the amount 
of production and, consequently, the level of employment. Higher levels 
of economic growth indicate increased rates of production, which means 
that more individuals will be employed.

National and per capita income: Higher personal income indicates greater 
purchasing power, which in turn affects demand for goods and services.

Employment and unemployment: Changes in employment rates influence 
the purchasing power of individuals and, consequently, the overall demand 
for goods and services.

Inflation: Inflation rate changes have a direct impact on the production 
costs of different businesses. In addition, higher inflation rates usually 
reduce consumer purchasing power, thereby affecting the demand for 
various products.

Interest rates: The level of interest rates affects the amount of credit that 
individuals and business can obtain. Higher rates discourage people from 
taking loans due to the high cost of repaying the borrowed amount, while 
lower rates encourage people to take more loans.

Business cycle: It refers to the pattern that the economy follows regarding 
periods of growth and decline. Businesses usually respond to these changes 
by adjusting their production levels, prices and other business activities.

Consumer confidence: Consumers’ expectations of future economic 
conditions affect their purchasing patterns. Individuals usually spend 
more when they are confident that their economic situation will improve 
soon.

iv) Infrastructure

Modern infrastructural facilities play a significant role in supporting 
economic development and business activities. Some of the most important 
areas of infrastructure that affect business activities include transport, 
power, communication and banking system.
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v) Agriculture and industrial development

Agriculture is an important source of raw materials and income for a 
large proportion of the population. Industrial development, on the other 
hand, contributes to the overall development of the economy by creating 
job opportunities and producing goods for consumption. In addition, 
industrialization encourages technological developments and increases 
the overall production of goods and services.

vi) Financial system

Modern economies require a developed financial system, which 
facilitates the smooth flow of financial resources from those who save to 
those who need the funds to support their activities. A well-developed 
financial system promotes investment, encourages trade and accelerates 
economic development.

vii) Economic reforms and globalization

Changes and adjustments in the economy, including liberalization, 
privatization and globalization, affect various aspects of the business 
environment in different ways. Business organizations are currently 
operating in a globalized economy that is highly competitive.

Example

Suppose an organization is considering opening a new mobile phone 
production plant. In order to make this business decision, the company 
will review the economic environment in order to determine the viability 
of the investment. Some of the aspects of the economy that the company 
should consider include:

a) 	 Interest rates: the company will consider prevailing interest rates 
for businesses loans

b) 	 Inflation: the company will review the rate at which inflation is 
likely to affect the economy

c) 	 Government policies: the company will analyze government policies 
that support manufacturing activities

d) 	 Availability of skilled labour: the company will consider the supply 
of skilled labour in the country

e) 	 Consumer buying pattern: the company will analyze prevailing 
consumer trends and interest among potential customers

f) 	 Exchange rates: the company will review the likely changes to 
exchange rates
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g) 	 Taxation policies: the company will consider the level of direct and 
indirect taxation

After considering all aspects of the economy, the company will make 
its business decision based on whether the proposed investment would be 
profitable.

3.3.4 � Summary

The economic environment encompasses various aspects that 
influence business operations. The economic environment consists of both 
macroeconomic and microeconomic factors, with macroeconomic factors 
including inflation rate, economic growth and interest rates among others. 
On the other hand, microeconomic factors include the supply and demand 
of labour and other resources, market forces and potential competitors. 
The business environment is closely connected to other environments, 
including legal and political environments. The major components of the 
business environment include the economic system, government policies, 
economic conditions, infrastructure, agricultural development, industrial 
development and economic reforms. Understanding these components 
enables business organization to make informed business decisions. 
Therefore, it is important for business organizations to constantly monitor 
the business environment in order to respond to changes in a timely 
manner.

Self-Assessment Questions

1. 	 What do you mean by economic environment?

2. 	 Distinguish between macroeconomic and microeconomic factors 
with suitable examples.

3. 	 Explain any three components of the economic environment.

4. 	 How does monetary policy influence business decisions?

5. 	 Why is the economic environment considered dynamic?
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Lesson 3.2 – Economic Systems and the Business Environment

3.2.1 � Introduction

Business does not exist in isolation. Every business function within 
an economic environment which influences its decisions regarding 
production, pricing, investment and expansion. Changes in income 
levels, inflation, interest rates and exchange rates affect both consumers 
and businesses. At the same time, economic system adopted by a country 
determines the extent of government intervention, private ownership and 
market competition.

Understanding both economic environment and economic system 
helps managers identify opportunities, respond to risks and make informed 
business decisions.

3.2.2 � Impact of the Economic Environment on Business

The economic environment comprises of economic conditions that 
influence the performance of businesses. Changes in these conditions 
directly affect consumer demand, production costs, investment decisions 
and profitability. Therefore, business firms keep monitoring important 
economic indicators before making strategic decisions.

The major economic factors influencing business are discussed below.

i) Income

Income represents the purchasing power of consumers. As people’s 
income increases, their ability to purchase goods and services too increases. 
Higher disposable income generally creates greater demand for consumer 
products, housing, education, tourism and other services.

But, consumer spending depends not only on income but also on 
preferences, lifestyles and cultural values. Even people with higher incomes 
may not purchase products that are not considered useful or desirable in 
their society.

Example

An increase in salaries may increase the demand for smartphones, 
electric vehicles and premium healthcare services. However, products 
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popular in some developed countries may not receive the same response 
in India because of differences in consumer preferences.

Business Implications

 	 ➢ Higher income increases market potential.

 	 ➢ Product mix changes as consumers move towards premium 
products.

 	 ➢ Businesses need to understand changing customer preferences.

ii) Inflation

Inflation is a continuous rise in the general price level of goods and 
services. When prices rise faster than incomes, consumers lose purchasing 
power.

Inflation increases the cost of raw materials, labour, transportation 
and energy. As a result, businesses face higher production costs. Although 
firms may increase selling prices, excessive price increases can reduce 
demand.

Businesses therefore try to improve productivity, adopt cost-saving 
technologies and manage supply chains efficiently to control costs.

Example

A rise in fuel prices increases transportation costs, leading to higher 
prices for food products and consumer goods.

Business Implications

 	 ➢ Higher production costs.

 	 ➢ Reduced purchasing power of consumers.

 	 ➢ Lower sales if prices rise sharply.

 	 ➢ Greater emphasis on cost control and efficiency.

iii) Recession

A recession is a period when economic activity significantly slows 
down, leading to declines in income, employment, production and 
consumer spending.

During a recession, consumers postpone non-essential purchases and 
businesses reduce investment. Companies may experience lower sales, 
excess inventory and reduced profits.
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To overcome recessionary conditions, businesses often introduce 
discounts, flexible payment options, improved customer service and 
innovative products to encourage spending.

Example

During the COVID-19 pandemic, many industries such as tourism, 
hospitality and aviation experienced recessionary conditions due to 
reduced consumer demand.

Business Implications

 	 ➢ Decline in demand.

 	 ➢ Lower profits.

 	 ➢ Reduced investment.

 	 ➢ Greater focus on customer retention.

iv) Interest Rate

The interest rate represents the cost of borrowing money and affects 
both business investment and consumer spending.

When the rate of interest is high, borrowing becomes expensive. 
Businesses postpone expansion plans because loans increase production 
costs. Consumers also reduce purchases of houses, vehicles and other 
durable goods financed through loans.

But, when interest rates are lower, encourages investment and 
consumption, thereby stimulating economic growth.

Business Implications

 	 ➢ High interest rates discourage investment.

 	 ➢ Working capital becomes more expensive.

 	 ➢ Low interest rates promote expansion and consumer spending.

 	 ➢ Equity investment may become more attractive when interest rates 
are low.

v) Exchange Rate

The exchange rate refers to the value of one country’s currency relative 
to another’s.

Exchange rates are particularly important for businesses engaged 
in international trade. A weaker domestic currency makes exports 
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more competitive but increases the cost of imported raw materials and 
machinery. Conversely, a stronger domestic currency reduces import costs 
but may make exports less competitive.

With globalization and international supply chains, exchange rate 
fluctuations significantly affect business profitability.

Example

Indian software companies generally benefit when the Indian Rupee 
weakens against the US Dollar because export earnings increase in rupee 
terms.

Business Implications

 	 ➢ Influences export competitiveness.

 	 ➢ Affects import costs.

 	 ➢ Impacts international profitability.

 	 ➢ Encourages exchange rate risk management.

3.2.3 � Meaning of an Economic System

An economic system is the method through which a country organizes 
the ownership, production and distribution of goods and services. 
It determines who owns productive resources, who makes economic 
decisions and what role the government plays in economic activities.

The nature of the economic system significantly influences the business 
environment.

3.2.4 � Types of Economic Systems

Economists generally classify economic systems into four categories.

i) Traditional Economic System

A traditional economy is rooted in customs, traditions and community 
practices. Production methods are simple, technology is limited and 
occupations are often inherited.

Advantages

 	 ➢ Strong social relationships

 	 ➢ Sustainable use of resources

 	 ➢ Stable community life
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Limitations

 	 ➢ Low productivity

 	 ➢ Limited innovation

 	 ➢ Slow economic growth

ii) Market (Capitalist) Economic System

A market economy is based on private ownership and freedom of 
enterprise. Prices are determined by demand and supply, while government 
intervention is limited.

Features

 	 ➢ Private ownership

 	 ➢ Profit motive

 	 ➢ Consumer choice

 	 ➢ Competition

 	 ➢ Freedom of enterprise

Advantages

 	 ➢ Innovation

 	 ➢ Efficient resource allocation

 	 ➢ Entrepreneurship

 	 ➢ Better product quality

Limitations

 	 ➢ Income inequality

 	 ➢ Monopoly tendencies

 	 ➢ Environmental concerns

 	 ➢ Unequal distribution of wealth

iii) Socialist (Command) Economic System

Under socialism, the government owns or controls major industries 
and allocates resources according to planned objectives.

Features

 	 ➢ Public ownership

 	 ➢ Planned development

 	 ➢ Social welfare

 	 ➢ Reduced inequality
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Advantages

 	 ➢ Better income distribution

 	 ➢ Public welfare

 	 ➢ Employment opportunities

Limitations

 	 ➢ Limited competition

 	 ➢ Bureaucratic control

 	 ➢ Lower incentives for innovation

iv) Mixed Economic System

A mixed economy combines the features of market and socialist 
systems. The public and private sectors coexist alongside each other.

India follows a mixed economic system where private enterprise is 
encouraged while the government regulates strategic sectors and promotes 
social welfare.

Advantages

 	 ➢ Encourages entrepreneurship

 	 ➢ Protects public interest

 	 ➢ Balances growth with equity

 	 ➢ Promotes inclusive development

Limitations

 	 ➢ Policy uncertainty

 	 ➢ Administrative delays

 	 ➢ Coordination challenges

3.2.5 � Economic Systems and Business Environment

The economic system adopted by a country shapes the business 
environment in many ways.

 	 ➢ It determines the extent of private ownership and entrepreneurship.

 	 ➢ It influences government regulation and industrial policy.

 	 ➢ It affects investment and business expansion.

 	 ➢ It determines the level of market competition.

 	 ➢ It influences innovation, efficiency and productivity.
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 	 ➢ It affects employment opportunities and consumer welfare.

 	 ➢ It shapes the availability of finance and infrastructure.

In market economies, businesses enjoy greater operational freedom. 
In socialist economies, government planning plays a larger role. Mixed 
economies attempt to combine economic efficiency with social welfare.

3.2.6 � Summary

The economic environment influences business through factors such 
as income, inflation, recession, interest rates and exchange rates, all of 
which affect demand, costs, investment and profitability. Businesses must 
continuously monitor these indicators to make effective decisions. Alongside 
these factors, the economic system of a country determines ownership of 
resources, the role of government, competition and consumer choice. The 
four major economic systems are traditional, market, socialist and mixed 
economies. India follows a mixed economic system that combines private 
enterprise with government regulation and social welfare. Understanding 
both the economic environment and economic systems helps businesses 
adapt to changing economic conditions and achieve sustainable growth.

Self-Assessment Questions

1. 	 Explain the impact of income and inflation on business.

2. 	 How do interest rates influence business investment?

3. 	 What is the significance of exchange rates for exporters and 
importers?

4. 	 Distinguish between market economy and mixed economy.

5. 	 Explain how the economic system of a country influences the 
business environment.
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Lesson 3.3 – Macroeconomic Parameters and their Impact on 
Business

3.3.1 � Introduction

A firm always exists in a dynamic economic environment in which 
factors such as production, employment, inflation, income, government 
spending and trade constantly interact. Thus, even the best-run companies 
are strongly influenced by economic factors beyond their control e.g. 
adjustments in interest rates, slowdowns in the economy and loss of 
purchasing power of money.

Managers need to have awareness about the economy to make better 
decisions on investment, production, pricing, employment and expansion. 
Experts assess economic performance using indicators, known as 
macroeconomic parameters that reflect the health of an economy. These 
variables assess a country’s overall economic performance, unlike firm-
specific indicators.

Most businesses keep a close watch on indicators which enable them to 
take decisions. Banks utilise the indicators to determine lending policies, 
manufacturers use them to make production decisions, investors use them 
to make buy-sell decisions and the government uses them to develop 
economic policies. Therefore, it is important for managers to develop an 
understanding of macroeconomic parameters.

3.3.2 � Meaning of Macroeconomic Parameters

Macro-economic parameters refer to indicators that capture aspects 
of performance of an economy. The parameters help to track economic 
variables such as production, income, prices and employment amongst 
others.

Unlike micro-economic indicators that focus on individual consumers 
or firms, macroeconomic indicators focus on the economy as a whole. 
The parameters help government make policies, help investors make 
investment decisions and help firms make business decisions. Some of 
the commonly used macroeconomic indicators are: interest rates, Gross 
Domestic Product (GDP), Gross National Product (GNP), national 
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income, per capita income, inflation, balance of payments, fiscal deficit, 
wholesale price index and consumer price index.

All the parameters capture different aspects of an economy’s 
performance. They provide a report card on the economy based on selected 
indicators.

3.3.3 � Importance of Macroeconomic Parameters for Business

Firms do not operate in isolation. Most firms’ performance is dependent 
on the business environment in which they operate. For instance, the 
performance of businesses is strongly influenced by the national economy 
in which they operate. With this knowledge, businesses can utilise 
macroeconomic indicators to make informed business decisions. The 
indicators can help firms:

 	 ➢ assess future demand for products and services;

 	 ➢ evaluate investment options;

 	 ➢ predict changes in borrowing costs;

 	 ➢ set budgets and financial plans;

 	 ➢ set prices;

 	 ➢ plan production;

 	 ➢ determine export and import opportunities; and

 	 ➢ make projections.

For instance, if inflation rates are rising, firms may decide to adjust 
their prices or renegotiate contracts with suppliers. On the other hand, if 
GDP growth rates are declining, firms may decide to put their expansion 
plans on hold.

i) Interest Rates

An interest rate is the cost of borrowing money or the reward for 
saving. In India, the Reserve Bank of India (RBI) plays a significant role in 
determining interest rates.

Interest rates affect borrowing and repayment of loans, investments 
and consumption patterns. Since most businesses depend on loans to 
finance their activities, the rates have a great impact on businesses. 
Changes in interest rates influence most aspects of business including cost 
of borrowing, consumer spending, investment decisions and exchange 
rates.
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Business Impact of Interest Rates

a) Cost of Borrowing

High interest rates increase cost of borrowing money. As a result, firms 
may postpone purchase of goods and services on credit. Firms may also 
decide to reduce expenditures on new projects since the costs of financing 
will be high.

b) Consumer Spending

High interest rates discourage consumers from taking loans, thus 
reducing demand for durables such as houses and cars.

c) Investment Decisions

Low interest rates motivate businesses to invest in new projects, as 
borrowing costs are lower.

d) Exchange Rates

High domestic interest rates attract foreign investors, thus putting 
pressure on exchange rates.

Example

A textile company intends to take a loan of Rs. 10 crores to purchase 
new machines. The impact of change in interest rates on the business is 
illustrated below:

Assume that the company takes a loan of Rs 10 crores:

 	 ➢ At 7%, the company will have to pay Rs 70 Lacs as interest annually.

 	 ➢ At 10%, the company will have to pay Rs 1 crore as interest annually.

The company will incur additional costs of Rs 30 Lacs if it takes a loan 
at 10%.

ii) Gross Domestic Product (GDP)

It refers to the value of goods and services produced in a country 
during a given period, usually one year. GDP is the most fundamental 
indicator of economic performance in a country. Only goods and services 
produced in a country are considered in calculation of GDP.

In calculating GDP, it is essential to consider only final goods and 
services to prevent double-counting. It is significant to note that GDP 
does not consider foreign income.
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Importance of GDP

GDP helps to:

 	 ➢ measure economic growth;

 	 ➢ compare performance over different years;

 	 ➢ assess government performance;

 	 ➢ determine market size;

 	 ➢ attract foreign investment.

Types of GDP

a) GDP at Market Price

This is the value of goods and services produced in a country at market 
prices.

b) GDP at Factor Cost

This GDP measures the value of goods and services produced in a 
country based on payments made to factors of production.

GDP and Business

GDP growth indicates changes in income and employment levels. 
A firm’s sales are highly likely to be affected by changes in the national 
income. In addition, a firm’s production decisions are influenced by 
changes in GDP. Generally, higher GDP growth rates mean higher sales, 
higher production levels, greater investment opportunities and higher 
profits.

Example

Assume that GDP growth rate in India increases from 5% to 7%. An 
automobile manufacturer will interpret the information to mean that there 
will be higher demand for automobiles since people’s income will have 
increased. As a result, the company will decide to:

 	 ➢ increase production;

 	 ➢ hire more workers;

 	 ➢ open new dealerships; and

 	 ➢ invest in new manufacturing plants.

Measuring GDP

Economists use three approaches to measure GDP:
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a) Production (Output) Approach

GDP can be calculated by summing up the total output of all goods and 
services produced. Value added by various producers is used to calculate 
GDP. Value added is the difference between the value of output and the 
value of inputs used in the production of goods and services.

b) Income Approach

This method involves determining the income paid to various factors 
of production. GDP is calculated by summing up:

 	 ➢ wages

 	 ➢ rent

 	 ➢ interest

 	 ➢ profits

c) Expenditure Approach

This approach assumes total output equals total expenditure. GDP is 
calculated by summing up:

 	 ➢ Consumption by individuals and governments;

 	 ➢ Investment by firms;

 	 ➢ Government Expenditure ; and

 	 ➢ Net Exports.

Even though the approaches are different, they should provide the 
same result.

iii) Gross National Product (GNP)

Gross National Product (GNP) refers to the value of goods and 
services produced by residents of a country in a given year. Unlike GDP, 
GNP considers income earned by citizens of a country as well as firms 
owned by residents of that country.

Relationship between GDP and GNP

GNP = GDP + Net Factor Income from abroad

Where Net Factor Income from abroad is the difference between 
income earned by residents of a country from other countries and income 
earned by residents of other countries in the first country.
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Importance of GNP

GNP helps to:

 	 ➢ measure a country’s overall productivity;

 	 ➢ compare income of different countries;

 	 ➢ assess national income;

 	 ➢ determine economic performance;

 	 ➢ evaluate long-term economic growth.

Business Relevance of GNP

Most firms operating in international markets keep a close watch on 
GNP. This is because income earned by Indians from overseas contributes 
to GNP.

Example

An information technology company based in India earns significantly 
from clients based in Europe and America. The income earned contributes 
to India’s GNP.

iv) National Income

It is the income earned by factors of production in a country during a 
financial year and it consists of:

 	 ➢ Wages and Salaries

 	 ➢ Rent

 	 ➢ Interest

 	 ➢ Profits

It indicates the earning capacity of a country. It serves as a basis for 
assessing the performance of various sectors of an economy.

Importance of National Income

National income helps to:

 	 ➢ assess economic growth;

 	 ➢ compare performance of different countries;

 	 ➢ develop government policies;

 	 ➢ determine taxable income;

 	 ➢ evaluate sectoral performance.
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Business Impact

When national income increases:

 	 ➢ purchasing power increases;

 	 ➢ demand for goods and services increases;

 	 ➢ firms’ profits increase;

 	 ➢ business confidence improves;

 	 ➢ firms increase the scope of their operations.

Conversely, when national income declines:

 	 ➢ consumers reduce consumption;

 	 ➢ firms record lower sales and profits.

Example

An increase in national income encourages firms to launch new 
products. This is because consumer purchasing power has increased.

v) Per Capita Income

It refers to a person’s income in a country. It is calculated by dividing 
national income by total population:

Per Capita Income = National Income / Total Population

Although it is just an average figure that does not reflect income 
distribution, it can help to evaluate and compare living standards of people.

Importance

Per capita income helps to:

 	 ➢ assess average income of a country;

 	 ➢ identify areas with low or high living standards;

 	 ➢ compare economic performance;

 	 ➢ determine market size.

Business Relevance

Businesses use per capita income to:

 	 ➢ locate target markets;

 	 ➢ identify product mix;

 	 ➢ set prices;

 	 ➢ make investment decisions.
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Higher per capita income means higher proportion of people are 
willing and able to pay for expensive goods and services and vice versa.

Example

Luxury car manufacturers operate in areas with higher per capita 
income. On the other hand, manufacturers of cheap motorcycles target 
lower-income earners.

Business Insight

Consider the information provided in the table below:

Indicator	 City A	 City B

Per Capita Income	 High	 Moderate

Consumer Spending	 High	 Moderate

Demand for Premium Goods	 High	 Moderate

A firm selling premium goods will prefer to locate in City A since it 
has higher purchasing power.

vi) Inflation

Inflation refers to a persistent increase in the prices of goods and 
services. Ideally, prices of most goods and services should increase 
over time due to a rise in demand. However, high rate of inflation may 
discourage investment and cause losses to individuals and businesses due 
to loss of purchasing power.

Inflation is measured using CPI and WPI. In India, inflation is 
measured using CPI to reflect changes in prices of goods and services 
purchased by consumers.

Major Causes of Inflation

a) Demand-Pull Inflation

Demand-pull inflation occurs when demand for goods and services 
increases faster than supply. Factors that may cause demand-pull inflation 
include:

 	 ➢ Increase in individual income;

 	 ➢ Increased government spending;

 	 ➢ Easy credit terms;

 	 ➢ High consumer confidence.
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Example

During holidays, demand for most consumer goods increases. If the 
supply of these goods cannot meet the rising demand, inflation occurs.

b) Cost-Push Inflation

It occurs when prices of goods and services increase due to increase 
in cost of production. Factors that may cause cost-push inflation include:

 	 ➢ Increase in wages;

 	 ➢ Increase in prices of raw materials;

 	 ➢ Increase in fuel prices;

 	 ➢ Increase in transportation costs;

Example

An increase in crude oil prices may result in higher prices for most 
goods and services due to rising transportation costs.

c) Increase in Money Supply

An increase in money supply without a corresponding increase in 
output of goods and services may also cause inflation.

d) Exchange Rates

Changes in exchange rates affect import and export prices.

Impact of Inflation on Business

Inflation affects almost all aspects of business.

Positive Impacts of Inflation (Moderate Inflation)

 	 ➢ Encourages production and investment;

 	 ➢ Increases business revenue;

 	 ➢ Helps to clear old stock;

 	 ➢ Increases profits for some firms.

Negative Impacts of Inflation (High Inflation)

 	 ➢ Increases business costs;

 	 ➢ Reduces consumers’ purchasing power;

 	 ➢ Limits ability to save;

 	 ➢ Increases financial costs;

 	 ➢ Affects long-term business plans.
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Example

Inflation increases flour, sugar and cooking gas prices. In response 
to the increased costs, a bread maker may decide to increase prices of its 
products, reduce size of its bread bags or adopt more efficient technologies 
to reduce costs of production.

vii) Balance of Payments (BOP)

The Balance of Payments (BOP) consists of all monetary transactions 
made by residents of a country with all foreign countries. In other words, 
it is a statement of exports and imports of a country. It indicates whether a 
country is losing or gaining from trade with other countries.

Important Features of BOP

The BOP always balances since whenever a country records a 
transaction with another country, it records an inflow and outflow of 
money.

BOP contains information on imports and exports of goods and 
services, income from investments and transfer payments.

Components of BOP

a) Current Account

Current account consists of:

 	 ➢ Visible items – exports and imports of goods;

 	 ➢ Invisible items – exports and imports of services;

 	 ➢ Income from investments;

 	 ➢ Remittances and transfer payments.

Interpretation of the current account

Surplus: indicates that exports and foreign income are higher than imports 
and foreign payments.

Deficit: indicates that imports and foreign payments are higher than 
exports and foreign income.

b) Capital and Financial Account

The capital and financial account consist of:

 	 ➢ Foreign Direct Investment (FDI);

 	 ➢ Foreign Portfolio Investment (FPI);
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 	 ➢ External commercial borrowings;

 	 ➢ Loans;

 	 ➢ Banking capital;

 	 ➢ Changes in foreign exchange reserves.

Importance of BOP for Business

A positive Balance of Payments indicates that a country is recording 
more sales than purchases from other countries. This is reflected in:

 	 ➢ Higher foreign exchange reserves;

 	 ➢ Stronger domestic currency;

 	 ➢ Higher business profits;

 	 ➢ Attraction of more foreign investment;

 	 ➢ Increased trade with other countries.

A negative Balance of Payments indicates that a country is recording 
more purchases than sales from other countries. This may result in:

 	 ➢ Weak domestic currency;

 	 ➢ Increased cost of imports;

 	 ➢ Higher foreign debt;

 	 ➢ Lower business profits.

Example

An Indian pharmaceutical company earns income by selling its 
products in Africa and Europe. The business gains from exports since they 
increase foreign exchange reserves in India.

viii) Fiscal Deficit

Fiscal deficit refers to the difference between what the government 
spends and what it earns in a given fiscal year. The fiscal deficit is defined as:

Fiscal Deficit = Total Expenditure – Total Receipts  
(excluding borrowings)

The deficit indicates the amount the government needs to borrow to 
fund its activities.

Significance of Fiscal Deficit

A fiscal deficit is important since it shows the financial position of 
the government. Although a fiscal deficit can support economic growth, a 
very large deficit can be detrimental to the economy.
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Implications of Fiscal Deficit

a) Increased Borrowing

The government has to borrow heavily to fund its budget deficit.

b) Inflationary Pressures

The borrowings by the government can cause inflation.

c) Increased Interest Rates

Higher government borrowing causes increased interest rates which 
increases firms’ cost of borrowing.

d) Debt Servicing

Future generations will have to pay for government borrowing through 
higher taxes.

Business Impact of Fiscal Deficit

Fiscal deficit affects businesses in various ways:

 	 ➢ Increased interest rates;

 	 ➢ Increased taxes;

 	 ➢ Increased government expenditure;

 	 ➢ Increased business opportunities;

 	 ➢ Changes in business confidence.

Example

A government spends heavily on infrastructure development using 
fiscal deficit. This encourages investment in construction companies since 
they will be able to win government contracts.

ix) Wholesale Price Index (WPI)

The Wholesale Price Index measures inflation at the level of 
manufacturers and wholesalers. Unlike CPI, WPI focuses on prices of 
goods at bulk level before they reach the final consumers. WPI consists of 
three major categories:

 	 ➢ Primary Articles

 	 ➢ Fuel and Power

 	 ➢ Manufactured Products
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Importance of WPI

WPI helps firms:

 	 ➢ Determine production costs;

 	 ➢ Predict future prices of goods;

 	 ➢ Adjust production budgets;

 	 ➢ Negotiate with suppliers.

The government uses WPI to assess inflation rates in production.

Example

If WPI indicates that prices of steel are rising, manufacturers may 
decide to increase prices of cars and other products.

x) Consumer Price Index (CPI)

The CPI measures inflation based on average change in prices of 
goods and services purchased by consumers. It tracks changes in prices of 
a basket of goods. The basket consists of:

 	 ➢ Food

 	 ➢ Clothing

 	 ➢ Housing

 	 ➢ Education

 	 ➢ Healthcare

 	 ➢ Transportation

 	 ➢ Communication

The CPI indicates change in cost of living for the average citizen.

Importance of CPI

CPI helps:

 	 ➢ The Reserve Bank of India (RBI) is responsible for formulating 
monetary policy.

 	 ➢ Governments to develop social policies;

 	 ➢ Businesses to set prices of goods and services;

 	 ➢ Employees to negotiate wages with employers.
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Business Relevance

Changes in CPI affect:

 	 ➢ Consumer spending;

 	 ➢ Market demand;

 	 ➢ Wages;

 	 ➢ Prices of goods and services;

 	 ➢ Salaries;

 	 ➢ Business profits.

Example

When CPI increases, employees may demand higher wages in order 
to increase their purchasing power. As a result, business may face higher 
labour costs.

Impact of Macroeconomic Parameters on Business Decisions

Many of the parameters discussed in this chapter impact various 
aspects of business operations. The business areas affected by these 
parameters include:

a) Investment Decisions

Firms consider GDP, interest rates and inflation when making 
investment decisions.

Example

A firm may decide to put its expansion plans on hold if it anticipates 
increase in interest rates and decrease in GDP growth.

b) Production Decisions

Changes in national income and inflation affect production decisions 
of firms.

Higher national income indicates higher consumer purchasing power 
and therefore higher demand for goods and services. Conversely, higher 
inflation implies a higher cost of production for most firms.

c) Pricing Decisions

Businesses consider inflation, WPI, CPI and cost of production when 
making pricing decisions.
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d) Financial Decisions

Interest rates affect:

 	 ➢ Borrowing and repayment of loans;

 	 ➢ Financing decisions;

 	 ➢ Working capital requirements.

e) Human Resource Decisions

Levels of employment in most organisations are determined by 
economic growth.

During periods of high economic growth:

 	 ➢ Firms hire more employees;

 	 ➢ Workers’ salaries increase;

 	 ➢ Employee training programmes increase.

 	 ➢ During periods of low economic growth:

 	 ➢ Firms reduce number of employees;

 	 ➢ Firms reduce salaries and other perk;

f ) Marketing Decisions

Decisions on pricing, product mix and promotions are made based on 
consumer spending and purchasing power.

g) International Business Decisions

Exchange rates, BOP, inflation and foreign investment affect most 
international business decisions.

Integrated Business Example

Consider ABC Home Appliances Ltd. that manufacture home 
appliances. The firm considers macroeconomic factors before making 
any major business decisions. Some of the factors the company considers 
include:

 	 ➢ Interest rates

 	 ➢ GDP

 	 ➢ Inflation

 	 ➢ National income

 	 ➢ Balance of Payments

 	 ➢ Fiscal deficit



Notes

98

The firm’s management monitors the factors to make informed 
business decisions. For instance, if the government announces increase 
in infrastructure spending, the company considers investing in new 
manufacturing plants. If per capita income increases, the company may 
decide to develop and launch new products such as energy-saving home 
appliances. On the other hand, if the government increases interest rates, 
the company may decide to put its expansion plans on hold since it will be 
very costly to take loans.

3.3.4 � Summary

Macroeconomic parameters are very useful to have and give a clear 
understanding of the situation of the economy and have a huge impact 
on the decision-making of businesses. Such indicators as interest rates 
influence the capacity to borrow money, while GDP and GNP are useful 
for understanding the current state of the economy. National income 
and per capita income explain purchasing power and inflation explains 
how the price level and purchasing power change. In turn, the Balance of 
Payments provides information on the state of the economy in relation 
to other countries, while fiscal deficit explains how much a state has to 
borrow. Wholesale Price Index helps understand how the prices for goods 
change, while the Consumer Price Index characterizes average prices and 
the cost of living. Businesses are interested in all of these parameters as 
they make a lot of important decisions based on them. Understanding 
macroeconomic parameters is essential to make the right choices and be 
successful in business and make an impact on the market.

Self-Assessment Questions

1.	 Define macroeconomic parameters. Explain why they are important 
for business decision-making.

2.	 Distinguish between Gross Domestic Product (GDP) and Gross 
National Product (GNP) with suitable examples.

3.	 Explain the causes of inflation. Discuss its positive and negative 
effects on business.

4.	 Describe the components of the Balance of Payments. How does the 
Balance of Payments influence international business?

5.	 Discuss the impact of major macroeconomic parameters on 
investment, production, pricing and marketing decisions of 
business firms.
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Lesson 3.4 – Economic Planning in India: Five-Year Plans and NITI 
Aayog

3.4.1 � Introduction

Every country aspires to achieve economic growth, generate 
employment, reduce poverty and improve the quality of life of its citizens - 
but it has limited resources such as land, capital, technology and skilled 
manpower and thus, it is essential that these resources are utilized 
effectively to achieve national development. Effective planning is essential 
for utilising resources to achieve developmental goals.

Post-independence, India chose to follow the path of planned 
development to revive its economy, reduce regional imbalances and 
promote inclusive growth. The Government brought in the Five-Year Plans 
as a framework for the setting of development priorities and allocation of 
resources. The Five-Year Plans guided the economic policies of the country 
from 1951 to 2017. In 2015, the Planning Commission was replaced by 
NITI Aayog (National Institution for Transforming India) which focuses 
on cooperative federalism, innovative policy formulation and strategic 
planning.

Economic planning has been crucial for the development of agricultural, 
industrial, infrastructural and social sectors of the economy. It has affected 
the business environment by influencing investment priorities, industrial 
policies, infrastructure development and public expenditure. Thus, it is 
relevant for business students and managers to understand the concepts of 
economic planning.

3.4.2 � Meaning of Economic Planning

Economic planning is a conscious, systematic process in which the 
government formulates policies, sets priorities and allocates resources for 
achieving predefined economic and social objectives within a specified 
time-period.

In other words, economic planning involves making decisions about:

 	 ➢ what to produce,

 	 ➢ how much to produce,

 	 ➢ where to allocate resources,
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 	 ➢ how to finance development and

 	 ➢ how to monitor the progress of the economy.

Planning is especially crucial in developing countries where resources 
are limited but there are large developmental needs.

Definition

Economic planning can be defined as the government’s intentional 
effort to utilise the country’s available resources efficiently to achieve 
specified economic and social objectives within a planned period.

3.4.3 � Need for Economic Planning

India chose the path of economic planning because the country faced 
several developmental challenges after independence.

The major reasons for opting for economic planning were:

i) Optimum Utilisation of Resources

Resources are limited while human wants are insatiable. Planning helps 
in allocating resources to different sectors of the economy like agriculture, 
industry, education and so on.

ii) Faster Economic Growth

Planning aims at achieving higher national income and productivity 
through systematic infusion of resources in productive sectors.

iii) Employment Generation

One of the major objectives of planning has been to generate 
employment through agricultural development, industrialization and 
infrastructure development.

iv) Poverty Reduction

Economic planning focuses on improving living standards of the 
economically weaker sections of the society through poverty alleviation 
programmes.

v) Balanced Regional Development

Planning aims at reducing the inter-regional imbalances by promoting 
industrial and infrastructural development in the backward regions.

vi) Social Justice

Economic planning promotes social justice by ensuring equality 
in income distribution, opportunity and rights by providing support to 
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disadvantaged sections of the society, improving access to education, 
health and employment.

vii) Infrastructure Development

Massive investment in building road, railways, irrigation, power, 
telecommunications and digital infrastructure has been possible due to 
planned development.

viii) Sustainable Development

Modern economic planning emphasizes on achieving economic 
growth while simultaneously conserving the natural resources for the 
future generations.

Example 3.4.1

Suppose, a government wants to boost agricultural production, 
reduce unemployment and increase exports simultaneously. But since the 
government has a limited amount of money, it cannot invest equally in 
these areas. Through economic planning, the government decides which 
areas are important and how the money can be invested efficiently.

3.4.4 � Evolution of Economic Planning in India

The idea of national planning in India was not new even before 
independence.

There were many proposals made by economists, politicians and 
industrialists.

Some of the milestones in the field of national planning are:

Year	 Development

1938	� National Planning Committee established under Jawaharlal 
Nehru

1944	 Bombay Plan prepared by leading industrialists

1944	 Gandhian Plan proposed by S.N. Agarwal

1945	 People’s Plan prepared by M.N. Roy

1950	 Sarvodaya Plan proposed by Jayaprakash Narayan

1950	 Planning Commission established

1951	 First Five-Year Plan launched

2015	 NITI Aayog replaced Planning Commission
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3.4.5 � Planning Commission

The Planning Commission was set up by the Government of India in 
March 1950 to make the Five-Year Plans.

The Prime Minister was its ex-officio Chairperson.

The Planning Commission continued to function till 31 December 
2014.

Major Functions

The following functions were performed by the Planning Commission:

 	 ➢ Assess the country’s physical, financial and human resources;

 	 ➢ Formulate Five-Year Plans;

 	 ➢ Set priorities for development;

 	 ➢ Allocate plan funds to various sectors and States;

 	 ➢ Ensure effective implementation of development programmes;

 	 ➢ Monitor performance of the plan; and

 	 ➢ Evaluate the progress of economic development.

The Planning Commission played a significant role during the early 
decades of planned economy when government had a predominant role in 
economic activities.

However, with the economic reforms after 1991 and growing role of 
the private sector and State Governments, the centralized planning became 
inappropriate.

3.4.6 � Objectives of India’s Five-Year Plans

although the focus differed between various plans, the Five-Year Plans 
broadly had the following objectives.

a) Economic Growth

Increasing national income and per capita income had been the central 
focus of planning.

b) Employment Generation

Plans aimed to generate productive employment opportunities in 
agriculture, industry and services.

Poverty Alleviation

Specific programmes were introduced to improve the living standards of 
the economically weaker sections of the society.
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Self-Reliance

The planning aimed at achieving self-reliance in terms of production, 
technology and reducing dependence on imports.

Balanced Regional Development

More investment was made in backward regions to reduce regional 
imbalances.

Modernisation

Industrial modernisation and technological advancement received 
increased attention.

Social Justice

Social justice was emphasized by ensuring equal distribution of income 
and development benefits.

Sustainable Development

The later plans focused on conserving the environment, renewable energy 
sources and sustainable exploitation of natural resources.

3.4.7 � Major Features of Five-Year Plans

The Five-Year Plans had certain common features.

 	 ➢ They were for a period of five years.

 	 ➢ They specified sector-wise priorities of development.

 	 ➢ Growth targets were set.

 	 ➢ Public investment and budgetary allocations were determined.

 	 ➢ Development activities were coordinated among sectors.

 	 ➢ Implementation and evaluation were done.

 	 ➢ Socio-economic development was integrated with economic 
growth.

3.4.8 � Overview of the First to Eleventh Five-Year Plans

First Five-Year Plan (1951-1956)

The First Five-Year Plan was launched on 1 April 1951 under the 
leadership of Prime Minister Jawaharlal Nehru.

Main Objectives

 	 ➢ Increase agricultural production

 	 ➢ Develop irrigation facilities
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 	 ➢ Control inflation

 	 ➢ Rehabilitate refugees

 	 ➢ Improve living standards

Major Achievements

 	 ➢ Increased agricultural production

 	 ➢ Completed major irrigation projects such as Bhakra-Nangal and 
Hirakud Dam

 	 ➢ Set up University Grants Commission (UGC)

 	 ➢ Initiated Indian Institutes of Technology (IITs)

 	 ➢ Economy grew at a higher rate than the target

Business Perspective

Increased investment in agriculture and irrigation created demand for 
fertilizers, agricultural equipment, cement and construction material.

Second Five-Year Plan (1956-1961)

The Second Plan was based on the Mahalanobis Model which 
emphasized rapid industrialization.

Main Objectives

 	 ➢ Develop heavy industries

 	 ➢ Expand the public sector

 	 ➢ Increase industrial production

 	 ➢ Develop capital goods industries

Major Achievements

 	 ➢ Set up steel plants at Bhilai, Durgapur and Rourkela

 	 ➢ Developed heavy engineering industries

 	 ➢ Built hydroelectric projects

 	 ➢ Industrial Policy Resolution, 1956 strengthened public sector

Business Perspective

Industrialization laid the foundation for engineering, manufacturing 
and machine-building industries.
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Third Five-Year Plan (1961-1966)

The Third Plan aimed at making India self-reliant.

Main Objectives

 	 ➢ Achieve self-sufficiency in food grains

 	 ➢ Expand agriculture

 	 ➢ Increase industrial production

 	 ➢ Develop defence capability

Major Developments

The plan period was affected by:

 	 ➢ the Sino-Indian War (1962),

 	 ➢ the Indo-Pak War (1965) and

 	 ➢ the severe drought.

Consequently, the economy grew more slowly than expected.

Important Outcomes

 	 ➢ Expansion of fertilizer and cement industries

 	 ➢ Increased investment in irrigation

 	 ➢ Development of Panchayati Raj institutions

 	 ➢ Increased emphasis on rural education

Plan Holiday (1966-1969)

Instead of a Five-Year Plan, the Government announced three Annual 
Plans after the failure of the Third Plan.

This period is known as the Plan Holiday.

Reasons

 	 ➢ Wars

 	 ➢ Drought

 	 ➢ Food shortages

 	 ➢ Inflation

 	 ➢ Shortage of financial resources

The Annual Plans focused mainly on agriculture, food security and 
economic stabilization.
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Fourth Five-Year Plan (1969-1974)

The Fourth Plan focused on growth with stability.

Major Objectives

 	 ➢ Achieve self-reliance

 	 ➢ Reduce inflation

 	 ➢ Improve agricultural production

 	 ➢ Expand exports

Major Achievements

 	 ➢ Green Revolution gathered momentum

 	 ➢ Nationalisation of major commercial banks (1969) improved 
institutional credit

 	 ➢ Food grain production increased

 	 ➢ Export promotion received greater attention

Business Perspective

Nationalisation of banks increased institutional finance to agriculture, 
small industries and priority sectors thus encouraging entrepreneurship.

Fifth Five-Year Plan (1974-1979)

The Fifth Plan focused on removing poverty and making India self-
reliant.

Major Objectives

 	 ➢ Remove poverty (Garibi Hatao)

 	 ➢ Generate employment

 	 ➢ Achieve self-reliance

 	 ➢ Improve energy security

Major Achievements

 	 ➢ Public distribution and poverty alleviation programmes expanded

 	 ➢ Commercial oil production from Bombay High

 	 ➢ National highway system developed

 	 ➢ Power generation improved

The plan was terminated a year before the end due to change in 
government.
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Rolling Plan (1978-1980)

The Janata Government introduced the Rolling Plan as a new approach 
to planning after the end of the Fifth Plan.

Features

 	 ➢ Annual review of targets

 	 ➢ Long-term perspective planning

 	 ➢ Flexible resource allocation

Although the Rolling Plan was an innovative concept, it stopped 
functioning after the change in government in 1980.

Sixth Five-Year Plan (1980-1985)

The Sixth Plan marked a turning point towards modernization and 
technological development.

Major Objectives

 	 ➢ Reduce poverty

 	 ➢ Generate employment

 	 ➢ Promote technological self-reliance

 	 ➢ Accelerate industrial growth

Major Achievements

 	 ➢ Expanded information technology

 	 ➢ Improved transport and communication

 	 ➢ Increased investment in health and family welfare

 	 ➢ Beginning of economic liberalisation with gradual deregulation

Business Perspective

The Sixth Plan encouraged modernization of industries and provided 
the impetus for growth in technology-based industries.

3.4.9 � Seventh Five-Year Plan (1985-1990)

The Seventh Five-Year Plan aimed at consolidating the gains of 
previous plans while accelerating economic growth through improvements 
in agriculture, industry and technology. It was introduced at a time when 
India was moving towards modernization and becoming more efficient in 
production.
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The major objectives of the plan were to:

 	 ➢ increase food grain production;

 	 ➢ create productive employment opportunities;

 	 ➢ improve productivity in agriculture and industry;

 	 ➢ support energy production;

 	 ➢ promote self-reliance and technological development; and

 	 ➢ improve the quality of life through improved social services.

The Plan achieved an average annual GDP growth of about 6 per cent 
which exceeded the target of 5 per cent. Agricultural production improved, 
inflation was controlled and industrial output grew steadily. Emphasis was 
laid on science, technology and communication.

Business Perspective

Expansion in telecommunications, power generation and industrial 
production created favourable conditions for the growth of manufacturing 
and service industries. Improved infrastructure encouraged private 
investment and entrepreneurship.

3.4.10  Eighth Five-Year Plan (1992 � -1997)

The Eighth Plan could not start immediately after the Seventh Plan 
due to political instability. Hence, the year 1990-91 and 1991-92 were 
treated as Annual Plans.

The Eighth Plan started in 1992 immediately after the introduction 
of the New Economic Policy of 1991 which emphasized liberalisation, 
privatisation and globalisation (LPG). Thus, this plan was a turning point 
in the economic history of the country.

The major objectives were:

 	 ➢ modernization of industries;

 	 ➢ human resource development;

 	 ➢ employment generation;

 	 ➢ poverty reduction;

 	 ➢ infrastructure development; and

 	 ➢ increased participation of private sector.

The economy witnessed an average annual growth rate of around 6.8 
per cent which exceeded the target. In this period:
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 	 ➢ foreign investment increased;

 	 ➢ industrial licensing was reduced considerably;

 	 ➢ private investment increased;

 	 ➢ India entered the WTO in 1995 and

 	 ➢ information technology emerged as a fast-growing sector.

Business Perspective

The Eighth Plan changed the business environment by increasing 
competition, attracting foreign investment and integrating India with the 
global economy.

3.4.11  Ninth Five-Year Plan (1997-2002)

The Ninth Plan was introduced in the year of 50 years of Independence 
of India. The plan aimed at combining economic growth with social justice.

Its major objectives included:

 	 ➢ agricultural and rural development;

 	 ➢ poverty reduction;

 	 ➢ employment generation;

 	 ➢ infrastructure development;

 	 ➢ environmental sustainability;

 	 ➢ balanced regional development; and

 	 ➢ empowerment of women and weaker sections.

The economy grew at approximately 5.5%, below the target due to 
various domestic and global economic challenges.

Special Action Plans were initiated in the fields of agriculture, 
information technology, drinking water, roads and social infrastructure.

Business Perspective

Increased investment in rural infrastructure opened up new markets 
for consumer goods, banking, telecommunications and agro-based 
industries.

3.4.12  Tenth Five-Year Plan (2002-2007)

The Tenth Plan aimed at transforming India into one of the fastest-
growing economies of the world.
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The major objectives were:

 	 ➢ achieve 8 per cent annual GDP growth;

 	 ➢ reduce poverty;

 	 ➢ generate quality employment;

 	 ➢ improve literacy;

 	 ➢ reduce gender disparities;

 	 ➢ develop infrastructure; and

 	 ➢ improve governance.

Although the economy grew at an average rate of around 7.7 per cent, 
several sectors performed exceptionally well.

The Plan witnessed:

 	 ➢ rapid development in telecommunications;

 	 ➢ development of information technology;

 	 ➢ increased investment in infrastructure;

 	 ➢ improved road connectivity through National Highways 
Development Programme and

 	 ➢ emphasis on public-private partnerships.

Example 3.4.2

The expansion of national highways during this period reduced the 
transportation cost for manufacturing companies and improved the supply 
chain efficiency. The faster transportation of goods enabled firms to cater 
to larger markets and improve their competitiveness.

3.4.13  Eleventh Five-Year Plan (2007-2012)

The Eleventh Plan adopted the theme:

Towards Faster and More Inclusive Growth.

The focus shifted from achieving growth alone to ensuring that the 
benefits of growth reach all sections of the society.

The major objectives included:

 	 ➢ inclusive economic growth;

 	 ➢ poverty reduction;

 	 ➢ expansion of education and skill development;

 	 ➢ improvement in healthcare;

 	 ➢ decrease in gender inequality;
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 	 ➢ environmental sustainability; and

 	 ➢ development of employment opportunities.

Although the global financial crisis of 2008 affected the growth of the 
economy, India achieved an average GDP growth of about 8 per cent which 
was one of the highest among major economies. The Plan also witnessed 
significant development in education, employment in rural areas and 
infrastructure.

Business Perspective

The improved educational facilities and skill development programmes 
enhanced the availability of skilled manpower for industries.

3.4.14  Twelfth Five-Year Plan (2012-2017)

The Twelfth Plan adopted the following theme:

Faster, More Inclusive and Sustainable Growth.

Unlike previous plans, sustainability became an important objective of 
development.

The major priorities included:

 	 ➢ reviving economic growth;

 	 ➢ reducing poverty;

 	 ➢ improving infrastructure;

 	 ➢ promoting manufacturing;

 	 ➢ ensuring energy security;

 	 ➢ protecting the environment;

 	 ➢ strengthening health and education; and

 	 ➢ encouraging innovation.

The Plan recognized that economic growth needs to be environmentally 
sustainable.

However, changing economic conditions and institutional reforms led 
to the discontinuation of the Five-Year Planning system after 2017. The 
Twelfth Plan thus emerged as the last of the Five-Year Plans of India.

3.4.15  Transition from Planning Commission to NITI Aayog

Economic planning in India witnessed a new phase with the 
replacement of Planning Commission by NITI Aayog on 1 January 2015.
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The Planning Commission had played a crucial role in the first 
few decades of planned development when the government controlled 
most economic activities. However, after the economic reforms, the 
economy of India became more market-oriented, global and driven by 
private investment, thus necessitating a new body for policy innovation, 
collaboration with States and evidence-based decision making.

Thus, the Government set up NITI Aayog (National Institution for 
Transforming India) as the apex public policy think tank of the country. It 
advises the Central Government, State Governments and Union Territories 
and promotes cooperative federalism.

3.4.16  Objectives and Functions of NITI Aayog

The major objectives of the NITI Aayog are:

 	 ➢ promote cooperative and competitive federalism;

 	 ➢ prepare long-term national development strategies;

 	 ➢ encourage innovation and entrepreneurship;

 	 ➢ support evidence-based policymaking;

 	 ➢ strengthen the participation of States in development planning;

 	 ➢ promote sustainable and inclusive growth;

 	 ➢ monitor and evaluate government programmes; and

 	 ➢ encourage partnerships among government, industry, academia 
and civil society.

Unlike the Planning Commission, NITI Aayog does not allocate plan 
funds. Instead, it acts as an advisory institution which formulates policies, 
monitors programmes and recommends reforms.

It has also introduced a long-term planning through:

 	 ➢ 15-Year Vision

 	 ➢ 7-Year Strategy

 	 ➢ 3-Year Action Agenda

These documents replaced the Five-Year Plan after 2017.

3.4.17  Planning Commission and NITI Aayog: A Comparison

Basis	� Planning Commission	� NITI Aayog

Established	� 1950	� 2015

Nature	� Central planning body	� Policy think tank
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Planning Approach	� Top-down	� Bottom-up and 

collaborative

Role of States	� Limited	� Active participation

Fund Allocation	� Allocated plan funds	� No financial allocation 

powers

Focus	� Five-Year Plans	� Long-term strategy 

and policy advice

Decision-making	�� Centralized	� Cooperative federalism

�Private Sector	� Limited role	� Greater stakeholder 

participation

3.4.18  Impact of Economic Planning on the Business Environment

Economic planning has had a profound influence on the business 
environment of the country.

Some of its major contributions have been:

a) Infrastructure Development

Massive investments in roads, ports, airports, power generation, 
telecommunications have reduced business costs and improved market 
access.

b) Industrial Growth

Planned industrialization built a strong industrial base in various 
sectors such as steel, engineering, chemicals, automobiles, pharmaceuticals 
and information technology.

c) Agricultural Development

Investment in irrigation, fertilizers and research improved agricultural 
productivity and opened new markets in industrial goods.

d) Human Resource Development

Expansion of educational sectors and technical education created a 
large skilled manpower pool.

e) Financial Sector Development

Development of banking, capital markets and financial institutions 
increased access to finance for businesses.

f ) Digital Transformation

Recent policies encourage digital governance, innovation, startups 
and technology-based entrepreneurship.



Notes

114

Example 3.4.3

Government investment in digital infrastructure has enabled 
businesses to adopt online banking, e-commerce, digital payments and 
cloud storage. Small enterprises today are able to connect to customers 
across the country using digital technologies.

3.4.19  Achievements of Economic Planning

Economic planning has played a crucial role in the country’s 
development.

Some of its major achievements are:

 	 ➢ higher agricultural production;

 	 ➢ rapid industrialization;

 	 ➢ development of transport and communication;

 	 ➢ expansion of higher education and technical institutions;

 	 ➢ poverty reduction;

 	 ➢ improved healthcare;

 	 ➢ growth of information technology;

 	 ➢ infrastructure development; and

 	 ➢ greater integration of the Indian economy with the global economy.

3.4.20  Limitations of Economic Planning

Despite the achievements, it had its own limitations, such as

 	 ➢ Unrealistic targets in some plans

 	 ➢ Delays in implementation

 	 ➢ Cost overruns

 	 ➢ Regional imbalances

 	 ➢ Poverty and unemployment

 	 ➢ Bureaucratic delays

 	 ➢ Inadequate control

 	 ➢ Too much centralization during the Planning Commission period

 	 ➢ Wars, draughts and the world economic crisis and

These accounted for the transition to a more flexible approach, as 
embodied in NITI Aayog. 
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3.4.21  Summary

Economic planning has contributed greatly to India’s development since 
independence because of its emphasis on rational utilization of resources 
for economic growth, employment generation, alleviation of poverty and 
regional imbalances. The twelve five-year plans that have guided India’s 
economic development since 1951 were implemented until 2017 when 
the new government led by Prime Minister Narender Modi scrapped the 
Planning Commission and established the NITI Aayog. The 1991 economic 
reforms changed the planning process in India and ushered in an era of 
economic liberalization, privatization and globalization. The changes in 
the economic planning process were necessitated by the need to overcome 
the limitations of the previous planning process. The new approach to 
economic planning is geared towards promoting cooperative federalism, 
innovation, evidence-based decision-making and strategic planning. 
Economic planning has helped promote the business environment in India 
by developing and maintaining infrastructure, attracting investment and 
human resource development.

Self-Assessment Questions

1.	 Explain the objectives and significance of economic planning in 
India.

2.	 Describe the major objectives and achievements of the Eighth and 
Eleventh Five-Year Plans.

3.	 Why was the Planning Commission replaced by NITI Aayog? 
Explain the major differences between the two institutions.

4.	 Discuss the impact of economic planning on the business 
environment in India with suitable examples.

5.	 Evaluate the achievements and limitations of India’s Five-Year 
Plans.
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UNIT – IV 

Political and Legal Environment

Learning Objectives 

After going through this unit, you should be able to understand the 
following concepts

	Explain the meaning, nature and importance of the political and 
legal environment. 

	Describe political systems, political ideologies and the role of 
government in business.

	Discuss the relationship between government and business in India. 

	Explain the constitutional provisions for regulating business, 
including Directive Principles and Centre–State relations. 

	Describe the legal environment and major business regulations in 
India. 

	Explain the concept, principles and importance of corporate 
governance. 

	Evaluate the impact of the political and legal environment on 
business decisions and operations.

Unit Structure 

Lesson 4.1 – Political and Legal Environment: Meaning and Concepts 

Lesson 4.2 – Government, Political Systems and Business in India

Lesson 4.3 – Constitutional and Legal Framework for Business 

Lesson 4.4 – Business Regulations in India 

Lesson 4.5 – Corporate Governance
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Lesson 4.1 – Political and Legal Environment: Meaning and 
Concepts

4.1.1 � Introduction

A business organisation operates in an environment that consists of 
customers, competitors, technology and economic factors. In addition, 
it is also influenced by government policies, political institutions, laws 
and regulations. Political and legal factors have an impact on taxation, 
investment, trade, industrialisation, infrastructure, employment and 
a host of other factors. Laws regulate rights, duties and obligations of a 
business organisation and its stakeholders.

Therefore, it becomes imperative for a business manager to understand 
the political and legal environment before making decisions like setting 
up of a business, expansion, diversification, recruitment and international 
business dealings.

4.1.2 � Meaning of Political Environment

The political environment means the impact of government, political 
institutions, political processes, public policies, political stability, political 
ideology and public opinion on business and industry.

Government decisions can have direct and indirect impact on business. 
For instance, changes in government can bring in new policies that can 
affect a business at various levels such as local, state, union and international 
levels. The changes in government policies create new opportunities for 
some businesses and at the same time threaten the survival of others. For 
instance, a government policy that promotes alternative energy will benefit 
solar and wind energy producers while it may affect some other traditional 
energy producers.

The political environment is, therefore, not just about electoral politics 
but also about the relationship between the State, political entities, citizens 
and business.

4.1.3 � Nature of Political Environment

The nature of the political environment can be explained on the basis 
of the following factors:
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i) Dynamism

Political environment keeps on changing due to changes in government, 
political ideologies and public opinion; therefore, business organisations 
need to keep track of political developments.

ii) Uncertainty

It is difficult to predict political developments and government 
policies. For instance, a change in government can bring in drastic policy 
changes that can affect business operations.

iii) Interrelatedness

Any changes in political environment can have direct and indirect 
impact on other environment e.g., a government decision relating to 
taxation or to digital infrastructure can impact economic and technological 
environment respectively.

iv) Multilevel

Political environment consists of policies formulated by local, state, 
union and international governments. Therefore, business organisations 
need to take these factors into account while making business decisions.

v) Public opinion

Business organisations operate in a democratic set up where public 
opinion and pressure from various groups such as business organisations, 
trade unions and consumer groups can force the government to formulate 
policies that are to the benefit of the public.

4.1.4 � Major Elements of Political Environment

The major elements of political environment are as follows:

i) Political Institutions

Political institutions are bodies through which policies are formulated 
and implemented. The legislature, executive and judiciary are major 
political institutions that have direct and indirect impact on a business 
organisation.

ii) Government Policies

Government policies on industries, taxation, trade, investment, 
employment, infrastructure and other factors influence a number of 
business decisions.
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iii) Political Stability

Political stability encourages investment and other business activities.

iv) Political Ideology

The political ideology of a ruling party has a direct impact on business 
policies.

v) Public Opinion and Pressure Groups

Public opinion and pressure groups can influence government policies.

vi) Political Risk

Political risk is a main concern for business organisations, especially 
multinational organisations.

4.1.5 � Meaning of Legal Environment

The legal environment of a business consists of laws, rules and 
regulations governing business activities.

Law provides a framework within which a business operates, lays 
down the rights and duties of a business entity and provides a mechanism 
for enforcement of laws and adjudication of disputes.

The legal environment covers a wide range of issues such as 
organisational structure of a business, business contracts, employment 
laws, commercial laws, consumer protection, competition laws, taxation, 
intellectual property laws, environmental laws and financial laws.

Therefore, legal awareness is an important aspect for a business 
manager. For instance, a company may have a great product, but may not be 
successful due to its inability to comply with existing laws. Consequently, a 
firm may face litigation resulting in huge expenses, loss of reputation and 
other penalties.

4.1.6 � Scope of Legal Environment

The scope of legal environment includes the following aspects:

i) Organisational Law

Organisational law refers to laws governing the organisational 
structure of a business.

ii) Contract Law

Contract law governs various aspects related to contracts such as those 
between buyers and sellers, employers and employees and lenders and 
borrowers.
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iii) Employment Law

Employment law refers to a set of laws governing employment-related 
issues such as working conditions, compensation, safety, social security 
and other terms and conditions of employment.

iv) Commercial Law

Commercial law covers various aspects of trade and commerce such as 
sales of goods and commercial instruments.

v) Securities and Financial Regulation

Securities and financial regulations provide a framework for 
fundraising activities by a business firm.

vi) Consumer and Competition Law

Consumer and Competition Law covers issues pertaining to consumer 
protection and healthy competition.

vii) International Legal Environment

International legal environment refers to domestic, foreign and 
international laws regulating trade and other commercial activities. 
Treaties and agreements between two or more countries also form part of 
international legal environment.

4.1.7 � Importance of Political and Legal Environment

The importance of political and legal environment can be discussed in 
terms of the following factors:

i). Helps in Business Planning

Business managers need to consider a number of legal and 
political factors while making business plans and decisions. Therefore, 
understanding this environment helps in making realistic business plans.

ii) Helps in Identifying Opportunities and Threats

Business managers can identify various opportunities and threats 
created by political and legal environment.

iii) Facilitates Legal Compliance

Every business must operate according to the law governing its 
activities. The ability and willingness of managers to comply with all legal 
requirements reduces the chances of legal action against the business.
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iv) Helps in Minimising Business Risks

Political and legal environment entails a number of business risks. 
Therefore, a firm must understand this environment in order to minimise 
these risks.

v) Affects Investment Decisions

The majority of investors allocate their capital to countries where the 
government is stable and the rule of law can be relied on.

vi) Protects Stakeholders’ Interests

The legal environment protects the interests of various stakeholders 
like employees, consumers, investors and business partners. Also, the 
compliance of legal requirements by business increases the level of 
stakeholder confidence.

vii) Encourages Socially Responsible Behaviour

A firm operates in a society and its actions can affect employees, 
consumers, investors, local community and the environment. Therefore, a 
firm must consider legal and political aspects while making its decisions.

4.1.8 � Relationship between Political and Legal Environment

Political and legal environments are closely related to each other. 
Political environment refers to government, political institutions, 
political processes, public policies, political stability, public opinion 
and political risk. The legal environment, on the other hand, refers to 
laws, rules and regulations and judicial organs. In short, while political 
environment focuses on government and politics, the legal environment 
focuses on laws and legal system. The connection between the political 
and legal environments can be better understood through the following 
factors:

Political factors result in changes in government policies, which in 
turn, lead to changes in legal framework. For instance, if a political party 
lays greater emphasis on consumer protection, it may result in formulation 
of new laws or amendments in the existing laws. Similarly, changes in 
political environment can also lead to changes in legal environment. For 
instance, changes in government policies on environmental protection can 
lead to changes in environment-related laws.

Therefore, it becomes necessary for business managers to study legal 
and political environments in relation to each other.
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4.1.9 � Political and Legal Environment in Business Decision-Making

A business manager does not need to be a political scientist or legal 
expert to understand and evaluate the impact of political and legal 
environment on business. However, a manager must develop an awareness 
of the possible changes in the political and legal environment and their 
impact on business decisions. A manager can develop this understanding 
by asking himself four basic questions:

1. 	 What has changed?

2. 	 How will it affect the business?

3. 	 What risks and opportunities are there?

4. 	 What should be the response?

For instance, a new law may be enacted by the government that 
imposes certain restrictions on a business area. The manager should ask 
himself the following questions:

1. 	 How will the new law affect my business?

2. 	 Are there any new opportunities created by the new law?

3. 	 What are the associated costs and risks?

4. 	 How should I respond to the changes brought by the new law?

This process will help the manager to take rational business decision.

4.1.10  Summary

The political and legal environment significantly influences how 
businesses operate.The political environment consists of government 
policies, political institutions, political stability, political ideologies, public 
opinion and political risk. On the other hand, the legal environment 
refers to laws, rules, regulations and courts. The legal environment 
covers organisational law, contract law, employment law, commercial 
law, securities and financial regulations, consumer and competition law 
and international legal environment. The political and legal environment 
are closely related to each other as changes in political environment can 
lead to changes in legal environment. The political and legal environment 
influences business decision-making, therefore, it is necessary for 
business managers to be aware of these environments in order to identify 
opportunities and threats, avoid legal complications and take rational 
business decisions.
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Self-Assessment Questions

1. 	 What do you understand by the political environment of business?

2. 	 Explain any four characteristics of the political environment.

3. 	 What is the legal environment? Mention any four areas that are 
covered by it.

4. 	 Explain any four reasons why the political and legal environment is 
important to business.

5. 	 Distinguish between the political environment and the legal 
environment. How are they interrelated?
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Lesson 4.2 – Government, Political Systems and Business in India

4.2.1 � Introduction

Business does not exist in isolation. Every business activity takes place 
within a political and governmental framework that determines the rules 
of economic activity. The government decisions relating to taxation, public 
expenditure, trade, investment, industry, infrastructure, employment and 
regulation can influence the cost, opportunities and risks faced by business 
organisations.

The political environment, therefore, means the effect of political 
institutions, political processes, government policies, political stability 
and public expectations on business and economic activities. Cherunilam 
explains the political environment in relation to political institutions, 
the Constitution, government policies and the government’s approach 
to economic activity. Aswathappa similarly treats political institutions, 
the Constitution and state intervention as important components of 
the political-legal environment. These perspectives are particularly 
relevant in India, where government operates at Union, State and local 
levels.

4.2.2 � Political Systems

A political system is the way through which political authority is 
organised, exercised and transferred in a country. Different countries 
follow different forms of political systems and these systems influence 
how leaders are selected, how public decisions are made and how 
citizens participate in governance. Political systems influence business 
because government policies and regulations are formulated within 
them.

The major political systems discussed in business environment studies are:

i) Democracy

Democracy is a system in which the political authority ultimately 
derives from the people. Citizens may participate directly or, more 
commonly, through elected representatives.

Direct democracy: Citizens directly participate in important decisions. 
Ancient Athens is a commonly cited historical example.
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Representative democracy: Citizens elect representatives who make laws and 
formulate policies on their behalf. India follows representative democracy.

Deliberative Democracy: Citizens consider different viewpoints and 
options when making decisions. Other forms, such as democratic socialism, 
involve citizens supporting or voting for socialistic policies. Overall, the 
democracy is defined by citizen participation in the political system.

Democracy provides opportunities for businesses, consumers, workers 
and other groups to communicate their interests to elected representatives. 
However, changes in governments, public opinion and political priorities 
can also lead to changes in business policies.

ii) Republic

A republic is a political system where the state is regarded as a public 
institution and the head of state is not normally a hereditary monarch. A 
republic may also be democratic.

India is constitutionally a sovereign socialist secular democratic 
republic. The President is the constitutional head of the Union, while the 
Council of Ministers headed by the Prime Minister exercises executive 
authority in accordance with the Constitution.

The importance of a republican constitutional framework for business 
is because government powers, economic activities and institutional 
relationships operate within constitutional and legal boundaries.

iii) Monarchy

A monarchy is a system in which a monarch, such as a king or queen, 
is the head of state, normally on a hereditary basis.

 	 ➢ In an absolute monarchy, the monarch has extensive political 
authority.

 	 ➢ In a constitutional monarchy, the monarch’s powers are limited 
by constitutional arrangements and elected institutions generally 
conduct day-to-day government.

The important issue for business is not simply whether a country has 
a monarch but whether its institutions provide stable laws, predictable 
policies and effective protection of business and property rights.

iv) Communism

Communism is associated with the ideas of Karl Marx and later 
interpretations developed by thinkers such as Vladimir Lenin. In its 
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theoretical form, it seeks a classless society with collective ownership of 
major productive resources.

Historically, communist states have generally involved strong state 
control over major economic activities and, frequently, a dominant or single 
political party. Central economic planning has often been important. Such 
systems traditionally provide less scope for independent private ownership 
and market competition than market-oriented systems.

v) Dictatorship

A dictatorship is a form of government where a leader or a group of 
leaders has all the power. Citizen participation and political competition 
are generally limited. Often, decisions are made rapidly due to centralized 
authority. But weak accountability and institutional oversight can give 
rise to uncertainty and political risk for companies. The operations of 
businesses could be impacted by sudden policy changes, political conflict 
or limitations on investment.

4.2.2 � Political Ideologies and Business

Political ideology is a set of ideas concerning how government, society, 
political leadership and economic activities. Attitudes of governments 
towards individual freedom, equality, property, markets and social welfare 
are shaped by ideology.

Important traditions of ideology are anarchism, absolutism, liberalism, 
conservatism and socialism. These should not be understood as rigid 
categories into which every contemporary government can be fitted.

i) Anarchism

The general principles of anarchism are that society should 
be governed by no coercive or hierarchical power. It highlights a 
cooperative spirit based on free will and challenges the need for political 
centralization. 

Without government institutions, there are significant issues to address 
in business with regard to contracts, property rights, taxation, regulation 
and dispute resolution. As a political belief, anarchism is therefore more 
relevant than as a business governance system in today’s world.

ii) Absolutism

Absolutism is a political system that is characterized by the 
centralization of power in the hands of one person or a single central 
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authority. Absolute rulers had a large influence on government and society 
throughout history. 

It favours central control, organization, hierarchy and continuity. While 
the centralisation of power can help make rapid decisions in business, too 
much centralisation can lead to uncertainty as the action of a few political 
powers can have a profound impact on business conditions.

iii) Liberalism

Liberalism, especially the classical liberalism, promotes individual 
liberty, equality under the law, private property, limited government and 
economic freedom. It was influenced by many thinkers including John 
Locke. 

Liberal ideas are conducive to entrepreneurship, competition, freedom 
of contract, economic activity that works through the marketplace. In a 
business context, liberalism is thus typically synonymous with a larger role 
of the private entrepreneur, but in contemporary liberal systems, there is 
also a role for regulation to serve public interests. 

iv) Conservatism

Conservatism places a strong emphasis on stability, continuity, existing 
institution, gradual change. Edmund Burke is a classicist whom one 
associates with classical conservative ideas. In a business setting, this can 
contribute to the continuity and stability of policies and institutions. But 
high resistance to change can hinder economic adaptation and innovation.

v) Socialism

Socialism places more emphasis on social equality and public and 
collective rather than individual action in economic matters. It might 
stress public ownership, regulation of private economic power, protection 
of labour, welfare. 

Socialism does not preclude the existence of private enterprise. In 
modern systems, there is a mixture of public enterprises and markets 
and also some public regulations and welfare policies. During the early 
decades after Independence, Socialism shaped the economic policy of 
India, especially in the area of planning and the large-scale presence of the 
public sector. India has increasingly focused on markets and the private 
sector since the economic reforms of 1991 to meet its goal of inclusive and 
welfare development. 
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4.2.3 � Government–Business Relationship in India

The government-business relationship includes regulation, facilitation, 
participation and accountability. The government sets the rules of the 
game in which business plays. Meanwhile, businesses are also involved in 
production, employment, innovation, investment, exports and government 
revenue. A healthy relationship is, then, a balance between entrepreneurial 
freedom and the public interest.

Government acts as:

Policymaker: Develops industrial, trade, investment, taxation and 
economic policies.

Regulator: Implements guidelines concerning companies, labour, 
environment, consumers, competition and financial markets. Regulatory 
institutions promote economic freedom without exploitation or unfair 
practices.

Facilitator: Supplies companies with the infrastructure and sets 
the conditions for investment and entrepreneurship. Digital public 
infrastructure and enhanced administrative procedures can also help 
lower transaction costs for businesses.

Producer and participant: Operates public sector enterprises and 
participates in strategically important activities. The Constitution permits 
the Union and State executive powers to extend to trade, business, 
acquisition of property and contracts, subject to constitutional provisions.

Promoter of social objectives: Uses policies and public expenditure 
to address inequality, welfare, regional development and other social 
objectives. Business activity is expected to contribute to wider development.

Protector of stakeholders: Protects consumers, employees, investors and 
other stakeholders through laws and regulatory institutions.

For example, the Securities and Exchange Board of India (SEBI) 
regulates the securities market and works to protect investors, while the 
Competition Commission of India (CCI) promotes competition and 
addresses anti-competitive practices.

4.2.4 � Political Stability and Business Decisions

Political stability and policy predictability are important for business 
planning. Businesses generally prefer an environment in which laws 
are reasonably predictable, institutions function effectively and sudden 
disruptions are limited.
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Political change itself is not necessarily a business risk. In a democracy, 
changes in governments and policies are normal. The important issue for 
business is the predictability, transparency and continuity of institutions 
and policies. Managers should instead examine how proposed policies may 
affect costs, demand, investment, supply chains, compliance requirements 
and competitive position.

Example

Assume that the government imposes more stringent environmental 
regulations for the production. Initially, complying with it will drive up 
business expenses. The policy can also foster opportunities for cleaner 
technologies, resource efficiency and boost the company’s brand. 

The moral to the manager’s story is that government policy can create 
obligations and opportunities. 

4.2.5 � Role of Government in Business: An Integrated View

The best government-business relationship is not one in which 
the government makes all the business decisions. It’s not one in which 
businesses operate and are not held publicly accountable. The goal is to 
create a competitive, sustainable and inclusive business environment. The 
government and business are not just a matter of controlling and being 
controlled. There should be a balance between entrepreneurial freedom 
and public interest in a healthy relationship.

For managers, familiarity with government policy is a valuable 
business skill. They should keep track of policy developments, know 
all the regulations, evaluate political risks and have ethical politics with 
public institutions. Companies, on the other hand, will be expected to 
obey the law, respect stakeholders and participate in economic and social 
development in a responsible manner.

Example: Government, Regulation and Business

Think of a business that wants to go public and raise capital. This is 
no longer a business matter for the company. It needs to also take into 
account securities regulation, disclosure and investor protection. SEBI’s 
statutory duties involve protection of investors and the regulation of 
securities markets. 

This example clarifies a wider principle: government does not only 
impact business by owning or controlling it, it also does so through 
policies, laws, regulations and institutions.
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4.2.6 � Summary

Political systems ascertain how political power is organised and 
exercised, while political ideologies shape opinion about freedom, 
equality, markets, government and social welfare. Democracy, republic, 
monarchy, communism and dictatorship represent broad forms of political 
organisation. Anarchism, absolutism, liberalism, conservatism and 
socialism represent important ideological traditions. India is a democratic 
republic with a parliamentary and federal constitutional framework. 
Government and business interact through regulation, policymaking, 
facilitation, public-sector participation and promotion of social objectives. 
Political stability and predictable policies are important for business 
planning. Managers should therefore monitor political developments and 
assess both the risks and opportunities arising from government policies. 
A balanced government–business relationship promotes entrepreneurship 
while protecting consumers, employees, investors and wider social 
interests.

Self-Assessment Questions

1. 	 What is a political system? Briefly explain democracy, republic and 
monarchy.

2. 	 Distinguish between communism and dictatorship.

3. 	 Explain the major features of liberalism, conservatism and socialism.

4. 	 Describe the major roles of government in business in India.

5. 	 How can political stability and changes in government policy affect 
business decisions?
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Lesson 4.3 – Constitutional and Legal Framework for Business

4.3.1 � Introduction

Every enterprise function falls under a system of constitutional 
principles, laws, regulations, government policies and institutions. In India, 
the Constitution of India provides the broad framework in which the State 
exercises its powers and in which economic and business activities take 
place. Laws made by Parliament and State Legislatures, plus regulations 
issued by competent authorities, translate these constitutional principles 
into practical rules for business.

For a business manager, knowledge of the Constitution does not 
involve studying constitutional law in detail. It implies understanding 
how constitutional values influence property, occupation and business 
freedom, labour welfare, economic regulation, taxation, inter-State trade, 
government intervention and Centre–State relations.

The Constitution therefore forms an important part of the political 
and legal environment of business. Cherunilam notes that political 
environment involves the Constitution, government system, political 
parties and government policies and regulations, all of which can influence 
business conditions.

4.3.2 � Constitutional Framework and Business

The Constitution is the supreme legal framework of India. It establishes 
the institutions of government, distributes powers between the Union and 
the States, protects certain individual rights and lays down objectives for 
social and economic governance.

The Preamble expresses important constitutional objectives such as 
justice, liberty, equality and fraternity. These objectives have economic 
implications. For example, equality and social justice foster measures 
aimed at reducing discrimination and economic disadvantage, while 
liberty provides an important basis for individual economic activity.

The Constitution does not provide businesses with unrestricted freedom. 
At the same time, it does not allow the State to regulate economic activity 
without constitutional limits. Business activity therefore operates with a 
balance between individual freedom, public interest and social welfare.
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Fundamental Rights and Business

Several Fundamental Rights are particularly relevant to business:

 	 ➢ Equality before law (Article 14): Government action affecting 
businesses should conform to the constitutional requirement of 
equality.

 	 ➢ Freedom of occupation, trade or business [Article 19(1)(g)]: 
Citizens have a constitutional right to practise a profession or carry 
on an occupation, trade or business, subject to constitutionally 
permitted reasonable restrictions.

 	 ➢ Protection of life and personal liberty (Article 21): Its broad 
constitutional interpretation has implications for working 
conditions, environmental quality and other aspects of human 
welfare.

 	 ➢ Protection against exploitation (Articles 23 and 24): These 
provisions are relevant to forced labour, human trafficking and the 
employment of children in prohibited circumstances.

 	 ➢ Right to constitutional remedies (Article 32): Fundamental Rights 
can be enforced through constitutional remedies.

Thus, Fundamental Rights set out opportunities and limits for business. 
A business may enjoy freedom to conduct its activities, but must operate 
within laws enacted for legitimate public purposes.

4.3.3 � Directive Principles and Business

The Directive Principles of State Policy (DPSP) are contained in Part IV 
of the Constitution, particularly Articles 36–51. They are not enforceable 
by courts in the same manner as Fundamental Rights, but Article 37 
recognises them as fundamental to the governance of the country.

The Directive Principles provide a broad social and economic 
direction for government policy. Their significance to business is that they 
encourage the State to pursue welfare, social justice, equitable distribution 
of resources and improved working and living conditions.

Important provisions include:

 	 ➢ Article 38: promotion of social, economic and political justice and 
reduction of inequalities.

 	 ➢ Article 39: adequate means of livelihood, distribution of material 
resources for the common good, prevention of excessive 
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concentration of wealth, equal pay for equal work and protection of 
workers and children.

 	 ➢ Article 41: provision for work, education and public assistance 
within the State’s economic capacity.

 	 ➢ Article 42: just and humane conditions of work and maternity relief.

 	 ➢ Article 43: living wages, decent conditions of work and a decent 
standard of life for workers.

 	 ➢ Article 43A: participation of workers in management of industries.

 	 ➢ Article 46: promotion of the educational and economic interests of 
weaker sections.

 	 ➢ Article 47: improvement of nutrition, standard of living and public 
health.

 	 ➢ Article 48A: protection and improvement of the environment and 
safeguarding forests and wildlife.

 	 ➢ Article 51: promotion of international peace and respect for 
international law.

These principles help explain why governments regulate wages, 
working conditions, social security, environmental protection and other 
areas affecting business.

For example, the Code on Wages, 2019 covers minimum wages, 
payment of wages, bonus and related matters. It also contains provisions 
concerning gender-based discrimination and extends its wage-related 
framework across organised and unorganised employment.

4.3.3 � Centre–State Relations and Business

India has a federal constitutional structure with a division of legislative 
and administrative responsibilities between the Union and the States. For 
business, this division is significant because an enterprise may have to 
comply with laws and regulations made at different levels of government.

Distribution of legislative powers

Article 246 and the Seventh Schedule distribute legislative subjects 
among:

1.	 Union List – Parliament has exclusive legislative authority over 
subjects placed in this list.

2.	 State List – State Legislatures ordinarily have authority over subjects 
placed in this list.
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3.	 Concurrent List – Both Parliament and State Legislatures can 
legislate, subject to the constitutional rules governing conflicts 
between laws.

The Constitution also allows Parliament power over matters not 
included in the State or Concurrent Lists, subject to constitutional 
provisions.

The division is significant for businesses operating across several 
States. A firm may therefore face a combination of Union legislation, 
State legislation, local regulations and administrative requirements. The 
Constitution expressly provides for the legislative relationship between 
Parliament and State Legislatures, including the extent of their laws and 
the subjects on which they may legislate. 

Example

Suppose a company operates manufacturing units in three States. 
Matters governed by Union legislation may be subject to common national 
requirements, while certain State-level matters may differ between 
locations. The company must therefore understand not only central 
legislation but also applicable State rules and local requirements.

Centre–State relations have financial implications too. The 
constitutional framework provides for distribution of certain revenues, 
financial transfers and institutional mechanisms such as the Finance 
Commission. Consequently, changes in intergovernmental finances and 
public expenditure can indirectly influence infrastructure, incentives, 
taxation and the business environment.

4.3.4 � Constitutional Basis of State Intervention in Business

Government intervention in business is not necessarily opposed to 
a market economy. Modern governments intervene to correct market 
failures, protect consumers and workers, maintain competition, provide 
public goods, reduce inequalities, protect the environment and promote 
economic development.

The rationale for State intervention can be seen through four broad 
purposes:

 	 ➢ Regulatory: establishing standards and controlling harmful or 
unfair business practices.
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 	 ➢ Protective: safeguarding workers, consumers, weaker sections and 
the environment.

 	 ➢ Promotional: supporting infrastructure, entrepreneurship, 
investment and economic development.

 	 ➢ Redistributive: reducing excessive inequalities and directing 
resources towards social objectives.

State intervention may be direct, like government ownership or 
provision of a service, or indirect, like taxation, subsidies, standards and 
regulatory requirements.

However, excessive or poorly designed intervention can create 
compliance costs, delays, uncertainty and opportunities for administrative 
misuse. The objective should thus be an appropriate balance between 
business freedom and public interest. The broader business-environment 
literature equally recognises that the role of the State has evolved from 
extensive direct control towards a mix of regulation, promotion and 
facilitation.

4.3.5 � Legal Environment of Business

The legal environment refers to the body of laws, rules, regulations 
and judicial principles within which business operates. It translates broad 
constitutional objectives into enforceable requirements.

Important areas include:

 	 ➢ Company and organisational law: formation, management, 
governance and accountability of business entities.

 	 ➢ Contract law: rights and obligations arising from agreements.

 	 ➢ Employment and labour law: wages, working conditions, social 
security and industrial relations.

 	 ➢ Consumer and competition regulation: protection against unfair 
practices and promotion of fair markets.

 	 ➢ Taxation law: obligations relating to direct and indirect taxes.

 	 ➢ Environmental law: controls relating to pollution, natural resources 
and environmental protection.

 	 ➢ Intellectual property law: protection of inventions, brands, designs 
and creative works.

 	 ➢ Commercial and financial regulation: rules governing securities, 
banking and other financial activities.
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 	 ➢ Foreign trade and investment regulation: requirements applicable 
to international business transactions.

The legal environment is therefore broader than just knowing whether 
an activity is legal or illegal. Managers must understand the regulatory 
requirements relevant to their particular industry and location.

Example

An enterprise employing workers must consider applicable wage 
and employment requirements. The Code on Wages, 2019, for instance, 
contains provisions relating to minimum wages, payment of wages, 
deductions, bonus and enforcement. India Code

Similarly, a business operating across States must consider both 
national legislation and relevant State-level requirements.

4.3.6 � Constitutional and Legal Framework: A Business Perspective

A useful way for a learner to see the entire framework is:

Constitution → Laws → Rules and Regulations → Government 
Administration → Business Compliance

The Constitution establishes the broad principles and allocation 
of powers. Legislatures make laws within their constitutional authority. 
Governments and regulatory bodies implement these laws through rules, 
notifications and administrative decisions. Businesses then adapt their 
operations to comply with the applicable framework.

This framework influences business decisions concerning:

 	 ➢ location of an enterprise;

 	 ➢ choice of business activity;

 	 ➢ employment and remuneration;

 	 ➢ investment and expansion;

 	 ➢ taxation and financial planning;

 	 ➢ environmental management;

 	 ➢ contracts and commercial transactions;

 	 ➢ inter-State operations;

 	 ➢ consumer protection; and

 	 ➢ risk management.

For learners, the important point is that constitutional provisions can 
seem abstract, but they have practical consequences. A change in a law, 
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regulation, tax measure, labour requirement or environmental standard 
can affect the cost, risk and strategy of a business.

4.3.7 � Summary

The Constitution of India outlines the fundamental framework 
that governs business operations in the country. Fundamental Rights, 
particularly equality and freedom to practise a profession, trade or business, 
put in place important protections subject to reasonable restrictions. 
Directive Principles guide the State towards social justice, worker welfare, 
equitable distribution of resources, public health and environmental 
protection. The Constitution also distributes legislative powers between 
the Union and States through the Union, State and Concurrent Lists. This 
division is significant for businesses operating across different States. 
Government intervention may be regulatory, protective, promotional or 
redistributive, although excessive intervention can create compliance costs 
and uncertainty. The legal environment translates constitutional principles 
into practical requirements through company, contract, labour, taxation, 
consumer, competition, environmental and other laws. Managers therefore 
require constitutional awareness and continuous legal compliance.

Self-Assessment Questions

1.	 Explain the significance of the Constitution of India for the business 
environment.

2.	 Discuss the business relevance of Fundamental Rights and Directive 
Principles of State Policy.

3.	 Explain how legislative powers are distributed between the Union 
and the States.

4.	 Why does the government intervene in business activities? Explain 
the major forms of State intervention.

5.	 What is meant by the legal environment of business? Explain its 
major areas with suitable examples.
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Lesson 4.4 – Business Regulations in India

4.4.1 � Introduction

Every aspect of a business enterprise operates within a legal and 
regulatory framework defined by the government. This framework 
influences how a business can set up, fund, organise, manage, recruit, 
market and grow. It also protects the interests of consumers, employees, 
investors, competitors and wider society.

The legal environment of business can therefore be seen as the 
collection of laws, rules, regulations, judicial decisions and regulatory 
requirements that influence business activities. For a business manager, 
knowledge of law doesn’t mean becoming a lawyer. It means gaining 
sufficient awareness to recognise opportunities, avoid unnecessary risks 
and seek professional advice when required.

Government regulation is also a form of State intervention in 
business. Such intervention is necessary because markets do not always 
create socially desirable outcomes. Issues such as monopoly, misleading 
information, environmental pollution, unsafe products, exploitation of 
workers and unequal access to essential services may need government 
action. At the same time, excessive or poorly designed regulation can raise 
costs, delay decisions and discourage entrepreneurship. Therefore, the 
objective should be effective, proportionate and transparent regulation 
rather than regulation for its own sake.

4.4.2 � Major Areas of Business Regulation in India

i) Business Organisation and Corporate Regulation

The structure in which a business is set up defines its legal 
responsibilities. Businesses can operate as proprietorships, partnerships, 
limited liability partnerships or companies. Companies are generally 
overseen by the Companies Act, 2013, which provides a framework relating 
to incorporation, management, financial reporting, directors, corporate 
governance and other matters.

Businesses accessing the securities market are also subject to 
regulation by the Securities and Exchange Board of India (SEBI). SEBI 
regulates various aspects of the securities market, including issue and 
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listing of securities, intermediaries, investor protection and disclosure 
requirements. Its regulatory framework is periodically amended, so 
businesses and managers should rely on the latest official regulations 
rather than old textbook descriptions.

ii) Contract and Commercial Regulation

Business transactions are largely based on agreements. The Indian 
Contract Act, 1872 provides the basic framework for contracts, while 
laws governing sale of goods and other commercial transactions regulate 
particular business relationships.

For example, when a manufacturer agrees to supply 1,000 units of a 
product to a retailer for a specified price and delivery date, the rights and 
obligations of both parties are influenced by contract law. A clear written 
agreement can reduce uncertainty regarding price, quality, delivery, 
payment, warranties and remedies for breach.

Commercial regulation also covers banking, negotiable instruments, 
taxation, insolvency and other financial transactions. Managers therefore 
need to consider the legal implications of entering into contracts rather 
than viewing an agreement as a mere commercial formality.

iii) Competition Regulation

Competition stimulates efficiency, innovation and consumer choice. 
However, practices that limit the scope of competition can hinder 
markets. The Competition Act, 2002 provides the principal framework for 
addressing anti-competitive agreements, abuse of dominant position and 
combinations such as mergers and acquisitions that may adversely impact 
competition.

For example, if competing firms agree with each other to maintain 
the same price in order to prevent price competition, the arrangement 
may raise competition-law concerns. Business managers should therefore 
distinguish legitimate competitive strategies from practices that may 
distort competition.

iv) Consumer Protection

Consumers are an important part of the business environment. The 
Consumer Protection Act, 2019 provides the central framework for 
consumer protection in India. It addresses consumer rights, mechanisms 
for resolving consumer disputes and matters such as unfair trade practices 
and misleading advertisements.
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The regulation of consumers has become especially crucial with 
the rise of online shopping and digital services. Businesses should give 
accurate information about products and services and respect applicable 
consumer rights and handle complaints appropriately.

Example: An online seller advertising a product as 100% genuine 
should ensure that the statement is true. A misleading claim may have 
legal and reputational consequences.

v) Labour and Employment Regulation

Businesses are reliant on people and employment relationships 
are therefore an important element of the legal environment. India has 
consolidated major central labour legislation in four Labour Codes: The 
Code on Wages, 2019; Industrial Relations Code, 2020; Code on Social 
Security, 2020; and Occupational Safety, Health and Working Conditions 
Code, 2020. These codes address areas such as wages, industrial relations, 
social security, occupational safety and working conditions. The four 
codes came into force on 21 November 2025.

For managers, labour compliance involves matters such as lawful 
wages, working conditions, social-security obligations, workplace safety 
and employee rights. Businesses must also consider applicable rules made 
by the Central and State Governments.

vi) Environmental Regulation

Business activity can create costs for society in the realm of 
environmental considerations. Industrial pollution, generation of waste, 
excessive resource consumption and ecological damage are examples of 
negative externalities. Environmental regulation helps businesses account 
for these effects.

The Environment (Protection) Act, 1986 provides an important legal 
framework for environmental protection in India. Depending on the 
nature and location of an activity, businesses may also have to comply 
with norms relating to pollution control, environmental clearances, waste 
management, water, air and biodiversity.

Environmental regulation reflects an important principle of modern 
business: profitability and environmental responsibility should not be 
treated as completely separate.

vii) Intellectual Property Regulation

Innovation and creativity create valuable intangible assets. Intellectual 
property law protects these assets by providing rights relating to patents, 
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trademarks, copyright, designs, geographical indications and other forms 
of intellectual property. The Indian intellectual-property framework is 
administered through special institutions and laws.

For example, a start-up developing a new technological product may 
seek patent protection; a business creating a distinctive brand may register 
a trademark; and an organisation producing original literary, artistic or 
software content would need to consider copyright protection.

viii) Foreign Exchange and International Business Regulation

Businesses engaged in imports, exports, foreign investment, or other 
cross-border transactions, should understand the applicable foreign-
exchange framework. The Foreign Exchange Management Act, 1999 
(FEMA) aims to facilitate external trade and payments and promote the 
orderly development of the foreign-exchange market.

International business may also involve foreign laws, international 
agreements, customs requirements, taxation rules and contracts concerning 
jurisdiction and dispute resolution.

ix) Digital Business and Data Regulation

Digitisation has created new regulatory concerns. Businesses 
increasingly collect, store and process personal information relating to 
customers, employees and other individuals. The Digital Personal Data 
Protection Act, 2023 sets a framework relating to the processing of digital 
personal data while recognising individual data-protection interests as 
well as lawful business processing needs. 

Consequently, digital businesses should consider data governance, 
privacy and cybersecurity as part of their legal and managerial 
responsibilities.

4.4.3 � Why Business Regulation Matters

Business regulation has two sides. On one side, regulation protects 
public interests, promotes fair competition, protects consumers and 
workers, supports environmental sustainability and creates confidence in 
markets. On the other side, excessive regulation can raise administrative 
costs and reduce flexibility.

The modern approach is therefore moving from blanket control towards 
better-quality, targeted and transparent regulation. The government’s role 
is not necessarily to undertake every business activity itself. It can create an 
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enabling environment in which private enterprise, public institutions and 
markets work together. This reflects the broader shift in India’s economic 
policy from extensive direct controls towards liberalisation, facilitation 
and selective intervention.

For a distance learner, the practical lesson is simple: before undertaking 
a major business decision, ask what laws, regulators and stakeholders 
may be influenced by. Legal awareness should become part of managerial 
thinking.

4.4.4 � Summary

Business regulations create the legal framework within which 
enterprises operate in India. They influence business organisation, 
contracts, competition, consumer protection, employment, managing 
environmental costs, intellectual property, foreign transactions and 
processing digital data. Government regulation is necessary to address 
market failures, protect stakeholders, promote fair competition and 
support sustainable development. Important frameworks include the 
Companies Act, 2013; Competition Act, 2002; Consumer Protection Act, 
2019; four Labour Codes; environmental legislation; intellectual property 
laws; FEMA, 1999 and the Digital Personal Data Protection Act, 2023. 
Modern regulation increasingly emphasises quality, transparency, targeted 
intervention and an enabling business environment rather than excessive 
direct control. Managers should therefore gain legal awareness, monitor 
regulatory changes, maintain compliance systems and seek professional 
advice when necessary. Effective compliance can reduce risk and strengthen 
long-term business sustainability.

Self-Assessment Questions

1.	 What do you mean by the legal environment of business?

2.	 Explain any four major areas of business regulation in India.

3.	 Why is government intervention necessary in some business 
activities?

4.	 How does consumer protection regulation influence business 
practices?

5.	 Why should a modern business manager treat legal compliance as a 
strategic responsibility rather than merely a statutory obligation.
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Lesson 4.5 – Corporate Governance

4.5.1 � Introduction: Meaning of Corporate Governance

Corporate Governance means the system by which a firm is directed, 
controlled and held accountable. It defines the governance relationship 
between the board of directors, management, shareholders and other 
stakeholders and lays down the framework for decision-making, 
accountability and responsibility.

We may say that corporate governance addresses the following issues:

1.	 Who decides what? 

2.	 Who deliberates and approves the significant policy decisions?

3.	 To whom are decision-makers answerable?

4.	 How are shareholders’ and stakeholders’ interests protected?

It is evident from this that corporate governance extends beyond 
legal compliance. By enhancing leadership, accountability, transparency 
and control, it facilitates decision-making, protects and adds value to the 
firm. OECD defines corporate governance as the relationship between 
management, the board of directors, shareholders and other stakeholders. 
The G20/OECD Principles on Corporate Governance 2023 emphasize 
shareholder rights, disclosure and the board’s mandate, responsibility 
and accountability. Sustainability/resilience is now also part of corporate 
governance.

In other words, management acts in a way that best serves the interests 
of the shareholders. The board of directors effectively oversees management 
and the shareholders are able to get the information they need to make 
reasonable decisions about the company. It also means that stakeholders 
are treated equitably. For instance, if the company’s management decides 
to buy a business owned by a family member of one of the directors, the 
conflict of interest needs to be revealed and the deal must be approved 
through the appropriate authority for the company to continue being 
governed ethically.

4.5.2 � Principles of Corporate Governance

There are several principles of effective corporate governance. The 
following are the key principles:
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i) Accountability

Those who make decisions and take action must be answerable for their 
decisions and actions. In particular, the board of directors must ensure that 
the company’s management is held accountable for the implementation of 
policies and the achievement of objectives.

ii) Transparency

The company must demonstrate openness in providing timely, accurate 
and comprehensible information useful to the analysis of the company by 
analysts and investors. In other words, it must provide relevant, reliable 
and timely disclosure of financial information, ownership structure, 
governance practices and other pertinent information. The company must 
also ensure that its operations are open to scrutiny.

iii) Fairness and equitable treatment

The company must treat its shareholders honestly and equally. In 
particular, it must ensure that minority shareholders are not exploited. 
In other words, just because one has fewer shares does not mean one has 
fewer rights.

iv) Responsibility

The board and management are responsible to the shareholders for the 
welfare of the company and the legitimate interest of other stakeholders. A 
modern company must also consider sustainability and resilience.

v) Ethical behaviour

Besides legal compliance, the company must behave ethically and avoid 
conflicts of interest. It must also use the company’s resources responsibly.

vi) Independence and effective oversight

The board of directors must have the capacity to perform its 
mandate independently and provide effective oversight of management. 
Independent directors and board committees can be effective in fulfilling 
this role if they are independent and effective.

It must be noted that these principles are not mutually exclusive. For 
instance, without accountability, transparency is useless. Similarly, without 
transparency, accountability is impossible.

4.5.3 � Importance of Corporate Governance

Corporate governance has become increasingly important, especially 
after the separation of ownership and control. While the owners of the 
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firms run the firms, managers run the firms on a daily basis. The two have 
different objectives, which can cause conflicts, necessitating corporate 
governance.

In other words, corporate governance is important because it

 	 ➢ protects investors

 	 ➢ improves decision-making

 	 ➢ reduces risks, fraud and abuse of power

 	 ➢ restores investor confidence

 	 ➢ improves access to finance

 	 ➢ enhances reputation

 	 ➢ promotes sustainable growth

 	 ➢ and

 	 ➢ restores market confidence.

In particular, effective corporate governance helps protect minority 
shareholders. It reduces the risks associated with poor decision-making, 
prevents fraudulent activities and abuse of power and therefore restores 
investor confidence. It also promotes access to finance, especially for 
small and medium-sized enterprises. By promoting ethical behaviour 
and accountability, it enhances the reputation of the firms and therefore 
promotes sustainable growth. Finally, it restores market confidence as well 
as investor and shareholder trust. The G20/OECD Principles explicitly 
state that good corporate governance promotes investor protection, access 
to finance and market efficiency as well as economic development and 
stability.

4.5.4 � Benefits of Corporate Governance

There are several benefits of good corporate governance to the firm 
and the business world at large. These benefits include:

 	 ➢ increased investor confidence;

 	 ➢ improved decision-making;

 	 ➢ reduced risks and fraud;

 	 ➢ improved financial reporting;

 	 ➢ enhanced corporate reputation;

 	 ➢ increased access to capital;

 	 ➢ adherence to legal compliance;
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 	 ➢ reduced costs;

 	 ➢ better supervision of directors/managers;

 	 ➢ and

 	 ➢ long-term corporate and economic growth.

However, we must note that governance is not only about legal 
compliance. While a firm may be legally compliant, it may lack the 
governance needed to promote ethical behaviour and accountability.

4.5.5 � Implementation of Corporate Governance

The implementation of corporate governance involves legal, regulatory, 
institutional and voluntary measures. The following sections discuss them 
in detail.

i) Board of Directors

The board of directors is the key policy-making organ of the company. 
It provides guidance to management, oversees the performance of the 
company and ensures that appropriate systems are in place for effective 
oversight and control. The Companies Act, 2013 regulates companies, 
company management, directors, shareholders, accounts, audit and other 
matters related to companies.

ii) Independent Directors and Board Committees

Independent directors can provide independent oversight on the 
affairs of the company. Also, board committees such as the audit committee 
and nomination and remuneration committee enhance the capacity of the 
board to perform its mandate. However, the effectiveness of independent 
directors and board committees will depend on their independence, 
expertise, information and commitment.

iii) Companies Act, 2013

The Companies Act, 2013 is the main law regulating companies in India. 
It regulates company formation, management, directors, shareholders, 
accounts, audit and other matters relating to companies.

iv) SEBI Regulations

SEBI lays down listing requirements for listed companies. In 
particular, the SEBI (Listing Obligations and Disclosure Requirements) 
Regulations, 2015, as amended from time to time, make specific 
disclosure requirements for listed companies concerning board and 
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audit committees, shareholders and other matters relating to listed 
companies. SEBI regulations have been amended several times and the 
latest amendments were made in 2026.

v) Audit

Statutory audit provides assurance about the reliability and credibility 
of financial reports. Auditing is important because shareholders rely on 
financial reports to make investment decisions.

vi) Disclosure and Transparency

A company must disclose all material information to the shareholders 
honestly and promptly. This is because the shareholders need the 
information to make reasonable judgments about the company. SEBI 
regulations explicitly require listed companies to make adequate, 
accurate, timely and understandable disclosures to shareholders and other 
stakeholders.

vii) Code of Conduct and Whistle-blower Policy

A company must have a code of conduct that promotes ethical 
behaviour, addresses conflicts of interest, confidentiality, use of company 
property and compliance with applicable laws. Also, a whistle-blowing 
policy allows employees and others to report violations of the code of 
conduct through appropriate channels.

viii) Shareholder Participation

Shareholders participate in governance by voting, attending and 
contributing to meetings, especially the general meeting. They also vote 
on key matters related to the company. Institutional investors can also 
participate in governance matters and influence corporate management 
decisions.

According to OECD, the governance system must ensure that all 
shareholders are protected and treated equitably.

Example: Governance in Practice

A listed company discovers that one of its top executives has an interest 
in one of its major suppliers. Discuss how corporate governance principles 
may apply.

A weak corporate governance system would ignore the situation 
because the executive will bring benefits to the company. In contrast, 
a proper corporate governance system will ensure that the conflict of 
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interest is disclosed and that the deal is subject to close scrutiny to ensure 
that it is in the best interests of the company. In particular, the board of 
directors or the audit committee will need to review the deal to ensure that 
it is not predicated on the executive’s self-interest and that the appropriate 
procedures are followed before the deal is approved.

Lesson: A good corporate governance system does not guarantee that 
the company will not make any bad or unethical decisions. However, it 
ensures that the bad decisions are exposed and dealt with appropriately.

4.5.6 � Contemporary Direction of Corporate Governance

The business world is changing and corporate governance is also 
changing. In particular, the board is being asked to consider a broader 
set of issues, including risk, technology, governance, sustainability and 
resilience, as well as stakeholder interests and societal expectations. The 
2023 G20/OECD Principles on Corporate Governance explicitly recognize 
the importance of sustainable development/resilience.

Thus, in the years to come, we can expect more emphasis on the 
following aspects of corporate governance:

 	 ➢ effective digital governance

 	 ➢ risk management

 	 ➢ enhanced shareholder engagement

 	 ➢ diversity in boards

 	 ➢ responsibility/resilience

 	 ➢ related party dealings and transactions

 	 ➢ and

 	 ➢ ethical corporate culture

Therefore, it is important to understand that corporate governance is 
a process and not an event.

4.5.7 � Summary

Corporate governance is the system by which a firm is governed. 
It defines the governance relationship between the board of directors, 
management, shareholders and other stakeholders and lays down the 
framework for decision-making, accountability and responsibility. It 
promotes accountability, transparency, fairness and responsibility and 
ethical behaviour. Good corporate governance helps protect investors 
and improves decision-making and minimizes risks, fraud and abuse 
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of power. It also enhances reputation and promotes sustainable growth. 
In India, corporate governance is regulated by the Companies Act, 
2013, SEBI, independent directors, board committees, statutory audit, 
disclosure and shareholder participation. Voluntary initiatives such as 
the code of conduct and whistle-blowing policies also promote corporate 
governance. Legal compliance is not sufficient to ensure effective 
corporate governance. We must also adhere to high ethical standards. 
Corporate governance will require more emphasis on risk management, 
Environmental, Social and Governance (ESG) factors, diversity and 
disclosure in the years to come.

Self-Assessment Questions

1.	 What do you mean by corporate governance? Explain its basic 
purpose.

2.	 Discuss any five principles of good corporate governance.

3.	 Why is corporate governance important for shareholders and other 
stakeholders?

4.	 Explain the role of the Board of Directors, audit and disclosure in 
implementing corporate governance.

5.	 Distinguish between legal compliance and effective corporate 
governance.
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UNIT – V 

Technological and Natural Environment

Learning Objectives 

After going through this unit, you should be able to understand the 
following concepts

	Explain the meaning, features and importance of the technological 
environment. 

	Describe the factors affecting the technological environment and 
their impact on business.

	Discuss the technological environment and technological 
development in India. 

	Explain the elements of the natural environment and their 
importance for business. 

	Assess the impact of environmental pollution on business and 
sustainable development.

Unit Structure 

Lesson 5.1 – Technological Environment and its Impact on Business 

Lesson 5.2 – Natural Environment and Environmental Pollution
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Lesson 5.1 – Technological Environment and its Impact on 
Business 

Introduction

Technology has become one of the most important drivers of 
business growth and economic development. Every business, whether 
small or large, uses technology in some form to improve production, 
communication, marketing, customer service and decision-making. 
Digital technologies such as cloud computing, artificial intelligence (AI), 
mobile applications, e-commerce and data analytics have transformed the 
way businesses operate. At the same time, rapid technological changes 
compel organisations to continuously upgrade their systems, processes 
and employee skills to remain competitive.

The technological environment forms an important component of 
the external business environment because it influences the methods 
of production, product quality, market competitiveness and customer 
expectations. A business that understands technological changes and 
adapts to them can improve efficiency, reduce costs and create new 
business opportunities. On the other hand, businesses that fail to adopt 
suitable technologies may lose customers and market share.

This lesson explains the meaning, features and factors of the 
technological environment, highlights recent technological developments 
in India and discusses how technology influences business organisations.

5.1  Technological Environment

Meaning of Technological Environment

The technological environment refers to the level of technological 
development, innovations, scientific research, digital infrastructure 
and technological changes that influence the functioning of business 
organisations.

It includes new inventions, improved production techniques, 
automation, communication technologies, information systems, research 
and development (R&D), digital platforms and emerging technologies 
that affect the production, distribution and marketing of goods and 
services.
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Technology is not limited to machines or computers. It also includes 
knowledge, methods, software, processes and skills used to create value 
for customers.

Example:

A retail store that introduces digital payment systems, barcode 
scanners and online ordering facilities improves customer convenience 
and business efficiency through technology.

Features of the Technological Environment

The technological environment possesses several distinctive 
characteristics that influence business organizations.

1. Dynamic and Rapidly Changing

Technology changes continuously. New discoveries, inventions and 
innovations replace existing technologies at a rapid pace. Businesses must 
therefore remain alert to technological developments and update their 
systems regularly.

Example: Mobile phones have evolved from simple communication 
devices into smartphones capable of digital payments, online shopping, 
navigation and video conferencing.

2. Innovation-Oriented

Innovation is the foundation of technological development. Businesses 
invest in research and development (R&D) to create improved products, 
efficient production methods and better customer experiences.

Organizations that continuously innovate are more likely to secure a 
stronger position in the market.

Example: Electric vehicles represent technological innovation aimed 
at reducing environmental pollution and improving energy efficiency.

3. Creates Opportunities

Technological advancement creates new markets, new business 
models and new employment opportunities. Entrepreneurs can introduce 
innovative products and services to satisfy changing customer needs.

Examples include:

 	 ➢ Online education platforms

 	 ➢ Digital banking
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 	 ➢ Food delivery applications

 	 ➢ Telemedicine services

 	 ➢ E-commerce marketplaces

4. Improves Productivity

Modern technology enables businesses to produce more goods in 
less time while maintaining quality standards. Automation and advanced 
machinery reduce manual effort and improve operational efficiency.

Higher productivity generally leads to lower production costs and 
increased profitability.

5. Enhances Communication

Technology has significantly improved communication within 
organizations and between businesses and customers.

Employees can collaborate through video conferencing, instant 
messaging, cloud-based platforms and email irrespective of geographical 
location.

Customers can communicate with businesses through websites, mobile 
applications, social media and chatbots.

6. Supports Better Decision-Making

Modern businesses generate large volumes of data. Digital technologies 
help managers collect, analyze and interpret this information for better 
decision-making.

Business intelligence software and data analytics enable organizations 
to forecast demand, understand customer preferences and improve 
business performance.

7. Requires Continuous Learning

Technology evolves continuously. Therefore, employees and managers 
must regularly update their knowledge and skills through training and 
professional development.

Organizations that encourage learning are better prepared to adopt 
new technologies successfully.

8. Involves Investment

Introducing new technology often requires substantial financial 
investment in machinery, software, infrastructure, employee training and 
maintenance.
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Although the initial investment may be high, long-term benefits usually 
include improved efficiency, reduced costs and increased competitiveness.

9. Influences Every Business Function

Technology affects almost every functional area of business, including:

 	 ➢ Production

 	 ➢ Marketing

 	 ➢ Finance

 	 ➢ Human resource management

 	 ➢ Logistics

 	 ➢ Customer service

 	 ➢ Supply chain management

Therefore, technology has become an integral part of business strategy.

Factors Affecting the Technological Environment

Several factors determine the nature and pace of technological 
development in business.

1. Scientific Research and Development

Research institutions, universities and business organizations 
continuously develop new knowledge through scientific research. 
Investment in research and development leads to innovations that improve 
products and production processes.

Companies with strong R&D capabilities often gain long-term 
competitive advantages.

Example

Pharmaceutical companies invest heavily in research to develop new 
medicines and vaccines.

2. Government Policies and Support

Government policies play an important role in promoting technological 
development.

Governments encourage innovation through:

 	 ➢ research grants,

 	 ➢ tax incentives,

 	 ➢ technology parks,

 	 ➢ digital infrastructure,
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 	 ➢ startup support programmes,

 	 ➢ intellectual property protection.

Such initiatives create a favourable environment for technological 
growth.

3. Availability of Skilled Human Resources

Technology can be effectively utilized only when skilled employees are 
available.

Educational institutions, technical training centres and professional 
development programmes help create a workforce capable of adopting and 
managing modern technologies.

4. Information and Communication Technology (ICT)

Rapid developments in information and communication technologies 
have transformed business operations.

The widespread availability of:

 	 ➢ high-speed internet,

 	 ➢ smartphones,

 	 ➢ cloud computing,

 	 ➢ video conferencing,

 	 ➢ mobile applications and

 	 ➢ digital communication platforms

has made business operations faster, more flexible and more customer-
oriented.

5. Competition

Intense market competition encourages businesses to adopt new 
technologies to improve efficiency, reduce costs and differentiate their 
products.

Organizations that fail to adopt modern technology may lose customers 
to more innovative competitors.

6. Customer Expectations

Today’s customers expect products and services that are:

 	 ➢ high quality,

 	 ➢ affordable,

 	 ➢ easily accessible,
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 	 ➢ personalized and

 	 ➢ delivered quickly.

Businesses therefore adopt technology to satisfy these changing 
expectations.

For instance, customers increasingly prefer online ordering, digital 
payments and real-time delivery tracking.

7. Globalization

Globalization has increased the exchange of knowledge, technology 
and business practices across countries.

Businesses now have access to advanced technologies developed 
anywhere in the world. At the same time, they face greater competition 
from international firms using modern production techniques.

8. Digital Infrastructure

Reliable internet connectivity, data centres, cloud services, mobile 
networks and digital payment systems provide the foundation for 
technology-driven businesses.

Countries with strong digital infrastructure generally experience faster 
technological adoption and business growth.

9. Cybersecurity and Data Protection

As businesses become increasingly digital, protecting information 
systems has become essential.

Organizations must invest in cybersecurity measures such as:

 	 ➢ firewalls,

 	 ➢ encryption,

 	 ➢ secure authentication,

 	 ➢ regular backups,

 	 ➢ disaster recovery plans,

 	 ➢ employee awareness programmes.

A strong cybersecurity framework builds customer trust and protects 
valuable business information.

10. Environmental and Sustainability Considerations

Modern businesses increasingly adopt environmentally friendly 
technologies that reduce pollution, conserve energy and promote 
sustainable development.
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Green technologies not only protect the environment but also improve 
resource efficiency and strengthen corporate reputation.

Example: Many manufacturing companies have adopted solar energy 
and energy-efficient production systems to reduce carbon emissions.

Illustrative Examples

Example 1: Digital Payments

Small retail stores now accept payments through UPI, QR codes and 
mobile wallets. This reduces cash handling, improves transaction speed 
and enhances customer convenience.

Example 2: Online Education

Educational institutions use digital learning platforms to conduct 
virtual classes, distribute study materials and evaluate students remotely.

Example 3: Manufacturing Automation

Modern automobile factories use robotic systems for welding, painting 
and assembly. These technologies improve product quality while reducing 
production time.

Example 4: Agriculture

Farmers increasingly use drones, satellite imaging, soil sensors and 
weather forecasting applications to improve crop productivity and resource 
utilization.

5.  Technological Development in India

Technology has played a significant role in India’s economic growth 
and business transformation. Over the past few decades, India has emerged 
as one of the world’s leading technology-driven economies. Government 
initiatives, private sector investments, research institutions and a growing 
start-up ecosystem have accelerated technological development across 
various sectors.

The expansion of digital infrastructure, increased internet penetration, 
affordable smartphones and improved communication networks have 
enabled businesses of all sizes to adopt modern technologies. As a 
result, business operations have become more efficient, transparent and 
customer-oriented.
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Some major developments in India’s technological environment are 
discussed below.

5.1  Digital India

The Digital India programme aims to transform India into a 
digitally empowered society and knowledge economy. It promotes digital 
infrastructure, online public services, digital literacy and electronic 
governance. Businesses benefit from improved internet connectivity, online 
registration services, digital documentation and electronic payments.

For example, many government services such as company registration, 
GST filing, income tax filing and procurement are now available online, 
reducing paperwork and improving efficiency.

5.2  Growth of Digital Payment Systems

India has witnessed remarkable growth in digital payment systems. 
The introduction of the Unified Payments Interface (UPI), mobile 
banking, internet banking, QR code-based payments and digital wallets 
has transformed the way businesses and customers conduct financial 
transactions.

Small retailers, restaurants, street vendors and service providers 
increasingly accept digital payments. These systems reduce transaction 
costs, improve transparency and provide greater convenience to consumers.

5.3  Growth of the Information Technology (IT) Industry

India has become a global hub for software development, IT services, 
business process outsourcing (BPO) and knowledge process outsourcing 
(KPO). Indian IT companies provide services to clients across the world 
in software development, cloud computing, cybersecurity, artificial 
intelligence and digital consulting.

The IT sector has generated employment opportunities, increased 
exports and strengthened India’s position in the global economy.

5.4  Start-up Ecosystem and Innovation

India has experienced rapid growth in technology-based start-
ups. Entrepreneurs are developing innovative solutions in areas such as 
financial technology (FinTech), educational technology (EdTech), health 
technology (HealthTech), agricultural technology (AgriTech), logistics 
and e-commerce.
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Government initiatives encouraging entrepreneurship, innovation 
and incubation have supported this growth. These start-ups create 
employment, introduce innovative products and services and contribute 
to economic development.

5.5  Expansion of Telecommunications

The rapid expansion of mobile networks and broadband connectivity 
has improved communication across urban and rural areas. Affordable 
smartphones and high-speed internet have enabled businesses to reach 
customers through websites, mobile applications and social media platforms.

Digital connectivity has also encouraged remote working, online 
education, telemedicine and e-commerce.

5.6  Advances in Manufacturing Technology

Indian manufacturing industries are increasingly adopting 
automation, robotics, computer-aided design (CAD), computer-aided 
manufacturing (CAM) and smart production systems to improve 
productivity and quality.

Modern technologies help reduce production costs, improve precision 
and increase operational efficiency.

5.7  Development of Research and Innovation

Universities, research institutions and private companies continue 
to invest in research and development (R&D). Innovation has resulted 
in improvements in pharmaceuticals, biotechnology, renewable energy, 
space technology, defence equipment and agricultural technologies.

Investment in research strengthens India’s technological capability 
and enhances industrial competitiveness.

6.  Impact of Technological Environment on Business

Technology has transformed every aspect of business. It influences 
production, marketing, finance, human resource management, customer 
service and strategic decision-making. While technology creates numerous 
opportunities, it also presents several challenges.

The major impacts are discussed below.

6.1  Improved Productivity

Modern machinery, automation and digital systems enable businesses 
to produce more goods and services within a shorter period. Automation 



Notes

163

reduces manual work, minimizes errors and improves consistency in 
production.

Example: Automated assembly lines in automobile manufacturing 
significantly increase production efficiency.

6.2  Cost Reduction

Technology reduces operating costs by improving resource utilization 
and minimizing wastage. Digital communication lowers travel expenses, 
while cloud computing reduces investment in physical infrastructure.

Efficient inventory management systems also help businesses reduce 
storage costs and avoid excess inventory.

6.3  Better Communication

Technology enables quick and effective communication among 
employees, suppliers, customers and business partners.

Businesses use emails, video conferencing, enterprise communication 
platforms and mobile applications to improve coordination and decision-
making.

6.4  Improved Customer Service

Businesses use technology to provide faster and better customer 
service.

Examples include:

 	 ➢ Online customer support

 	 ➢ Mobile applications

 	 ➢ Chatbots

 	 ➢ Self-service portals

 	 ➢ Order tracking systems

 	 ➢ Personalized product recommendations

These services improve customer satisfaction and strengthen long-
term relationships.

6.5  Increased Market Reach

Technology enables businesses to reach customers beyond their 
geographical boundaries. Through e-commerce platforms and digital 
marketing, even small businesses can sell products nationally and 
internationally.
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This creates new market opportunities and increases business growth.

6.6  Better Decision-Making

Businesses collect and analyse large volumes of data using modern 
information systems.

Data analytics helps managers:

 	 ➢ understand customer behaviour,

 	 ➢ forecast demand,

 	 ➢ identify market trends,

 	 ➢ improve pricing decisions,

 	 ➢ allocate resources efficiently.

Data-driven decisions reduce uncertainty and improve business 
performance.

6.7  Innovation and Product Development

Technology supports continuous innovation in products and 
services.

Businesses use customer feedback, market research and research and 
development activities to introduce improved products that better satisfy 
customer needs.

Continuous innovation helps organizations maintain competitiveness.

6.8  Competitive Advantage

Organizations adopting advanced technologies often enjoy higher 
productivity, lower costs, improved product quality and faster response to 
customer needs.

Such advantages enable businesses to compete effectively in domestic 
and international markets.

6.9  Flexible Working Arrangements

Digital technologies have made remote working and hybrid work 
models possible.

Employees can collaborate through cloud platforms and virtual 
meeting applications irrespective of location.

Flexible working arrangements improve employee satisfaction and 
organizational resilience.
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6.10  Strengthened Supply Chain Management

Technology improves supply chain visibility through real-time 
monitoring of inventory, transportation and deliveries.

Businesses can better coordinate suppliers, warehouses, distributors 
and retailers, thereby reducing delays and improving customer service.

6.11  Environmental Sustainability

Modern technologies encourage sustainable business practices by 
reducing energy consumption, minimizing waste and improving resource 
efficiency.

Many organizations use renewable energy, energy-efficient equipment, 
recycling technologies and green manufacturing processes.

7.  Challenges of Technological Environment

Although technology provides many benefits, businesses also face 
several challenges while adopting modern technologies.

 	 ➢ High initial investment.

 	 ➢ Frequent technological changes.

 	 ➢ Need for employee training.

 	 ➢ Cybersecurity threats.

 	 ➢ Data privacy concerns.

 	 ➢ Resistance to organisational change.

 	 ➢ Maintenance and software upgrade costs.

 	 ➢ Dependence on reliable internet connectivity.

Businesses should carefully evaluate their technological requirements, 
available resources and long-term objectives before adopting new 
technologies.

8.  Emerging Technologies Shaping Business

Several emerging technologies are transforming business operations 
across industries.

Artificial Intelligence (AI)

AI enables machines to perform tasks such as customer support, 
demand forecasting, fraud detection and data analysis with greater speed 
and accuracy.
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Internet of Things (IoT)

IoT connects physical devices through the internet, allowing businesses 
to monitor equipment, track inventory and improve operational efficiency.

Cloud Computing

Cloud computing enables businesses to store data securely and access 
software and information from anywhere, reducing infrastructure costs.

Blockchain Technology

Blockchain improves transparency and security in financial 
transactions, supply chain management and digital record keeping.

Big Data Analytics

Businesses analyse large datasets to understand customer preferences, 
improve marketing strategies and support strategic decision-making.

Green Technology

Environment-friendly technologies promote sustainable production by 
reducing pollution, conserving energy and improving resource efficiency.

Summary 

The technological environment consists of scientific knowledge, 
innovations, digital infrastructure, research and technological 
developments that influence business activities. It is dynamic, innovation-
driven and plays a vital role in improving productivity, communication, 
product quality and customer service. Factors such as research and 
development, government policies, skilled human resources, digital 
infrastructure, competition, globalization and customer expectations 
shape the technological environment. India has made significant progress 
through digital initiatives, expansion of the IT industry, digital payments, 
innovation and improved telecommunications. Technology enables 
businesses to reduce costs, increase efficiency, expand markets and gain 
competitive advantage. At the same time, organizations must address 
challenges such as cybersecurity, rapid technological change, investment 
costs and continuous employee skill development.
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Self-Assessment Questions

1.	 Define the technological environment. Explain its major features 
with suitable examples.

2.	 Discuss the factors influencing the technological environment of 
business.

3.	 Explain the major technological developments that have transformed 
the business environment in India.

4.	 Examine the impact of the technological environment on business 
organizations.

5.	 Technology creates both opportunities and challenges for businesses. 
Discuss this statement with appropriate examples.
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Lesson 5.2 – Natural Environment and Environmental Pollution

5.2.1 � Introduction

Business does not operate independently of nature. Every business 
directly or indirectly depends on land, water, energy, minerals, agricultural 
products, forests and other natural resources. The natural environment 
also provides the physical conditions in which production, transportation, 
distribution and consumption take place.

Technological development has enabled people to overcome several 
natural barriers. Irrigation can reduce dependence on rainfall, modern 
transport can cross difficult terrain and technology can create controlled 
working environments. However, technology has not made business 
independent of nature. Floods, droughts, cyclones, earthquakes, extreme 
heat, water shortages and other environmental events can disrupt 
production, infrastructure and supply chains.

The relationship works in both directions. While business depends 
on nature, business activities can also damage the natural environment 
through excessive resource use, pollution and waste generation. Therefore, 
modern business must balance economic objectives with environmental 
protection and sustainability.

5.2.2 � Meaning and Elements of the Natural Environment

The natural environment refers to the physical and biological 
surroundings in which human beings and economic activities exist. Its 
major elements include:

 	 ➢ land and landforms;

 	 ➢ climate and weather;

 	 ➢ soil;

 	 ➢ rivers, groundwater and oceans;

 	 ➢ forests and vegetation;

 	 ➢ minerals and energy resources;

 	 ➢ flora, fauna and biodiversity; and

 	 ➢ ecological systems.
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These elements are interrelated. For example, water availability 
influences agriculture; agriculture supplies inputs to food-processing 
industries; minerals support manufacturing; and climate affects agriculture, 
tourism, construction and consumer demand.

Natural resources may broadly be classified as renewable and non-
renewable. Solar energy, wind, forests and water can be renewable when 
used within their capacity for regeneration. Coal, petroleum, natural gas 
and many minerals are non-renewable because their stocks are limited.

For business, the important question is not simply whether a resource 
exists, but whether it is available, accessible, affordable and capable of 
being used sustainably.

5.2.3 � Importance of the Natural Environment for Business

1. Raw Materials

Manufacturing ultimately depends on resources originating in nature. 
Textile businesses require fibres, steel industries require iron ore/minerals 
and food-processing businesses depend on agricultural and biological 
resources.

The availability and location of raw materials can influence production 
costs and plant location. Industries using bulky or heavy materials may 
prefer locations close to their sources.

2. Climate and Weather

Climate influences both production and consumption. Agriculture 
depends strongly on temperature and rainfall. Weather also affects tourism, 
construction, transport, retail and energy demand.

For example, demand for cooling equipment may increase during 
periods of extreme heat. Clothing, food, medicines, packaging and building 
designs may also need to be adapted to climatic conditions.

3. Geographical and Topographical Conditions

Mountains, plains, deserts, rivers and coastlines affect transportation, 
construction and business location. Difficult terrain can increase the cost 
of roads, warehouses and communication infrastructure.

Topography may also influence consumer demand. Vehicles suitable 
for rough or hilly terrain, for example, may be preferred in particular 
regions.
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4. Water Resources

Water is essential for agriculture, manufacturing, sanitation, energy 
production and human consumption. Water-intensive industries must 
consider availability and quality when selecting locations.

Water scarcity can increase costs and production risks. Businesses can 
respond through water conservation, recycling and efficient production 
processes.

5. Minerals and Energy

Minerals are important inputs for construction, manufacturing, 
electronics and infrastructure. Energy is required at almost every stage of 
business activity.

Scarcity and rising costs of resources encourage firms to improve 
efficiency, develop substitutes and adopt cleaner technologies.

6. Biodiversity

Agriculture, fisheries, forestry and tourism depend on healthy 
ecosystems. Damage to biodiversity can therefore create economic risks. 
Protecting ecosystems can support livelihoods, food security, tourism and 
long-term business activity.

5.2.4 � Environmental Pollution

Environmental pollution refers to the undesirable introduction or 
accumulation of substances, energy or other agents in the environment 
in quantities that harm human health, ecosystems, property or economic 
activities.

Major forms include:

Air pollution: Caused by industrial emissions, vehicles, fuel combustion, 
construction and other activities. It can affect health, worker productivity 
and business costs.

Water pollution: Results from untreated industrial effluents, sewage, 
chemicals and agricultural runoff. It can reduce the availability of usable 
water and damage fisheries and agriculture.

Soil and land pollution: May result from improper disposal of chemicals, 
industrial waste, plastics and hazardous materials. Contaminated land 
may require costly remediation.

Noise pollution: Generated by factories, construction, machinery and 
transportation. It can affect employee health and surrounding communities.
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Solid and plastic waste: Packaging, discarded products and other waste 
create challenges for collection, recycling and disposal.

E-waste: Discarded electronic products contain both valuable materials and 
substances requiring careful management. India’s E-Waste (Management) 
Rules, 2022 introduced an extended producer responsibility framework 
for covered electrical and electronic equipment.

5.2.5 � Implications of Environmental Pollution for Business

Environmental pollution creates direct and indirect costs for 
businesses.

Businesses may have to invest in pollution-control equipment, waste 
treatment, cleaner technologies and environmental monitoring. Pollution 
can also reduce the quality or availability of important resources such as 
water and agricultural inputs.

Businesses may face regulatory action, penalties and legal liabilities 
when environmental requirements are violated. Environmental problems 
can also damage corporate reputation. Customers, investors, employees and 
communities increasingly expect businesses to demonstrate responsible 
environmental practices.

Pollution may also create externalities. An externality occurs when 
the actions of a business impose costs or benefits on people who are not 
directly involved in the transaction. For example, a factory may benefit 
from low production costs while nearby residents bear part of the cost of 
polluted air or water.

Environmental regulation attempts to reduce such negative effects and 
protect public interest.

5.2.6 � Environmental Protection and Sustainable Development

Environmental protection is no longer limited to controlling pollution 
after it occurs. Modern businesses increasingly focus on resource efficiency, 
pollution prevention, waste reduction and life-cycle management.

Sustainable development means meeting present needs without 
reducing the ability of future generations to meet their needs. For business, 
this means creating economic value while using natural resources 
responsibly.

The circular economy provides an important approach. Instead of the 
traditional model of take–make–use–dispose, businesses can extend the 
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useful life of products and materials through repair, reuse, refurbishment, 
remanufacturing and recycling.

Businesses can promote sustainability by:

 	 ➢ reducing energy and water consumption;

 	 ➢ using renewable energy where feasible;

 	 ➢ reducing unnecessary packaging;

 	 ➢ using recycled or responsibly sourced materials;

 	 ➢ designing durable and repairable products;

 	 ➢ recovering useful materials from waste; and

 	 ➢ improving transportation and supply-chain efficiency.

The United Nations’ Sustainable Development Goal 12 emphasises 
responsible consumption and production, efficient resource use and waste 
reduction.

In India, environmental management is supported by legislation and 
rules relating to environmental protection, air and water pollution, solid 
waste, plastic waste, e-waste, batteries and other waste categories. The 
Ministry of Environment, Forest and Climate Change and the Central 
Pollution Control Board play important roles in this framework.

5.2.7 � Natural Disasters, Climate Risk and Business Resilience

Natural hazards can interrupt business operations even when a 
business follows responsible environmental practices. Floods may damage 
factories and warehouses; cyclones can disrupt transportation; droughts 
can reduce agricultural supplies; and extreme heat can affect employees, 
equipment and energy consumption.

Businesses can improve resilience by diversifying suppliers, 
maintaining emergency inventories, protecting critical infrastructure, 
conserving water, adopting early-warning systems and preparing disaster-
response plans.

Thus, environmental management is also a part of business continuity 
and risk management.

5.2.8 � Business Responsibility Towards the Natural Environment

Environmental responsibility should not be limited to a specialised 
environmental department. Managers in production, purchasing, finance, 
marketing, logistics and human resources can all influence environmental 
performance.
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Business responsibility can be understood at four levels:

1.	 Resource responsibility – use materials, water and energy 
efficiently.

2.	 Pollution responsibility – prevent or minimise emissions, effluents 
and waste.

3.	 Compliance responsibility – follow applicable environmental laws 
and standards.

4.	 Future responsibility – protect resources and ecological systems 
for future generations.

For future managers, environmental awareness is therefore part of 
everyday decision-making. A manager may need to evaluate suppliers, 
select a location, design packaging, control waste, manage environmental 
risks or communicate sustainability practices to stakeholders.

Summary

The natural environment includes land, climate, soil, water, minerals, 
forests, biodiversity and other physical and biological conditions that 
influence business. Businesses depend on nature for raw materials, energy 
and water, while geographical and climatic conditions influence production, 
location, transportation and consumer demand. Technological progress 
can overcome some natural barriers but cannot eliminate dependence on 
nature. Environmental pollution, including air, water, soil, noise, plastic, 
solid-waste and e-waste pollution, creates health, financial, regulatory 
and reputational risks. Sustainable development requires businesses to 
conserve resources, prevent pollution and reduce waste. Circular economy 
practices such as repair, reuse, refurbishment and recycling can improve 
resource efficiency. Environmental management is therefore an important 
part of business strategy, risk management, innovation, competitiveness 
and long-term sustainable development.

Self-Assessment Questions

1.	 What are the key components of the natural environment that are 
relevant to business?

2.	 Explain how climate and geographical conditions influence business 
decisions.

3.	 What are the major forms of environmental pollution?
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4.	 How can environmental pollution affect the cost and reputation of 
a business?

5.	 Explain the importance of sustainable development and circular 
economy practices for business.
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