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. Fundamentals of @usiness Environment

A

1.1. Learning Objectives .
1.2. 'Intrc')duction' -

L3. Meanmg '

1.4, Deﬁnmon

LS. Nature of Business Environment
1.6. Features/Characteristics of Business-Environment

1.7. Factors Affecting Environment Business and their Interactions
1.8. Types of Business Environment g
1.9. Importance of Environment

1.10. Environmental Analysis

I11. Summary , -

1.12. Review Exercises » -

1.1. Learning Objectives

After. gomg through this unit, you will be able to:
» Understand the concept and dimensions of Business Environment

». Kniow various types. of Business Environment and their importance for
Busiress .

» "Know the components of Business Environment
» » Know about external and Internal Environment
¢ Know how, environment influences the businéss decision-making

FEEE

1.2. Introduction _ ‘ .

Environment exactly means the surroundings, external objects, influences or
circumstances under which someone or something exists. The environment of any
organization is “the aggregate of all conditions, events and inflaences that surround
and affectit.” Davis,K. The Challenge of Business (New York: McGraw Hill, 1975), P.
43. Environment refers to all external forces which have a bearing on the functioning
of business. Jauch and Gluecke have defined environment in:the following manner
“Environment includes factors outside thie firm which can lead to opportunmes ora
threat to-the firm. Although there are many factors; the most important of the factors
are socio-economic, technological, supplier, competitor and government.” The récent
changes in tariff rates have changed the toy industry of Indla with the market now

Fundamentals of
Business Environment
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’

‘being-dominated by the Chinese;products..A slight change:in.the: Reserve Bank of
India’s monetary, policy can increase or decrease interest rates in the market, Acslight

. shift in'the' government’s fiscal policy can shjﬂ the whole demand curve towards the

right or.the left:

Hindustan Lever Limited (HLL) took advantage of the new takeover.and merger
-codes:and acquired brands like'Kissan:from:the:UB:group, TOMCO: (Tata:Oil Mills
-Company)-and Lakme from Tata:and Modemn- Foods from the.government, besides
*many other small takeovers and mergers,

“The’ new moguls of the Indian business:arethose.who predicted the; changes in
the-environment and reacted .accordingly. AzimiPremji of Wipro,’ Narayana Murthy

| of Infosys, Subhash Goyal.of ZEE, ‘the Ambanis of.Reliarice,:L: N tMaittal of Mittal

Steel, Sunil Mittal of Bharti Telecom' are some of-them. . ‘
Even a small businessmam who plans to open a simall shop as a general merchant

| in-his town needs to study the env1ronmem before deciding where he,wants;to open

his shop, the products he mtend to séll and what brands hé wants to: stock. -

’

‘The relation’between a buisiness and, surmundmgs i1s'not a-one way concemn.
'f‘]’ne business as well evenly influences the external environment and: can‘bring about
changes in it. Powerful business lobbies, for example, enthusiastically work towards
changing policies of government.

‘The business environment is not all on the subject of the economic environment but
as well on the subject of the social and polmcal environment. Polltlcaily, after the Congress
.government came to power. at the centré - with the support of the' CPl'in‘May 2004, the
-whole process of disinvestments took a U-tumn. In the same way, a new sociological order
in India today has created a market for fast foods, packaged foods; multiplexes,’ deSIgner
naines, Valentine day.gifts and presents;and gymnasiums and clubs, etc.

\ . Soitisquite obvious that success in a business depends upon betterunderstanding

‘of the environment. A 'successful organization doesn’t look at the environment on an
ad hoc basis but develops a system to study the, environment on-a continuous basis to'

try and protect the organization from every possible threat and to take the advantage.

of every opportunity. Sometimes better and’ timely. understandmg of the: enwronmenl
can even:turn a threat into an opportumty

)

13 Meanlng "

No business can exist in'awvacuum. The rapldly changmg business environment
might shorten'the:life.of a given strategy. The:external changes'might influence the
activities. and. quality of decisions of both the firm and-its, competitors. George. Salk

| says, “If you're not faster than,your competitor, you're.in' a-tenuous position, and if

you’re only half as fast, you’re terminal.” .

Hence, as Kenich Ohmae says that “environmental analysis is the critical starting
point of strategic thinking.” Charles Darwin has said, ‘It is neither the strongest of the

- species.that survive northe most intelligent, but the one most responsive to change.”

¥

1.4. Definition

“It is' set of those inputs to an organization which areunder the control of other

i

| organizations or interest groups orare ifiuenced by interaction of sevcral _groups,
such'as economy ™

—Professor Pa:re and Anderson . Yy

.(1.
J‘i

1. F
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“Environment consists. of all extemal and-influence, the* complex: interaction
of the market, production and‘finance;_ the three’basic.components of our business.

world."—Mr. JiA. King and Mr. C. J..Duggan

“Business:environment is-an aggregate of all conditions, events and influences
that surround-and: affect it. It is.broad’ and ‘ever changing as its separate elements
interact. A single:firm’s.environment is narrow in scope than the total envxronment
of busmess Itiis: comphcated and contlnuously changmg »__Professor Keith Davis

* “An’organization’s’ external environment consists of those things outside an |

oorganization: such: as. customers, government: units, suppllers, financial firms and.
labour pools that are relevant:to an.organization’s. operatlons —Professor Gerald:
Bell -

-

“Every; organization exists, in an. environment. that extends beyond its formal

* boundaries: This. external environment- represents a set.of conchtnons, circumstances

and “influences. that. surround and -affects the. functioning of an organization.
Envitonment is made up-of many different individuals: (for. example:- customers,
mermbers of other organization, local citizens, organization-of suppliers, civil groups,
labour: unions: and¢ government: bodies—regulatory agencies, lagislators, local.
officials)! It-includes those people who are capable of influencing an'organization and
its, management system, as well as those- who mnght}?e affected by the organization’s
actlons —Professor. Randall B. Dunham and John L. P:erce

¥ k)

1.5. Nature 'of.‘Busi'ness.Ehvi‘ronfnent“ '

LN §

. Complex..Busmess Environment is. complex in nature It consists.of several
factors;. conditions and events. which du'ectly mﬂuence the: functioning. of
" business: )

o Dynamic: Business environment is a dynazmc conceptand keeps on changing:
contmuously Various. factors. which: constitute, business- env;ronment are
always changing froin time to time: :

-

‘other. Business-environment includé: economic; soctal; legal}- technolog:cal
and political factors.

“«: Uncertain:: Factors: which: constitute.business:environment; are: uncertam It

is. qu:tefdlﬁ'lcult to'predict.several:future;conditions: because :no one:-knows;’

~ whatiis: gomg to-happen.in:nature: These factors; change too frequently. like-
p changes in-fashion; technology; démand-andreconomic-conditions.

1 .6:, Featureleharacterlstics of; Busmess Environment

“The following are the-features. of busmess env1ronment
#1. Totality of external: forces Business - environment inctudes all the

< external forces-and: such as it is aggregative in nature.

2. :Specific and. general! forces: Business environment! mcludes both.
- specific, and. general.forces. Specific forces suchias- investors; custormers,
competltors and suppliers ‘affect business dxreetly General forces such

-as’ social, polltlcal, legal- and technological conditions affect business |

indirectly.

i

»; Interdependence: Factors.of business environment are dependent on- each:

", Fundamentals.of

Business Environment

Notes:
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3. lnterrel;l!ion_: All the forces and factors of bu_siness-are" interrelated. For
example, increasing healthcare have. increased the -demand for health
product like diet coke, fat-free oil, etc. _ v,

4. . Dynamic nature: Business environment is dynamic in nature. It keeps on _
changing and is flexible. _
5. -Un__certaility: In business environment changes happen very frequently,
‘whether in .infformation technology or fashion industry. Business:
environment is uncertain as these changes are dlfﬁcult to predict.

6. Complexity: Business environment is difficult to understand. It'can be
understood easily in parts but'in tofality-it is difficult to understand. For
example, to uriderstand the impact of political, social and technological
factor on change in demand and price is difficult.

7. Relatw:ty It.is a relative concept. The 1mpact of business environment
differs from country to country or company t0 company. For example,
~ demand for salwar su1ts ‘may be high in India whereas it may be very low
in USA
1.7. Factors Affecting Envnronment Busmess and their
Interactions

4 Seif-instructional Matenal .

P

Dimendions or Comiponents of business environment includes forces and factors
having direct or indirect impact on the busmess transactions. These dlmenswns can
be categonzed into the following,

" Economic Dimensions or Environment Af’fectmg Business the -successful
businessman visualizes the external factors affecting the business, anticipating the

| prospective market situations and makes suitablé plans to get the maximum with

mlmmum cost: -

1. Market situations: The business produces goods according to the démand.
If the demand for the commodity increases, its price also increases, so the
profit margin also increases. Consequently, production of the commodity
should be increased.

2. Sources of capital: If the capital is easily, avallable business activities

flourish. In case, capltal is not available busmess cannot expand. This

* is why, during premdependence Indian business cou]d not develop..

Alfter mdependence ‘capital was made available by the govemment

through specialized financial institutions and soft lending policies of the
government. Consequently business. has developed at faster rates.

3. Income level of the masses: In case; general income level increases in
the economy, purchasing power with people increases. Increased demand
induces business to produce more and grow faster. Low income 'level
reduces purchasing power résulting in lesser production and slower
economic.development.

4. Economic policies of the government: Thee government controls the’
business in the interest of the public. Licencing by the government,
levyifig excise duty; fixing price of the commodity, prowdmg subsidy to
certain industries, factory leglslauon .policy of nationalization, etc. affect
situation, size, type and expansion of the business.




s

Social Dimension or Environment Affecting Business

Consumers satisfaction is the foundation stone of successful business. Business
has to produce goods according to the needs of the customers While :producing

.commodities, business has to take into consideration the tradition, -customs, beliefs,
values, lifestyle, habits; education, thinking, behaviour and income level of the people.

Changes are must. It has to come slowly and quickly. The-management should not
tgnore these inevitable changes:

After. independence .our traditions, customs, habits have been. changing
continuously due to expansion of educanon Increase in the income level has increased
the demand for television sets, fridges, scooters, cars and other goods of comforts and
luxuries. There has been change in the standard of living of the people.

-The competent, efficient and successful manager takes into consideration the
various ‘external and internal factors affecting business, formulates effective policies
and leads the enterprise towards prosperous future. Such factors may include the
following: , ]

(i) The size, composition ard distribution of population between males,
females, rural, urban, rich and poor, etc.
(i) Social customs, beliefs, values, lifestyle, behaviour of the people, efe.
(¢#if) Education level of people. .
(#v) Social consciousness regarding corruption, "pollution, status of minorities,
women and media.
(v) Level of consumer’s satisfaction.
Examples ~ -
(i) Attitude towards equality between male and female leads to Equal Pay for
equal work for both males and females..
(#) Tncrease in the démand for nourished food due to health consciousness.
(iii) Public opinion towards high prices.
(iv) Social consciousness about pollution pfobler;l ge:ierated by industry.

1.8. Types of Business Environment .

-ls.nvironment can be divided ‘into three’ brdad dimensions;
1. Internal Environment ‘
2. Macro Environment (External Environment)
* 3. Micro Environment (Relevant Environment, Competitive Environment)

Internal Environment

Internal -environment is internal to the organization and it is controllable. In
brief, important internal factors are as follows:

1. Culture and Value System: Organizational culture can be viewed as a

system of shared values and beliefs that shape a'company’s behavioural

" nofms. A value is an enduring: preference for a mode of conduct or an

end-state. Tle value system of founders have a great and lasting impact

on the value system of the orgamzatlon Value system not only influences
‘the operations and behaviour, but also influences the choice of business.

Fundamentals of-
Business Environment

Notes
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2. Missionaand_:;'()hjggtives:. The" business .domain: of, the. company. The "

* mission: and objectives of the company guide. priorities, direction, of
devélopment, business philosophy, and business policy. =
3: Management Structure and:Nature: Structure-is: the way in which
the tasks and.subtasks.are rélated: -Structure: is about; the hierarchical
relationship, span of imanagement relationship between different functional
areas, structure of top' management, pattein of share holding, etc.
4. Human: Resource: It: deals. withi factors® like' manpower. planning;
recruitment and selection; andidevelopment; compensation,, communic-

v - ation,; and'appraisal: Besides:this internal environment-inchides corporate:

resources; production/operdtion. of: goods. and. services; finance and
accounting system and methods; marketing and distribution.

-

'ExternaléEnvironment'(Ma_crmEhvironment)n

External or. macro-or. general, environment:consists of factors external to the.

industry-that may have' significant:impact-on the firm’s strategiés.
)

-

Macro. Enwronment

Whemwe -referto- environmental: scanning, . we usually, refer; just,to: the, macso

environment;, but. it; can; also; include industry. andsco:nnpentc-nE analysns,,consumer.

analysis, product. innovations,. and, ther company’s. mtemal environment. Macro
envnronmental scanning involves analyzing: _ / K

1 Ecqnomy . ‘ o
().GDP per capitar ' .
(b) Economic growth .
) Up;c‘trnploymem rate;
(d) Inflation rate - L
(e). Consumer:and.investor. confidence- ] o .

3 (/) Inventory leve]s- . .
(g)-Currency. exchange ratesi® T
(4) Merchandise trade balance: ‘
(i) Financial and political héalth of trading partners. .
(/) Balance of payments. ¢ ‘ '
. (k): Future trends. ~ ;

2 Government o, \
(a) Political:climate ~ amount of government activity
(b) Political stability.and risk.  ~ , ]
{¢) Government debt. ’
(d)* Budget deficit or surplus® *
(e) Corporate aqd’per's;onal.tax'rates_,
(N Payrol! taxes « ~
{g) Import tariffs and:quotas:




-
' x.
iy

.

(k) ‘Export restriétions

I ] (z) Restrictions on mtematlonal ﬁnancml ﬂows s
' , 3. Legal
_ () Minimum wage laws: o
Lo Q) Environmenta! protection laws T
. - (c) Workér safety:laws * ’ .
. (d) Union laws v __ . Ty
(e) Copyﬂght and patent laws "+ "‘:. oy 1,7

i
£

A

.(h) Municipal licences

o 6. Socio-cultural

¥ x

)] An_n-,monopol_y laws thlesr 2 F

-

(g). Sunday closing laws

(0 Laws that favour business-investiment: u

4, Technology

" (a) Efficiency of infrastructure; mcludmg roads, ports airports, rolling
* stock, hospltals education, healthcare, communication, etc.

(b) Indust;nal productivity v '

(©) New manufacturing processes . w&

(d) New products and services of competitors
(e) ‘New products and services of supply chain partners

() Any.new technology that could impact the company

(g) Cost and accessibility of electrical power

5. Ecology
(@) Ecological concerns that affect the firms production processes

(b) Ecologlcal concerns that affect customers’ buying habits

©) Ecologlcal concerns that affect customers’ perception of the company
or product ¢ s

Demographic factors such as:

_ (a) .Population size and distribution S »

(b) Age distribution
(c) Education levels"
{d) Income levels -

LS

(e) Ethmc origins * o ._
(f) Rehglous affiliations ; -
Attltude§ towards: _ * (
(a) Matérialisn}, capitalism, free enterprise . 3

(b) Individualism, role of family, role of government,.collectivism

(©) Role of church and religion y ' :
(d)-Consumerism "

L

r . *
”

Fundamentals of
Busmess Enwmnment
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_ Business Environment : (¢) Environmentalism _ .

o " () Importance of work, pride of accomplishment

* Cultural structures including: |
_ {a) Diet and nutrition
Notes (b) Housing conditions
7. -Potential Suppliers
Labour Supply

: - (@) Quantity of labour available
. ' (6) Quality of labour.available
‘ (¢)- Stability of labour supply ) ) ¢
. (d) Wage expectétions ’ |

&

(e} Employee turmover rate

(/) Strikes and labour relations
() Educational facilities , . .
Material Suppliers + -

(@) Quality, quantity, price, and stability of material inputs-

(b) Delivery delays , | '

(c) Proximity of bulky or heavy material inputs

(d) Level of competition among suppliers

Service Providers

(a) Quantity, quality, pﬂce; and stabilil};- of service facilitators

(b) Special requirements '
Stakeholders | . .
(@) Lobbyists’

(b} Shareholders-

(c) Employees T - ’
{d) Partners :
- ' While scanning these macro environmental variables for - threats and

opportunities requires that each issue be rated on two dimensions. It must
be rated on its potential impact on the company, and rated on its likeliness
- of occurrence. Multiplying the potential impact parameter by the likeliness *

of occuitence parameter gives us a good indication of its importance to the
organization, T . :

Here.we will look at six broad dimensions:

Demographic, socio-cultural, political/legal, technological, economic and

global. :

Dimensions in External Environment

Ali these dimensions of general enviroriment are interrelated. These dimensions
not only influence businesses, but also influence each other. After a political change in
1991, when Congress government came to power, major economic change took place

- - ~
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i'n the form of LPG, i.e.; Liberalization, Privatization, and Globalization. This led to Fundamentals of
an enhancement in'the technological environment of the country This technological Business Environment
and economlcal change has transformed the socio-culture environment of the country.

Notes

Fig. 1.1. Dimensions in, External Environment : : ' '

[

.Globalization has also enabled India to become the software superpower of the
world. All global organizations now have a new and vast market, as well as cheap _
manufacturing hub, which has compelled them to change their global marketing and ’ ‘
manufacturing strategies.

With this, over the last ten years there has been a drastic change in the India’s
demography as per capita income has risen. The number of young achievers and ‘ “

" high earners has increased drastlcally, which changed the entire demand schedule of | ,
products. ’ ' '

\. Political Environment: It is the politi_cal environment of the country which
decides the fortune of the business in a country. After 1917 revolition in-
] the. USSR ‘suddenly a political change transformed the whole equation
of business. In India in 1977,.Janata government came in power and
because of this Coca Cola and IBM have to leave the country. Because
‘of -Janata government all liquor company had to close their operations.
After the change in the regime in the'USSR in late 1980s-and early 1990s _ ! »
the whole equation of business changed in Russia. Recently when Dr.
Manmohan Singh led UPA government came in power and new economic
policy changed the whole definition of business in India, on the one hand
it gave a bulk of new ‘opportunities for business, on the other hand it also
brought threat for inefficient organizations. Not only political philosophy
but also poiiticél stability has a significance importance. The more stable
will be the political environment of country, the more conducive will be
the environment for business. The consensuses among various pohhcal
‘parties on key issues are also relevant i in this case.

2. Regulatory and Legal Environment: The political environment governs \ |
the legal and regulatory environment of a country. The regulatory
environment plays a vital role by dictating the does and don'ts of a
business. Every country has a different legal environment.

Seif-Instructional Material 9 |
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‘In India, we have the Companies Act that governs compames the MRTP
Actwhich restricts monopoly, various laws regarding shares, the Consumer
Protection Act environmental laws, and the lmptementatlon of the GA’I‘S
The GATS has resulted in. the lmplementatlon of intemational laws
regarding patents. There are also laws for 1rnport and/ex export; hcensmg,
etc. that have a drastic.impact on business and the future of organizations:

When an NRI Lord Swaraj Paul, a British citizen, tried to take over

Eé’corts its owners, the Nandas appréached the goverment to save'their
“company. A law restricting any NRI from purchasing shares of an lndlan
company came into force,.and Escorts was saved. : v g

Demographic: It is the demographlc environment whlch dec1des the
marketmg mix for an organization. It decides the type of’ product
the organization comes out with. In India a lot of research-and efforts are
undertaken to reduce the cost-of products ‘and to launch products at
the cheapest possible rates A one rupee sachet of shampoo and a ﬁve-rupee
ice-créam cone are some examples. It is the demography that decides the

+ pricing, pfomotion and dlsmbutlon strategies. 70% of India’s populatlon
live in villages and of this, 70% afe youth, which is why every business
house is launching new “products, specifically for rural market, The.ITC
launched its unique and ambitiols programme called e-chaupal, targeted
at the rural market.

Seocio-culture: Socio- culture variables like the beliefs, value system
-attitudes of people and their demographlc composition have a major impact
on their personality and behaviour style. -The consumers’ preferences
have undergone a drastic-change through-the 1990s. This has led-to the
production of more cars, refrigerators, air conditioners and other articles
that wére at one time consideréd ostentatious'and luxurious..

Not only, this; socio-culture paradigms also dictate the preference’ of

consuImer: in- d:fferent regions. For instance, companies launch different

products inthe south and north because of dlffermg preferences Companies

thave to change their product portfolio because of cultiral preferences as-
McDonalds and KFC did ‘when they laiinched their restaurant chain in,

!ncha ow

Technological: Technological forces present a wide range of opportunities -

and threats that have to be account‘ed':for in the process of business
strategy formulation. Techniological advancement may dramatically affect
an, “org'anizafion‘g' products, services, markets, suppliers, distributors,
competitors, customers, 'ruanufa'cruring process, marketing practices,

financial composition, and competitive position.” Some of the important

factors that influence operating-in the technological environment are:

. LU . B . _ i
(7}-Sources 'of .technology like company sources; external sources and
foreign sources, cost of technology acqulsmon collaboration arld '

transfer of technology.

-

(#i) Rate of change in technology, rate of obsolescence.
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(m) Impact of technology on human bemg, the man machine system, and
- the environmental effect of technology - >

(fv)__ Comrnyn_;gguon and infrastructural technology in-management.

In fact,. technology is. today a decisive factor. From the FMCGs to the
fnicroprocessor industry, everybody is.investing heavily in technology.
The: technologlcal knowledge of a'consumer also influences the decisions.
Orgamzatlons have to modlfy products according” t6 the level of

1ltechnologlcal knowledge of the target customer, because in developing

nations complex household machines that need programming will ‘not.
work. 'So they have to be technologically more and more focused.

6. Global Environment: The international environment consists of all factors

- that operate at the transnational, cros§-cultural level and across the border.
The world is a global village today and'itis gettmg closer and closer as far
as business is concerned.

, For the sake’ of ‘business, countriés are dburying their grievances and i

forging economic relationships.. Erstwhile adversaries like Amenca and
Russia are today goods friends and Chma and India are cornmg closer.

. India has signed a bilateral treaty W‘lth Sri Lanka, it is: developmg close
€conomnic relationship with South Africa and Brazil, afd is planning to
,develop.a road network in South East Asia’India is also'a close ally of the

’ ASEAN, and is also a Signatory of the WTO which has a multilateral trade”

agreement among rhore than 100 nations.
India is in a process of laying down a gas pipeline from Iran via Paktstan

All'this is‘just a glimpse. of the present international environment. Every-

new bilateral and-multilateral agreement opens new v1stas ‘for busmess
-and also brings a new threat in the form of.global ,comp_ctltxon

7. Economic Environment: The economic. environment consists .of macro
-Jevel factors related to the means of production and distribution of wealth

.whlch have an 1mpact on the business of an organization.

The economic strucrure of a_country, whether it is socialist, mixed or
capitalist, has a drastic impact on the economy. ‘Economie: policies such

.as foreign trade policy, industrial policy, fiscal policy,.the GDP growth
¥ rate, policy of licensing, monetary policy, development of financial
institutions, development. of money” and stock market; and the extent

-of globalization are some of the aspects of an economy that reflect on
business in an economy. A slight change in monetary policy can release

crores of rupees into the economy that may result in a decrease in interest -

rate, which further increases mvestment as well as mﬂatlon

Also, banks’ lending rates decide the level of iAvestment in any countty.
The higher the interest rate the lower the level of investment. In most

mdustrlallzed nations like the US this interest rate is between 4% and 6%.
" In India‘in 1991 the PLR (prime lendmg rate) was 17% to 18%, which:

was reduced .to 8%t 10% by 2000 because of a change in the country’s
economic pohcy The current Prime Lendmg Rate (PLR) with éffect from
Jan 01, 2009 is 14.75% p. 2

[

't
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Factors » Local Demand
Endowment A Condition .

h 4

Reia.ting and Supporting
Industries

W

Fig. 1.2. Michael Porter's Interational Competitiveness Model.

.8. National Competitive Advantage: Despite globalization, industrialization
is clustered in a small and specific number of countries. Most successful
computer and biotechnology fimms are based in the US, the successful
chemical and engmeermg industry is based in Germany, and the cream of
the electronics industry is based in Japan.

Similarly, the successful call centres are clustered in India as are many of
the customized software companies. This suggests that the nation-and its
-environment in which a company is based may have an important bearing
on the competitive position of that company in the global marketplace.

*

in a study of national competitive advantage, Michael Porter identified four
attributes of a national or country-specific environment that have an important impact
on the global competitiveness of companies located within that nation.

1. Factor Endowménts: A nation’s position in the factors of production -
such as skilled labour, capital, technology or the infrastructure necessary
to compete in a given industry. )

2. Demand Condition: The nature of home demand for the indixstry’s
products and services.

3. Relating and Supporting Industry: The presence and absence in a
nation of supplier industries and related industries that are internationally
_ competitive. :
4. Firm Strategy, Structure and Rivalry: The conditions in the nation that
govern how companies are created, organlzed and managed and the nature
of domestic rivalry.

Micro Environment

L]

Micro environment or the competitive énvironment refers. to the environment
which an organization faces in its spec1ﬁc arena. This arena may be an industry, or. it
may be what i is referred to as a strategic group.

]
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Besides looking at primary demand and supply factors, firms examine the
state of competition they face because that determines whether they will remain in
the ‘same industry or start a new one. All-the business “decisions—what business,
pricing, distribution channei, promotion strategy, product portfoho etc. depend .on
the competitive position of the firm. -

For instance, a new entrant in the glucose biscuit segment will have to study
and consider the marketing mix as well as strategy of existing players like Britannia,
Parlé, Priyagold, etc. before deciding its marketing mix. Following are the key Micro
Environment factors: u

The Five Forces of Competition o/

Professor Michael Porter of the Harvard Business School has demonstrated
the state. of competition in an mdustry as a composite of five competitive forces.
According to Michael Porter the five forces of competition are:

1. Threat of Competitors: The rivalry among sellers in the industry.

2. Threat of New Entrants: The potential-entry of new.competitors.

3. Threat of Substitutes: Market attempts of companies in othgr‘ industries to
win customers over to their own substitute products. )

4. Bargaining Power of Suppliers: The conipetitive pressure- sterﬁming

. from the supplier-seller collaboration'and resultant bargaining.

5. Bargaining. Power of Buyers: The competitive pressure stemming from

seller-buyer collaboration and bargaining.

. - Threat of \
; ) Substitutes

Bargain Power Bargain Power

of Supplier | Threat of Comfetitor of Buyer

r

&

a

Threat of
New Entrants

Flg. 1.3, Michaet Porter's Five Forces Modal g

6. Threat of Competitors: When, rivals compete to ‘win over customers to
improve matket share or profitability, that is rivalry among competing
sellers. The intensity of rivalry among competing sellers is a function of
how vigorously they employ tactics such as lower prices, snazzier features,
expanded customer service, longer warranties, special promotional offers;
and introduction of new product. All these lead to adverse impact on

the profits of the firm. Rivalry intensifies as the number of competitors

increases and as competitors become equal in size and capability.
: A\
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-.Rivalry becomes stronger when the ‘demand for a product grows, and
industry conditions tempt competitors to cut prices or use other competitive
weapons to boost unit volume. Rivalry is also intensified when one’or more:
competitors are, dlssatlsﬁed with their market position and launch moves
to ‘boister their standmg at the expense of rivals, or when exit bamers
are_very high.and it costs more to get out of business than to stay on:
Sometimes, stronger companies outside the industry acquire weak firmis in
the industry and launch ‘ag'gressive well-funded moves to transform their-
newly acqulred competitors into major market contenders. -

Rwalry is weak when most competitors in.the mdustry are relatlvely well
satisfied with their sales growth and market shares. Such companies rarely
make.concerted attempts'to steal customers away from one another, and
have comparatively attractive eaming and retums on investment,

The Threat of New Entrants: A new entrant'in an industry represents a
~ ‘competitive threat to established firms, sometimes called the incumbents.
The entrant adds new product;on capacity and brings substantial resources
that were not prevlously required for success in the industry. But there are
various barriers to entry that the new player has to face. These:barriers are
.a challenge for the new entrant and a protecnve shleld for the’ establlshed,
player and include:  ~ ' ’ _

() Economies of Sca!e Existing. large firms enjoy lower costs per unit.

They have enough room-to.reduce prices as they may enjoy higher _ |

profits. Also, they-could be setling products at such a low price that
new player may not be able to produce the same output.

(u) Cost Disadvantage Independent of Scale: Besides economies of scale
existing firms have other many cost advantages such as proprietary
~product knowledge, patents, favourable access to raw material,
favourable location, lower borrowing cost and govenuheht-subsidies

(iii) :Learning and Expenence Curve:. Established companies have the
advantage of learning curve. Because of this learning curve established
firms are in a better posmon as they have skxlled and trained human
resource. o

(i) Product D:'ﬁ%rena'ation Differences .in physical or perceived
« characteristics make an mcumbent s product unique in the eyes of the -
.consumer. '

(v) Capital Requirement. It is said the offénder must have.three times the.
power than that of the defender. Thus, an offender requires capital not
only to establish 2 new business but also to compete with established
' firms. _Even the cost of capital is higher for a new ﬁrm as lenders
hesntate to provide capital to new entrant.

(vi) Sw:tchmg Costs: Sometimes, the costs (physical, psychological and
ﬁnanc1al) incurred in sw1tchmg from one supplier to another also
resnst the customer from § gomg for a new vendor : . /

(vid): Access to Distribution: The middlemen are reluctant to’'deal with a
product that is new to the market. This situation becomes more critical

» T
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in industrial and international inarkets as there are few middlemen Fundamentals of
because they usually prefer established products. - ' Business Environment.

(viif) Government and Regulatory Environment: Govemment policies like
hcensmg, permnts ‘broadcasting: regulatlons, llquor pohcnes, anti-
_monopoly policies like the MRTP in India and the Anti-Trust Law in Notes
Amenca also work as a-barrier for new entrants.

‘8. Threat of Subsamtes This’ refers to the market attempts of companies. in.|
other mdusmes to -win customers over to their own substitute products
For mstance a producer of SCOOters will compete with motorcycle makers, ]
newspapers compete with television operators, tea competes with coffee,
CD players compete with DVD, players; Aspirin manufacturers compete
* with the- makers of Acetammophen Ibrufen and other pain relievers.
Makers of eyeglasses compete wrth the makers. of contact lenses, road
transport services compete with the rallways Strong competitive pressure
/ from substitute products depends upon three factors:

(6] Whether attractively priced substitutes are available.

(i) Whether the buyers view the substitutes as being satisfactory in terms
of quality, performance, and other rélevant attributes.

, (iii) Whether huyers can switch to substitutes easily.

The ‘presence of veadily available and atfractively ‘priced substitutes
creates competitive pressure by placing a ceiling on the prices an-industry .
can charge for.its product without giving customers a reason to switch to
substitute and;thus nsk sales erosion: : -

9. The Bargaining Power of Suppliers:- Suppliers have lttle or no
‘bargaining power when there are many suppliers_and supply exceeds
demand. Suppliers compete with each other to grab'qrders. On the other. |
hand, bargaining power ‘is high when it comes to high.technology and
the supplier has an expertise, or if the supplier is working at economies
of ‘scale. The supplier has high bafgaining power if he has. significant
cost advantage or constantiy improves the product in the interest of the .
consumer; or-finances the buyer. ‘

10. ‘The Bargaining Power of Buyers: Today we' aré living 'in a- market-
oriented economy, where consumer is kirig. The'buyer enjoys significant
‘bargaining power when ‘there dre. many sellers few buyers or when
_ production capacity exceeds the demand -

The buyer can bargain for reduction of prices, quantity discoust,better quality
at‘same price, better after sales service, or-even credit or finance facility.- Boemg,
for instance, arranges finances for its: buyers. Today the consumer durables industry
and_the ‘two-wheelers and- automobile mdustry arrange. finances for customers in.
collaboration with banks.

Besides these five forces there are many other factors, which have a d1rect .
.impact on business and constitute "the micro environment of business. These are: '

I. The Sixth Force: Accordmg to Andrew Grove, the former CEO of Intel:
“Porter’s five forces model ignores a’sixth force: the power, vigour and
competence of complementors Complementary products * are those

e * Self-instructional Material 15
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products that add value to some other product. They are consumed with '
_some other product. Because they are used together, the demand of one

product depends upon the demand and availability of another product.
Like, the demand of personal vehicles in a country depends upon the

.availability "and price of fuel. Demand. for personal computers depends

upon the availability and affordability of user-friendly. soﬁware In fact,
the business of accessories like car and motorcycle accessories, computer
accessories, etc. depends upon the key product. In fact, both substitute and

complementary products. influence the demand for a product. Therefore,
while studying the environment one should not forget-complementary -

products because at some point of time, they can be the decisive factor for

*.sales and profits.

Markefmg Intermediaries: Marketiﬁg intermediaries are.an important

part of the micro environment. These are firms and persons, who help

in distribution, promotion, selling, and provide services like consultancy.
Almost every business has to take the help of these intermediaries.
Sometimes they play a decisive role. Like in the FMCG business,
distribution is of critical importance and there Is intense competition to
acquire the support of a strong distributor.

The primary reason Coca Cola acquired Parle was to gain access to the
distribution network of Parle, which was wide and penetrated. Besides
this there are brokers, agents, logistics companies, private transporters,
etc. which play an important role., . _

There are incidences of retailers l';_oycottiné the product of particular
companies because of low margins. Companies also spend a significant
amount on promotion and advertising firms. For instance, companiés like
HLL spend as much as T 800 crore on advertising as part of their marketing
strategy.

Financial Institutions(FIs): For any busmess Fls play a critical role,
especially at the micro level. FIs not only make available the finance but
also create an environment for investment. They also give expert opinion
and consultancy to the corporate, Every corporate is dependent on Fls—
whether it is banks or consultancies or NBFCs—for its financial needs.
They also facilitate the mode of payment. For the industrial development
of any country a well-established financial institution is a prerequisite.

These Fls mobilize the savings of the public to the - -corporate world. An

organization that has a good rapport with FIs usually gets finance easily and at
easy terms, which makes a lot of difference in this competitive environment.

Strategic Group: Strategic groups are conceptually defined as clusters

of competltors that'share similar strategies and therefore compete more
directly with one ‘another than-with-other firms in the same industry. A
strategic group is to identify a more defined set of organizations so that
each grouplng represents those with similar strategic characteristics. They
are nota formal group or an association; in fact they are conceptual clusters
in the senise that" they are grouped together for the purpose of i improving
analysis and understandmg of competition within their industry.
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Stratégic groupings look f#t these similarities:
*({) Extent of product diversity.

(i)) Extent of geographic coverage.

(##7) Number of market segment served.

0

2 »r.};:_,‘(ii}) Distribution ¢hannel used.

: -;««-‘-""{(v) Extent of branding.
(vi) Marketing effort,

(vii) Extent of vertical integration.
) o »
- (viii) Pricing, efc.

v

Coca Cola and Pepsi will be considered a strategic group because both

‘have similar products and both’ follow similar strategies. P&G, HLL |

-ahd NIRMA can also be considered to be the same strategic group. This
sort of grouping in order to analyze and understand competition is very
useful. It also helps in tracing close competltors and in formatting counter-

* strategies

5. Critical Success Factors (CSFs): Many. industries have small but
extremely important set of factors that are essential for successfully
gaining and maintaining a competitive advantage. Critical success factors

are those areas in which good results will help ensure an organization’s

success against competition and where poor results usually lead to
declining performance. R

CSFs which are relevant to any company are determined by a variety of
environmental -and firm-specific considerations. ‘During environmental
analysis one should find out what the critical factors are for iuc firm. For an
FMCG, distribution network is a critical success factor, for pharmaceutical
companies, R&D is a factor, and for a generic product company like steel or
aluminium manufacturing firms, costis'a CSF. Fora food chain‘orgmi:‘:ation

. like McDonalds, logistics and supply chain management is a CSF. )

6. Driving Force: Behind every change in an environment there are some

driving forces and these driving forces lead to a sequential change in the
(environment. To understand and forecast future trends it is- essential to

- understand the driving force behind them. In fact, sometimes changes in
segment A can be the result of changes in- segment B and on'the other.
hand, to influence B one has to influence A.

For instance, if there isa sudden rise in the sale of a certain product of

an’ organization, it may-presume this to be a result of the hard work of its
. salésforce, whereas it may actually because its competitor’s product is in
-short supply. -~

-

1.9. ‘Importance of Environment-

‘1. Environment is Complex: The environment consists of a number of
* factors, events, conditions and influences arising from different sources.

All these interact with each other to create entirely new sets of influences.
: {
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Environment is Dynamic: The environment is constantly changing in
nature. Due to many and varied influences operating there is a dynamism
inthe envirbm’nent causing it to change its shape and character continually. )
Envrronment is Multi-faceted: The same enwronment trend can have
different effects ori different industries. As the GATS is an opportumty for
some companies and.threat for some companies.

Environment has a Far Reaching Impact: The environment has a far.
reaching impact on the organization. The growth and profitability of an
organization depends critically on the environment in which it exists.

The Impact of an Environmental Trend often differs significantly for
Different Firm within the Same Industry: Any change,in environment
may have différent impacts on different firms operating in the same
industry. As in pharmaceuticals industry in India the impact of new patent
law will be different on research-based pharmacy companies as Ranbaxy
and Dr. Reddys Lab and will be different on small pharmacy companies.’’
T_he' ‘General Environment usually holds both Opportunities for,

“and threat to, Expansion: Development:in general environment often

provides' opportunities for expansion in terms -of both products, and
markets.. For example liberalization in 1991 opened a lot of opportunities’
for companies and HLL took the advantagc of opportumnes and acquired
many companies like Lakme; TOMCO, K[SSAN, etc. Changes ,in
environment also pose serious threat to entire industry, &:g., liberalization
of 1991 poses serious threat to new entrants, in the form df the MNC to
Indian firms,

. )
Development’ in the ‘General' Environment Change Compeﬂtive

Battle ‘Line: General environmental changes may alter the boundaries of
an industry and change the nature of its competition. This has been the
case with deregulation in the telecom sector in‘India. Where since the
deregulation every second year new competitor emerges old foes become
friends, M&A'takes place with every new tegulation.

Many Development in the General Environment are Difficult to Predict -
with any Degree of. Accuracy, while Others are Readily Predictable:
Macro economic development such as interest rate fluctuations, .the rate
of mﬂatlon and exchange rate variations are exiremely dlfﬁcult to predict
on a'medium or long-term basis. On the:other hand some trends as on
demographic, income level, age can'be forecast.

The process by ‘which orgamzatmns monitor their relevant environment to

scanning

g 1dent1fy opporrumtlcs and threats aﬁ'ectlng their business is know as env1mnmental

Factors m be cons;dered Jor: erivironmental scanmng. The external
environment consists of variety of factors. We can‘explain them as follows:

(i) Events are important and specific occurrences take place in different-

(if).

envlr?nmem sectors, |

Trends are the general tendencies or courses of action along which events
take places, "

- e e
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-(#i) Issues are the current concerns that arise in responses to events and trends.

(iv) Expectations are the demands made by interestéd groups in the light of
their concern for issues. - ™

(Aghor Kazmi, TATA McGraw-l—lill,;p, 1 18}

1510,.Ehviro‘r|mental Analysis. | | L

Collection of Information

Analysis is done by means of a search of verbal and ‘written 1nformatlon spymg,
forecastmg and formal studies and information syster.

At first there is the gathering of verbal information, the.sources. of verbal |’

lnformatlon are: L L

1. Media, such as radlo and televxswn
2. The firm’s employees stich as peers, subordinates and supervisors.

“Other sources of verbal information outside the firm are: Customers of the
enterprise, persons in industry channel (such as wholesalers, brokers, distributors,
etc.), suppliers doing business with the firm, competitors and their employees;
financial executives such as bankers stockholders,, and stock analyzts, consultants
and the government. 1 S, '

Besides verbal sources, information can be gathered by readmg Information
about the emnronment i§ readily available in newspapers, trade journals, industry
newsletters, journals and publications, -government reports, reports of various

marketing research agencies such as Gallup, ORG, etc. It is said (Is it not-true?) |

that behind every business activity there is one government department and one

association. This department or assoclatxon publishies information related to business'

on regular intervals.
The second solution to envrronmental analysns is'to design a Management

Information System. A formal MIS gives quick relevant informatjon to the decision |
makers which helps a lot in making timely decisions. Beside this, mformanon )
regardmg competrtors can be gathered through Corporate Intelligence and spying.

1. Corporate. Inrelhgence Corporate Intelligence .(CI) can be described
“as’a’ techmquc of adopting, industry/research expertise to. analyze the
information available-on competition from public ‘sources and to draw
conclusmn based on:this data.” A typlcgl CI activity ‘involves collection,

orgamzatlon ‘analysis and utilization of business-related data of |
competitors to make informed decisions. Some of the major companies |

that use Cl include: Microsoft, Motorola, P&G, HP, GE, IBM-and Xerox.
-2. Spymg' Corporate espronage can be defined as ‘spying’ on. business

research projects, marketing plan,”trade secret, source code for new

software, mtellectual property and research information and othet business

strategies. In 1996, the US govemment passed the Economic Espionage
= ¢ Act to restrict esplona_ge. - .

‘competitors to-acquire proprietary mformatlon such as product. design,.
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i
Business Environment * Once GM alleged that Volkswagen had stolen its trade secret by lurmg its
' head of production. GM won the case against Volkswagen and obtained a-beéfty
compensation. _
i Similarly, in' 1943, a P&G employee reportedly bribed an employee of Levers’
Brothers to steal a bar ‘of soap that was under development.

The approach of analyzing the-environment is formal forecasting and there are
various techniques to, it. At present various computerized models are available to

make forecasting easy and cheap. Some forecasting techniques are as follows:

‘Notes

‘.

b

Deciding Priorities

Various changes take place in thé environment and it is difficalt, cumbersome
and a costly affair to keep aregular eye on every aspect of these changes. So it is
! essential for a strategist to rate the environmental factors on the basis of criticality
and then invest time and resources in environmental analysis. The Nine-cell Matrix
is one method of deciding priorities regarding environmegtal issues.

Impact on Business \
. {
@ High Medium - Low -
L k=) - - - — — ¥
g | Critical High Priority | Low Priority | &
b . -
’ 8 . 2
£ | High Priority | High Priority | Low Priority | &
:::; . . . ; P ‘E, *
£ | Tobe Watched | Low Priority | Low Priority |
L

Fig..1.4. Nine-cell Matrix

The issues that are critical need maximum atténtion of the management and
quick ‘action or preparation. On the other hand issues of low priority need_ just
monitoring at regular intervals. Issues of high priority need attention standby plans in
case and also need regular-observation. ;

Environmental Analysis can be divided into two methods:
1. Environmental evolution. *
2. The process of environmental analysis.

1. Environmental Evolution: There are three components that are useful to
describe changes in the environmental segments:

(i) Type of Change
(i) Forces driving change - 7
. (#i) Type of future evolution:
‘ Changes in the micro environment may be systematic or discontinuous.

Gradual changes, changes in a phased manner, or those that are predictable
are systematic changes. As aftef liberalization, a change in the ratio

_ Y
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of youth in population of India, rise tn the income of middle class and

 specially of the youth can be seen as systematic change. Unpredictable or

- slidden changes are discontinuous, llke the twin tower terror attacks in the
US and its aﬁermath

Sometimes changes in one segment may be the result of driving forces in.
another segment. The driving force behind the acceptance of packaged-

food in India could be because of the purchasmg power of the middle
class, or because more women are working, or it could be inore awareness

~ among the youth via the mass media. These’ dnvmg forces constantly |

interact with each other. .o

Environmental evolution can be completely predictable and sometimes it
is dependent upon hctions of the firm-or other entities in the environment.

" The Process of Envrronmenml Analysis: The process of env1ronmental
analysis can be divided into four parts:

(i) Scanning the environment to detect warning signals
(i) 'Monitoring specific environmental trends,
~ (iif) Forecasting the direction of future environmental changes, and
(v) Assessing current and future environmental changes for their
organizational implications. ' . _
(i} Scanning: Environmentai scanning is aimed, at alérting the
organization to potentially significant external impingement,before it
has fully formed or crystallized. Successful environmental scanning
draws attention to possible changes and events well before occurrence,
giving time. for suitable action. Scanning frequently detects
~ environmental change that is already in an advanced stage. Scanning
© is most ill-structured and ambiguous environmental analysis activity.
The data sources are many and varied.-Moreover, a common feature
of scanning is that early signals often show up in unexpected places.
Fundamental challenge for the analyzt in scanning is to make sense of

vague, ambiguous and unconnected data and to infuse meaning into
it. B " :

(ify Monitoring: Monitoriné involves. follp_Wing the signals or indicators.

unearthed during environmental scanning. In ‘monitoring the data

_ search ‘is focused and- much more systematic than scanning. By
focused, it is meant that the analyzt is guided by a priori premonition.
Systemiatic refers to the notion that the analyzt has the general sense
of the pattern and he is looking for and collects data regarding the
evolutlon of the pattern. .

As monitoring progresses the data frequently move from the lmpremse'
and unbounded to reasonably ‘specific and focused. “The output or
monitoring are threefold:

(@ A spemﬁc description of environmental pattems to be forecast.
{b) Idennﬁcatlon of trends for furtl_ler monitoring.

(¢) Identification of patterns requifing further scanning.

”

-

Fundamentals of
"Business Environment

. Notes
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Business Environment (iii). Forecasting: Forecasting is concerned with- thedevelopment of

' plausible projections’ of directions, scope, speed and intensity of:
-environment change, to lay out the evolutionary path of anticipatory
change. There are 4 number of key analytic tasks and outputs involved
in forecasting. The first one concern the untangllng of forces that drive
the evolution.of a trend. The second one concems undemtandmg the
nature.of the- evolutlonary path; that is whether the change is"a fad
or of some duratlon or ¢yclical or systematic in character. The third -
one concems more or:less clearly delineating the _evolutionary path ™
or paths leadmg to projections and altematives fiitures. Forecasting is
well-focused-and is much more deduétive and complex activity.

Notes

(iv) Assessment: Assessment involves identifying and evaluating how and .
why current and projected en\nronmental change will affect strateglc
management of an organization. 'In assessment, the frame of reference

- ' moves from understanding the envnronment the focus of scanning,

' monitoring and forecasting — to’ 1dent1fy1ng what that understanding’

of environmeit means for the organization. Assessment thus .tells

L ’ about the implication of environment change on the Grganization.

There isnotalwaysa linerrelationship between scanning, monitoring, forecasting:
and assessment. If-some trends are disclosed.in scanning process an organization..-
| can directly jump to find out how it is going to influence the organization. Even

’ after Having the assessment of the external environment factoran organization may

continuously monitor and forecast the factor.about-future dévelopment. So sometime

assessment monitoring and forecasting go simultaneously. A good strategist always

Keeps an éye on development in environment. Like when Vijay Mallaya came to

know that there is some.intemal problem in Chabaria (owners of Shaw Wallace)

famlly, he started monitoring it and when he found suitable time ‘he.purchased his.

' arch nval that is Shaw Wallace and became the second largest brewery of the world,

L

1.11. Summary 4

-» Every business o'perates in an environment and business unit has’its own
¥ environment. A change in environment gives opporiunity to some and
' threat to some Env1ronment has spemﬁc characteristics, e.g.; environment:
" is complex environment is dynamic, environment .is multi-faceted,
environment has a far reaching impact, the’ Impact of an environmental
-trend often dlﬂ'ers significantly for different firm within the‘same mdustry,
.the general enwronment usually holds both opportunities-for, and threat to,
expansion. Developments in the general environment change competitive
battle line, many developments in the general environment are difficult to
*predict with any degree of accuracy, while others are readily predictable.

it

The environment-which influences the business can. be divided into three
types: s

x : .5 Internal Environment

" 0 » Macro Environment (Géneral Environment)

O Micrd Environment (Relevant Environment, Competitive Environment).
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" 1.12. Review Exercises
i
{

4

RS R

. Intemal Enwronment is aﬂ about. Culture and Value System, Mission
and Objectives, Management Structure- and’ Nature, Human Resource.
Macro Environment deals with  Political Envrronmcnt, Regulatory and

g‘l.egé'fglinwronment~“Demograph1c i‘Socro-Culture Technological, ‘Global
Eny:ronment,{fEuqo‘gggl\;fc;_lj._gvgrongep_t Ngnoﬁn;;a_‘l: golx}pet_]gve Advantage, .

eic. . 5 T e T

o Micro Environment analysis:: The'Five Forcés of Competition, The Sixth '

Force, Marketmg Intermediaries, Financial Insntutlon There are various

*of _analyzmg the envrronmenk'
‘step is: collectlon of mformahon Informanon can'be collected in

. T

. supervisors, Corporate Intelligence, Spying, etc. Process of environmental
analysis, includes the steps like Scanning, Momtormg, Forecastmg and

-

Assessiment. : . ey o
_Macro environment scanning involves analyz_mg',; Aty é e o
1. Economy - A 48 ope % 2o0.CGovernment - &
3. Legal | gy by Technology_
i 5 Ecology ' 6 Socio-cultural '
1 7. Ppolitical Suppliers S 2

O

= §
L

J e T & S

]
3
} 8. Write brief a short hote on each of the followmg N
7 . e L o . gl
3’ {§) Five Forcés Model - - ¥
i (u)'-'Corporate Intelhgencc».s, Telds W- B
' E (m') Cntical Success Factors (CSF) - i ¥
) _({v) Driving Force AR5 S " e
A ' l i’i% ¥ ¢y
i o
=..-; ot FL mr L S v w1, Ty .
' NL ARt IS § T
.;} - . ) _{":3‘
i
' . BT TR O SR Lk

1. What do you mean by macro environmental factors?, s+ 1. 2
2. Discuss the meanmg of envrronmental analys:s

3. Write about nature of Busmess Envnronment
4.

Discuss. the various”Macro envn-onmental factors whrch can hfaveban
".- ¥ o

. .impact on Business. ) ’
' 'Describe Micro environimental factors, Wthh influence the busmess

1 6. Describe the various sources of mformatlon for the cnv1r0nmental anaiysns
<

7. Describe the various characteristics of envrronrnent and the process of

analyzing the environrhent.
yZing TR "1::.:** [ Fi“ e

e i e
un
+

analyze the envirdiiment’ “the.| -

'verbal and written form, There canbe vanous sources of mfonnatron suchas | )
Radio  and Television, the. ﬁrm S employees stich-as peers, subordmates, and |

nggjomegtgls of

Business Environment

Wz ok s R e M R o e e s e e o e

Notes

Yy
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Liberalization, Privatization, Globalization and
Different Types of Economy

Notes- .
- (LPG Pollcy) -
2:1. Learning Objectives S : .
. 2.2, Introduction
2.3. Definition
2:4.. Features of Liberalization in India
2.5.,_ Economic Liberalization Policy of India
_ g R ~PRIVATIZATION: _ % '
h 2.6. Leaming Objectives . Tt
2.7. Introduction- e .
2.8. Definition . <.
2.9. -Features of Privatization | B
2.10. Process of Privatization
' s YA GLOBALIZATION -
o Learning Objectwes :

2.11.. Introdiction

11 212, Peﬁnition

. . 2.13. Features of Globalization .
2.14. Globalization Environiment™
2.15. Industrial Licensing

I'2.l6. Consumer Movement and Consumerism .

-

P

. AN DIFFERENT«TYPES OF. ECONOMY% g%

L N

1. Capitalism Economy
2.17. Definition o ‘ -
2.18. Class:ﬁcan on’of Capitalism Economy -
‘2.19. Features of Capitalism , I
2.20. Some More Important Features of Capitalism

. 2. Socialist Economy

~ | § 2.21. Iitroduction’ .

. § 2.22. Definition - N
R 2.23. Meaning. ' -

2.24.. Features of Socialist Economy

—
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2,25, S_ocial_ism Environment ) . | - .‘
2.26.. General Features of Socialism Economy .
, 3. Mixed Econoiny T

2.27. Defiriition _ - :

2.28. Features of Mixed Economy -

2.29. . Mixed Economy. '

2.30. Summary

2.31. Review Exercises » -

LPG Pbucv

21, Learning Oblectlves -

Afger gping through this unit, you-will be able to:
e Know how to increase competition amongst domestic industries.

» How to encourage foreign trade w1th other cotintries with regulated imports
- and exports. -

e Explain enhancement of foreign capital and technology ~
. Expialn expand global market frontiers of the. country.
. Descnbe diminish the debt burden of the country

2.2. Introduction

2
¥

Economic liberalization refers to a situation where inessential restrictions-|.
and controls are removed from a country’s.economy to ensure’ that businesses and -

enterprises can maximize their-contribution. It is, however impottant.to note that
l:berallzatlon does not mean as uncontrolled economy..

+

23, Deﬂnltion _ . | -

Liberglization is the process or means of the elimination cf the control of the state

: over-economic activitiés. It provides greater autonomy to the business enterprises’in.

. decisionsmaking and:eliminates government interference. Liberalization was begun
to put an end to these limitations and open multiple areas of the eConomy. :

. f

"-2.4., Features of Liberalization in India - -

Following are some of the features of liberalization that was initiated as a part.

of économic reforms of 1991

>

¢ Abolition of the previouely existing License Raj in‘the country. License dr

‘Permit Raj is a complicated system of regulations,_.licenses, and restrictions

¢ that were imposed to run-and set up businesses between 1947 and 1990.
‘e Reduction of: interest rates and tariffs. _
» Curbing monopo_ly- of the public sector from various areas of our economy.

<

Liberalization,

Privatization,

Globalization and
. Different Types of

Economy ¢

(LPG Policy)

Notes

o}

>
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E

- Approval of foreign diréct invéstment in various sectors.

¢ Economic liberatization in India integrated the above feature's'and in éene I,
waived off several restrictions to become tore pnvate Sector frlendly o <

"'r" ]

i

s .

2.5. Economic Ltberaluzatlon Pohcy of India

n: '!:2"4‘ { . *'?.‘i _

The ongoing reforms in India are referred to- as economic lii:ueralizationfbt;
India. After Independence in 1947, India adhered to socialist policies. The extensive;
regulation was, sarcastically dubbed as the “Licence Raj”; the slow growth rate was:
named to “Hindu rate of growth”. In the' 1980s, the Prime- Minister Rajiv, Gandhi
initiated.some reforms. His.government was blocked.by pohttcs In 1991, aﬁer.theu
International Monetary Fund (IMF) had bailed out the bankrupt state, the govcmment
of PV, Narasimha Rao and his.. Fmance Minister Manmohan Singh started -
breakthrough reforms. The new Policies- included opening for international trade
and .investment, dereguiation, initiation of pr:vatlzatlon ‘tax reforms, and inflation-

s (T SR NE. L, - L S, ,-—;..:.,_, -t

- Controlling measures. The overall direction of liberalization has since remained
.the same, 1rrespect1ve “of the ruling party, although-on party: has yet:tried to take on}

powerful lobbies such as-the trade unions and farmers, or contentious issues such as

reforming labor laws and reducing agricultiiral Subsidies. A

Ty

As of 2009;-about 300 million ﬁeople—e'c'luivalent to the' ¢ntife populatiof of
the"éntife United Sates~have: escaped eXtrems’ poverty The fraits Of ltberahzatlon
reached their peak-in 2007, with India recording it highest GDP growth raté’ of 9%.
With this, India become the se¢ond fastest growing major’ econommy ‘in the- -world,
next-only to China. An Organization for Economic- Cooperation:and Developmient
(OECD) report states that the-average growth rate 7:5%:-will: double”theiaverage
income in a decade, and more reforms would speed up the pace.

Indian govemment coalitions have been advised to contmue ltbcrallzatlon India’
grows at slower pace than China. McKlnsey states that removmg mam obstacles

“would free Indta s'economy to grow as fast as China’s at 10 percent a year e et

‘Indian economic policy after tndependence was mﬂuencedaby the colonial,
experience (which was seen by Indian-leaders as exploitative in nature),and by.t those W
leader’s exposure to Fabian socialism Policy tended towards protectionism, with a
strong emphasis on import substitution, industrialization, state mterventton i labour;
and-financial markets, a lager public sector, business regulation; ;and central planmng i
‘Fivé-Year Plans of India resembled central planniing in the Soviet Union?Stée! mining,
machine tools, water, telecommunication, insurance? and €lectrical- plants*famong#
other. industries; were effectively. nationalized'i in the mid-1950s:.Elaborate cheqses; i
regulations and’ the-accoimpanying red tape, commonly, Téférfed to:as LliCence Raj; %i
were fequired.to set-up business in India between.1947.and . 1990 . m—

ey BB ors po el Zntad
Notes: The impact-of thcse‘rthe econor?nc igeforms mayxbe gaugéd from thg

fact that total foreign investment (mcludmg forelgn direct; mvestment,mortfoho
investment, and investment raised on mtematlonal capltal markets)fm India, BIEW 5

from a minuscule. US $132 million in 1991-92 t0, $5 3 bllllonrtnrl995ﬂ‘2§ﬁ‘ At

«~ Cities like Bengalore +Hyderabad, hPune, and Ahmedabadi have;;risen. in
prominence and econornic-importance and:have; become centres of Tising mdusmes
and destination for foreign investment and. ﬁrms ke Dtid Meporkubadf &
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Aftef going through thls umt you w:ll be able toprowdmg strong momentum o (P %P olicy)
" for the.inflow of F DI , s
P s (IO TR H T N t
- anatlzatlon alms at provndmg a'strong basé. Tor the inflow of FDl Notes

Improvmg the eﬂicwncy of publit sectof undertakmgs (PSUs)
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2 7. lntroduetlon

»

anatlzatlon is cons:dered to brmg nore.” efﬁcnency and- Ob]eCtIVltyFIO the
- company, somethmg that a govemment ‘Company is' not concemed about. India.

T e

went “for | pnvatlzatlon in' the htstonc reforms budgct of 1991 al$o known as’ ‘New
Economlc Pohcy or LPG Policy’. ? &

“ng

o

>

e, 71 E - -

';i “2:8," Définition " . P

L Fa .

% =1 The.transfer:of ownership; property or-business from the government to the
# private sector is termeil privatization. The government ceases to be the owner of the
entlty or:-business: = % LI #

The process in which a pubhcly-traded company is.taken over by a few people
+-is:also;called privatization. The stock of the company i$ no longer traded in the stock
»+ market and thegeneral public is: barred from holding stake in-such a company. The

company gives up the name “limited’ and starts. usmg ‘private-limited’ in its last
Jpame. .

L a 4

< 2.9 Features of Privatizaton ~ =~ =~ .
Following are the basic features of pri_vatization"in points: _ '
» 1.> New Concept:Privatization is a riew concept that has emerged.in the last
' two decades. ' '

«2. Universal Concept: The coriéept of. privatiiation has emerged not only

“in India but it has developed all over the world. Countries like. USA, UK,

Japan, Indla ‘etc. has adopted this 1deology w

It is a wise idea. It involves not only the transfer of the public sector
* to private hands but it limits government involvement in the economic
« activitiés and protects the private sector.

* shares then the economrc sector the expansion of the private sector.

_» 3. Economic Democracy Tti lsameans of establlshmg economic democracy.
" 1t provides the cpr hance to the private-sector-to operate in economic
actlvmes freely . . -

e eﬂicwncy of PSUs Is 1mproved by glvmg them the aut'fmomy to. make . |

*  Thus,’it involvés a large number of activities such as reduce government |
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. Businéss Environmient. 4. Process: Privatization is a process which goes on continuously.
RSN > - &, .Private Sector in Place of Publle Sector: The private sector is.being
B : . developed in place of the pubhc sector in the process of. pnvatlzatlon

.6. Reduction in State Dominance: Itisa process in whlch state dominance
‘Notes is reduced in the economic sphere "
- 7. Assumption: ‘The pnvatlzatton is based on the assumptibn that the private
‘sector is more efficient in the management and control of an enterpnse
than the pubhc sector.

- oo . 8. New Strategy: It is a new strategy to facé the- cha]lenges emerged in
' » the economic sphere recently In the process of privatization, the private
sector takes-the task of economic development of the country. -

9. Wide Area: Privatization is a wide concept. It involves various activities
- v suchas denationalization, decontrol, deregulation; economic liberalization,

2.10. Process of Privatization

Privatizatioﬁ is ‘the. process of 'ﬂwol\;ing -the private sector in the ownership
or operataon of a ‘state:owned or public sector undertaking. “In' a broader sense, it
connotes private ownership (or even without change of ownership) the induction-of
private cortrol and management-in-the PSUs. ‘Barbara Lee and John Nellis (1990)
describe it thus: “Privatisation is the process of involving the private sector in the
“ownership of operation of a.state-owned snterprise, Thus, the term refers to priifzite
purchase of all or part of a company. 1t covers the contracting out and privatization-

. of managemment — through management contract, leases or franchise arrangement.”
Privatization can take following forms: o
| Ownership Measures: The degree of privatization is judged by the extent
of ownership transferred from the publ i¢ enterprise to the private sector. It
can take the following forms: -~

(@)’ Total Denationalization: It is a complete trarisfer of a public enterpnse
.~ tothe private sector. -
Example: AS down in BALCO, which was acquired by Sterlite
’ industries. Modem Foods was acquired by Hindustan Lever.
(b) Joint Venture: This implies partial introduction of private ownership.

. The range of private dwnership‘ean vary; it can be as low as 25% and
‘even as high as 75% or more. h
As in the case of Marutt Suzuki where earlier the ma_|or1ty share were
‘with Maruti but after. Liberalization, Suzuki 1ncreased its stake and
became the majority stake. holder.

*

(¢} Liguidation: The assets are sold to'someone who may use those assets .
for the same purpose or for any other purpose:

:(d). Workers Cooperative: Here ownership of the enterprise is transferred S
to workers who may form a cooperative to run the enterprise.-

‘2. Organizational Measures. ‘A number of, organlzatlonai measures are
conceived to limit state control - ok
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They include:,

(a) AHoldmgCompanyStmcmre Here, theorganmattomsdecentraltzed

and sufficient autonorhy of decnsnon-makmg is given at the operatwe

& level but the government still controls demsrons made at the apex
level. In thns way a decentralized pattern of management gimerges.

(b) Leasing: The government transfers the use of s assets to private btdders '

" for a specified period. In the leasing agreement the bldder is required
to be assured regarding profit, sharing between the. state and bidder.
This is a kind of ténure ownership.

(¢c) Restructuring: Restructunng is, of twd- types: ﬁnancml and basic
restructuring.. Financial restructuring - means *the wrmng off ‘of
accumulated losses and rationalisation’ of" capital -composition -in
respect of debt-equity ratio. The main purpose. of rationalization is to

“improve the financial health of the enterprise and basic restructuring
is said to occur wheh the public enterprise decides to shed some of its
activities 10 be taken up by ancillaries or small scale units.

3. Operational Measures: The objective -of operatlonal measures is- to
- » improve efficiency of the orgamzatxon ‘Operational measures include the |

[

following measures: .,
(@) Grant of autonomy to public enterprisé in dec:slon-makmg

(b) Provision of incentives for workers and" executwes ‘Eonsistent with
increase in efficiency and productivity. "

~ {¢) Freedomto acquire certain inputs from the'market.
(d) Development of proper critefia for investrment pianmng

() Permission to public enterpnses to raise resources from the capital
market to execute plans of " diversification and expansion:

-

Dlvestlture is one of the important ways of privatization; itisa privatization
of ownership through the -sale of. equlty It entatls selling stock to the
publtc . .

Example: In India various pubhc sector. banks such as State Bank of Indla
Vijay Bank, etc. Sold their stock to the public through IPOs.

The new industrial policy: anpounced by the government. in July 1991
emphas1zed the followmg four major to reform the public sector enterprise:

(a) Reduction in the number of industries reserved for the public sector
from 17t0 8 (further reduced to 4 and then to 2) and'the tntroductlon
of selectwe competition in the reserved area.

-

(b) The disinvestment of shares of a select set of public sector enterprises. '
(©) They policy towards sick public'sector enterprises to be the same as

that for private sector.
(d) An.improvement of performance. through an MOU system.

.4, ‘Dereservations: The -1991 .industrial policy reduced the number of

_ industries reserved for the publlc sector from 17 to 4. The reserved sectors
-are: . .
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(a) Arms and ammunition and allied items of. defeiise equtpment combat .
“aircraftand ‘Wwarships. V¥ = g S gl o)
- "(b) Atomic Energy POt grecatin Waales bas
(c) Mlnerals specnﬁed m the schedulé t6 the Atomic’ ‘Efiergy Order, 1953
(d) Rallway Transport o s r AT e kot

Examp;‘e Presently, only Rarlways and Atomrc Energy are réserved areas:
O T v ochgust ,..F’f’ﬂi i’*ox! 2] wtrsﬁyr W5
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Aﬁer going through thls urut you will be abie to AL 1 s

¢ Define'globalization : 1% f. blaske g,
-+ Discuss globalization environment .{ « .. u32 5 vy whe
. Expiam consumer movement'and consumerismo #* L., f
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Globallzatlon is the frée movement of goods; services:and people across the-
*world in a seamless and- integrated manner. Globalization can be. thought 6f to'be
the result of the opening up .of the;global economy.and the concomitant increase in
trade-between nations. In other words, when countnes that were hntherto closed to
trade and forergn investment open up therr economles and go global ‘the result is-an
increasing interconnectedness and mtegratlon of the economles “of the world. This is

a brief introduction to globalization” ¢ - * AUERS s itaat T fuy
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2.12. Deflmtlon S S T AT

2 11, Introduction{

o) -

T h 4 Fw e iin ' '
“Globallzatron represents the desrre to move from natlonal to. a  global sphere

of econormc and polmcal actwrty" Tt seeks to transform the exrstmg international
economrc system into a unified system of global econormcs Tn'the exrstmg system,
natlonal economies are the major players. In the new system, the globalized economic
and polmcal actwny will ensure sustamable development for the whole world. -

g, Ay

_ “Globalization is both an active process Cof corporate expansion across bordérs
sand a striicturé of cross border facilities and econdmic likages that has been steadily
growing and changmg ” Edward S.Herman ¢ Ew i« w0 73

“Globalization s the process whereby kocial relations. acquired relatively
distanceless and borderless qualities.” —Baylis and Smith ¥ s.~¢ ~

AR A U 25 S S

'2.13. Features of Globalization - :c.w.. 2 4o

-

1: Lrberalnzatron‘ It stands for thé ﬁ'eedom of the entrepreneurs to establish
any tndustry or trade or business’ venture wrthm their own ‘countries or
‘abroad. - Ty B AT )

2. Free'trade: It stands for free flow of trade rélitions among all the nations.
“ Each state grants MFN- (Most Favoured Nation):statiis-to other. states and
keeps its business and trade way. from excessive ard hard regulatory and
protective regimes. .

>

%

~
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bt g 7 o and drstnbutlc:h and lettmg the free ﬂow of mdustrral trade and economlc

_ )
* l492"“‘but most scholars aiid theorists concentrate on’a fuch fore Tecent past.

PN

_ f. ‘Central Asia (the Silk Road) and along sea lanes down the Red Sea, 4cross the Indran
-+ QOcean, and through the Straits of Malacca to, the China coast., & , "

4 . Example: In South Asia, it. should, be-noted, the Delhi Sultanate and Deccan

|

o LT, e SR =TT iy -

F w30 -Globalization of Economic Actmty Ecbnomic activities are be governed
f‘*'-vhm& * “béth by the. domiestrc rharket-dnd also the'world market It stands for the,
s i process of i mtegr -ating the domestic economy-with world. economles

wfoe % gy Liberallzatlon of ilmpost-Export System.‘lt stanids” for hberatmg the -

1mport-export cl.Cthlty and securmg a.free ﬂov» of goods and‘ semces
o't g R fhn AN :

across borders - N -
wlt emx 1o T e ¥ P

e 5. . anatlzatlon. Keepmg the state from ownershlp of means of productron

a tlv 4
ity ,,F,, c 1ty acros borders — N T .

LR 6., Increased Col,laboratlons Encouraging the process-of - collaboratrons
a4 s o, AMOng - the, e'nn-epreneurs-.wuh .aTview to, secure raprd modemlzatlon

g o developmcnft and technological advancement.,. ;¢ 3

st g7, chonomchReforms ‘Encouraging fiscal and financial reforms with a-view
Tk By Hiato give Six ength to free world:trade, free enterprise.and market forces:.

e Global:zatron’accepts and advocaiés the'value of free world trade, freedom of

I‘-‘"access 10 world rnarkets and a free flow’ of mvestments across'borders: It stands* for
= mtegratlon and'de: mocra’nzatron of the “world’s’ cultute, economy and 1nfrasu-ucture

thfough giOba] Jll'l.\festments R ?I L g AT
¥t r‘u‘? e i _41 ’ o L . - R Jﬁ_f;s‘-”ﬁ_.k W T
“ 214, Gldbialization Environment B
' HIStory ‘f' & & i b B O P g

) In t}.te rece “ht past, many meanmgs $ of the word * globahzatlon Have accumulated

% -Dia ukn ow?The word globahze was first attested bythe MemamWebsterDrcnonary

i 19474 To corisider the history of globalization, some authors focus'vn events since

‘zt"

. Long before 1492 people began to lmk together dISparate locatrons on the
glc ch 1nto extenswe systems "of communlcatlon mrgratron and- intérconnéctions.

“Tl dis fortnation of systems of interaction between the global and the'local-has been a

4 .
e entral dnvmg force in. would hrstory CF Ve % 8

" 1n 325"BC Chandragupta Maurya becomes 2 Buddhist and' combires the

l/ ¢xpansive powers of a world religion, trade economy, and 1mpenal armies for the

first time, Greeks (Selukas) sure for peace with Chandragupta-in;325, BC at Gerosia,

. marking the eastward link among overland routes between the Med1tcrrancea Pcrsra,
f Indra and Central Asna o : -

;,:

3

L L

. By 1350 Networks of trade_ whrch mvolved frequent movement of people,
ammals goods money, and rmcroorgamsms ran’ from England to, Chma, through
“France and Italy, across the Medlterranean to the Levant and Egypt “and then across

i
# .y Between 1492 and'1498: Columbus and Vasco da Gama travel west and east to
the lndles, mauguratlng an age of European sea-brone emplres .

Y. .states provided-a system of power, that connected the mland trading routes of Central

“~Liberalization;
Privatization,
‘Globalization and
Different Types of
Economy
(LRG Policy)

¥

Notes

Asia with the coastal towns of Bengal and the penmsula and thus o Indian Ocean
trade for the first time. .

&

-
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“The  .commodities- _trade continued Well into the seventeenth century,
concentrating on local products from each reg:on of the Eurasian system — Chinese
silk and porcelain, Sumatra spices, Malabar cinnamon and pepper, etc. — but by the
16005 long distance trade was more deeply entrenched in the producnon process. An -

.expansion of. commercial production and commodities trade was supported by the

arrival into ‘Asia of precious metals from the New World; which came both from the
East and West (the Atlantic and Pacific routes — via Palestine and Iran, and also the

Philippines and China)..Liberalization of the 19th century’is often called “The first

Era 6f Globalization” - The “First Era of Globallzatlon is said to have broken down

in stages, beginning with the First World War and then collapsing with the crisis
‘| of gold standard in the late 1920s and early 1930s. Countnes that ‘engaged in that-
“efa of globallzatlon meludmg the European core, some:of the' European periphery
- and various European offshoots i in the Americas and Oceama prospered. Inequality
| between those states fell, -as goods,. capital and labour ﬂowed remarkably freely

between nations, The 20th century was also governed by economlc nationalism. Most
of the European nations followed this policy. After the Second World War economic -
nationalism became they key for most nations.in Asia and Eumpe Even nations like

| the US and France were not untouched with the phenomenon of economic nationalism.

When the US started losing jobs because of globalization it reacted sharply. Not only
this, in the 20th century itself it took various measures to protect rts domestic industry
like automobiles and motorcycles It 1rnposed quantltatwe restncnons on the imports
of automobiles from Japan. w - ; -

Similarly, when in"2006 a Britain-based NRI made a bid for Europc 3 largesl
steel maker France Teacted sharply. Economic nationalism is a term used to describe
policies which are guided by the idea of protecting domestic consumptlon‘\labour and
capital’ formatlon even if this requires the imposition of tariffs and other restrictions
on the movement of labour, goods, and capltal It opposes globalization i in many case,
or at least it questions the percewed benefits of -unrestricted free trade Economic-
nationalism may induce such doctrines as protecuomsm and import substltutlon

_ Corporatlons are today changing their strategles and are. reorganlzmg\theu
functlons to cope up with the changed scenario. Whether it is their productlon process
or location, Product strategy, Marketing, Finance, HR pohc:es etc. Orgamzatlons
have incorporated the following chan ges: ' . : 47

| Designing in Global Environment Col A

Fe

If managmg product dévelopment processes was a. challenge before it is na"ot

getting any easier as' companies continue to adopt-global désign strategies. Global
‘designing has cost benefits that are-very attractive to today’s manufacturer, but it ajso
| adds new Product Lifecycle Management (PLM) challenges and mtenmﬁes ex1stmg :

problem areas lake that of protecting intéllectual propeny
¥

"_..

-Production Location Selection T x . b

Jeffrey Immelt of GE Medical Systems (GEMS), pushed for. aequlsmons to
build up scale’ because for leading-global competitors, an R&D-to-sales’ ratio” “of

| at least'8 pér. cent represents a significant soutce:of scale economies. But he also,
| implemented a production strategy that was intended to arbitrage cost dlfferences by

-
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.concentrating manufacturing operations, and ultimately, other activities ~ wherever
,.inthe world they could be cartied out most cost effectively. oL

Rationallzed Production I "

.. Companles produce dlﬁ'erent components or different portions of their product
lme in different parts of the world to take advantage of low labour costs,. capital, and
raw matenais This is rationalized production. In-a new, global world, rationalized

productlon units in those areas where it is more.economical. -

-

intensive operations. Today, Japanese are selling their cars. made ifi America to the
Amencan consumers, whﬂe Americans are selling Amencan cars made in Japan

-

2.15. Industnal Licensing - D

Act 1951. Itis a very effective tools used by the government to regulate private sector

a big manner. ot

-~

for 18 industries related to security and strategic coficérn, social reasons, concern
related to safety and over-riding environmental issues, manufacture of product of

_how only for 6 iterns listed in Annexure I license is required. These are as follows:.

List of industries for which industrial licensing is compulsory under industries
(Development & I.Regulatl_on) ‘Act, 1951, .

" 1._ ‘Distillation and brewing of alcoholic drinks.

-

2: Cigars and cigarettes of tobacco and manufactured tobacco substitutes.

-

3. Electronic Acrospace and defence equipment: all types.

nitrocellulose and matches. - .

S.ﬁH_uz_ardous chemicals: N e T S
(i) Hydrocyanic acid and its derivatives .

S
(i) Phosgcne and its derivatives wa

(i#) Isocyanates and disocyanates of hydrocarbon, not elsewhere specified
(example: Methyl Isocyanate)

6. Drugs and Pharmaceuticals (according to modified’ Drug Policy issued in
September, 1994, .and subsequently amended in February 1999)

(:) All areas of industrial activity excluding the areas l1sted in Annexure I
were opened for private sector. S]X items were mcluded in this list.
‘They are: .

(a) Arms and ammunition and allied items and defense aircraft: and
= warships, Atomic Energy, Coal and Lignite, Mineral Oils, Minerals
- specified in Schedule to the Atomic, Energy “(Control of Production

vy

productaon is easier. Now- organizations can outsource or can establish their own-

- Example GE, for instance, used-Mexico: as a- manufacture base for labOur— .

; Industrial Llcensmg is’ governed by Industries (Development and. Regulatron) :

. with the-years it had become the tool of exploxtatlon NIP did away W1th licensing in |

It abolished all industrial hcensmg, irrespective of the level of i mvestment, except

hazardous nature and articles of elitist consumptlon Later this Tist was trimmed as’

4" Industrial explosives including detonating fuses, safety fuses, gun powder,

Liberalization,
Privatization,
Globalization and
. Different Types of
Economy
. (LPG Policy)
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r;:;s;r;ess fn‘v{mnment | ‘ * 4 =and Use) Order,’ 1953 ‘and Rallway Transport -Buttoday only Railway _
et it A 1Y Transpdft and Atoriiic Enérgy and ifs mineralé arg réServed for piblic.
"y Ay g sector. The rest are private equity evﬂeﬁ’jl:})l ,:i al!,“;’ff_d_‘ Ehio:tgj ffoper _
whusteal ' : procedure
il "é‘*'ﬁ&“;"s v Fl e s *Though entrepreneurs “dre requrred ~to? Submit “an Tndustrial
b e R Entrepreneurs Memorandum (IEM) to the Secrétaridt 'for lndustnal

fatls vons e - .
satolt Lo fsth~ouagy s Approvals (SIA) Which's acknowledges feceipt™ SE A
ok AR .iéﬂi‘ ﬁf‘ Jod R '\,.. RN F T A - AT S = / it u—'ﬂ e 1R - o k]

Phased ManufacturmgProgrammes-'(PMP) QPTG O Rl

»

.

il ppp have been abolished for all flew industries and subsequently forall existing
P If pro_;ects”Under PMP a concerned efiterprise” has to progressrvely feplace-imported
-material} parts: and components ‘with the matenal 5 parts and components' produced

‘in-house orby other Indian firms. - g e
.“-"-‘*:‘\Jf‘is - =y

.AnInyestment Promotion and Project Momtonng Cellis set up in the Department :
' : ' o of :Industrial Pohcy. and Promotlon Ministry of Industry, to provide.information to
' s entrepreneurs and- to monitor, [PFOETESS . of 1mplementanon of vanous projects.. o '

s |2 2sDelicensing-hasibeen’ key feature of Industrial-policy. of 1991 %This gave a big
! impetus to the investments, and employment creatlon in coming years: s ¥ 4t -

|- T Aoraead o BT ) DI vy PR T

v oy, 42,164 Consumer Movement and Consumerlsm N P

I 3134.;
N The term consumensm IS related to the consumer movernent launched in the

) r«f“ﬁ ;} 9;?& by the concems tnggered by;Rachel Carson and Ralph Naidef’ s aiito safety :
mvestlganon and’ by ‘the then US President John F Kennedy §"effofts to establish
w| ‘the“consiimers nghts to safety, 1o be 1nformed .o choose' and to bé hears. Thus

consumerism is a movement directed to protect’the consurer ‘and -énisufé that the
consumer gets the b_est return:in exchange for the money he spends. Emphasizing the

-consumer, moyvement, former Vice-President.of India late M. Hidayatullah observed:

“Why have milk prices. gone up so much? In the olden days the mothers milked
. the -cows, the daughters set 1t out m pans to separate- the cream, one of the sons -
sold ‘it in ‘the market. Today, the agncu]ture department 8. mobrhzed cowsheds
“are immunized, mllk is homogenized; the supphes are motonzed, the_dairies are
orgamzed “the milkmen are subsidized, the politital leadérs aré energized. The result
is the Indian Consumer is victimized.”’ (Readers ‘Digest, November 1984)

Factors Ftesponsnble for Imblblng the Consumer Protectlon
'Movément - . o

- P TR 2 KPR
e h The Intematlonal Orgamzatron of Consumers Union,; Penang, has hlghllghted
five factors that are. reSponsrble for evolong the. demand for. consumer protectron

eliee 1. Everi lncreasmg complexrty of legrslatwe controls andgoods

: +Altered patterns of. communication;

X
B

¥l

'Fu*n'd'amental'innovation's wom ad
"'Problem of dévelopitient S -

<JF T Ty g

]l
2
3. Need for informed participation
4
E]
5;

- - Lt
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#3In'the: India: scenario the followmg factors.cdn'said to be the reasons't‘or the rise

of the: consumepprotectrommovernentr X3P ol g0 g

»

. e

¥

LA L

= 11, Couisiimer lnformatlon Gap “The'consiimer who'is buymgla'telewsnon
+ TYid not'an’ electromc engmeer* Similarly,’a’ person buymg thie"Services of
Lo 4 dddtor or'an Advocate does’ not-Kriow whether’ hié'is rece:vmg'the Tight
- service or not. He comes to know their worth only after comiiiining the
product or.availing of the services:These things exist because 6f a lack in
consumer information. i oy G0 wEd

3

They also do not have the time; mterest capacny,qand competence to
acquire authentic information, and& to maket the 1nformed decrsnons
They often do not understand the nnpact of mtematlonal econormcs and
political relations on the national economics'or on the’ pnces *of oil, onion
or any other products All this creates an environment of dissatisfaction. .
This requlres constanteeducatron;of consumers by: orgamzmg consumer

awareness programmes ' ; . -

2. Pattern of Commulmcatlon, T he pmpact of altermation patterns of

T

comrnumcatton whlch include advert:smg through mass media like radio,
-television, newspapers and ‘cinema, have actually towards: “\:.udenmgA
on’ ‘increasing the information gap. The media,. whrch‘“prowdes for?

" mformatton is easﬂyq_mampulated by . marketing, experts and busmess
o stalwarts .This Tesults.in;consumer explo1tat1on whlch Is, extenuated by
the increasing 1mpersonahzatlon of commumcatron structures and through

the. development of new technologles ln such a scenano the consumer
P AL * AR SsE T 1
lands in utter confu.-,lon that i mcreases hiis dlstress. \ . .

* ag & i 40

T 3.. Performance Gap: Bemg mﬂuenced by the commumcatlon provrded

‘by the company, the consumer purchases products and services. with .
- _certain expectanons In many cases, the quahty prov1ded and the prormses
£33 : s -

TR

1
sty Fos rna?d! in commumcatron or whlle sellmg do not meet his expectatrons
l - ) Ly

The consumer has to hve wrth product farlure almost everyday Smce the"

L] nrg 1
problem is. maplfold and anses almost dally, it is drﬂicult for’ an‘lndlan
B consumerb 't move ‘the court for redressal of his’ problems iThis- has also

‘!

AR e ise to the demand for better protectlon to the consumers-all arotind.~
MFEAS, A = FI0Y xRt
4. Absénce of Informed Partlclpatron. The hbsence of- cor[lsultaugn with

~==the'consumer o of their representatives i1 n pollcyl forrpuiation %ﬁen re(sults
e 1N nnplementatton of certaln dec1srons that adversely aﬂ'ect consumers.”
- Epab . ¢In"most cases, undertakmgs and: institutions_are seen:avoiding t this,. The
e .absenceofa clear doctrine in this regard has generated strong d dlssatlsfactlon
-} Lamong. consumers and has created an environment in which consumensm

G “‘L.-thl'lves . . {1“1’}; Yerr e P - Wy ;;rw . '_},1

5, Budget Squeeze and Inflation: There are two factors, that contribute to: |
sictn. to the budget:: squeeze The first.one.is increased income and the;sociological )
A » tforces,rwhich have. .created expectatrons for.a: better: lifestyle. This, im: |:
turn, .dernands new producers requiring new expenditure-for products, and E

services. Secondly, inflation absorbs a major pertion of increased income’
resultmg in retarding people’s ab;llty to by. It has a direct impact on the
cost of living.
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217. Definition- ., .

| The capltahst economy is also charactenzed by the presence of free markets and lack

| intervention in this type of economy, it is also known as a free market economy.

. 2,18. Classification of Capitalism Economy

“with other fellow citizens for his profit. o4

6. Poverty of Consumers. The poor and illiterate people. are widespread
in‘India. They suffer the most from frauds, excessive prices, exorbitant b
credit charges and poor quality of merchandise and services. They lack y
education, consumer education in particular, and are unable to improve -
- their purchase decisions. Consumer education fof our country is a must
for. . ., N
(:) Creanon of critical awareness'

a;

() Active consumer mvolvement
(iii). Imbibing social responsxblhty "
(v) Realizing ecological tésponsibility

(v) Consumer Solidarity ~ +

'DIFF ENTM PES OF ECONOMY

1. Capitalism Economy = *

W, » LS

Capitalism or capitalist economy is referred to as the economic system where
the factors of production such as ‘capital' goods, labour,- natural resources, and
entrepreneurshlp are controiled and regulated by private businesses. -

Ina capltahst economy, the productlon of all the goods and services is dependent

on the demand and supply in the market that is also known as a market economy. It is
_different from the céntral planning syslem that is also known as a command economy

“

or a planned economy. : 5
The main characteristic of a cap:tahst economy. is the motive of earrung profit,

N

of pammpatlon by the govemment in regulatmg the business. .

The origin: of capnahsm can be. traced ba_ck to 18" century ‘England that
was undergoing the.industrial revolution at that time. As there is ‘no governinent

b

s

Under capitalism, all factors 6?‘ production — man, machine, ;noney and land
are in individual hands: ‘They are free to use them to earn a profit and are free not to
use them if they wish. Besidés free and unfettered use of property, everybody is free-
to take up any line of economic actmty ‘e likes and'is free to enter into any contract

In the woids of Prof. Louks, “Capitalism is a system of economic orgamzatlon
featured by private ownership and its use for private profit of man-made and nature-
made capital” ~ _ %

.f‘[

" < e
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2 1 9. Features of’ Capltallsm f

Liberalization,
Privatization,
Globalization and
Different Types of
Economy :
2. Freedom of Enterprtse. This freedom rmphes three thmgs S .+ (LPG Policy) P

(@) Freedom of enterprise, : ) . ' o

" . " _ Notes

l. Rtght to Private Pmperly Every, mdmdual has a nght to acqurre property,
10 keep it and tog pass it on to his heirs.

%

- (b) Freedom to use one’s property,
- {c) Freedom of contract. "

3.. Freedom. af Choice by Consumer rEvery CORSUMIET Enjoys 2 a freedom of-
chmce of the commodities and services that he wishes to. consume.

4. Profit Motive: In capitalism, 1t is the profit motive that governs business
enterprises and induces people to undertake any productive actmty

5. Competition: Producers coriipete with- one another to- capture the
- ~ ‘consumer’s preferences or in selling their commodtty as.much as they
o can through advertisement, price cuts, concessnons etc, Srrm]arly, there is
a competition among the workers for jobs. : .

6. Importance of Price System: Capttahsm is said. to, be govemed by price.
; It is the price mechanism, which facilitates the functioning of capltallsm
A ‘Demand and supply are decided: by. prices:” Rather, it”is a two-way
S relatlonshlp in the sense that it is price which decides demand andsupply. |  © .
. -So in capitalism there is a complex relationship among. pnce, supply and. '
demand There is hardly any country that can be called capitalist in a-true
sense. Though' countries like the US, UK, Japan, South Korea, etc. are
called capltahst countries, they area actually examples of fixed capitalist
.economy. Here, the means of productlon are owned by private enterprises
but the government- directly controls and regulates the working of the
i " economy, through its.monetary and fiscal policies. Once, Mrcrosoﬁ had to
spht its business into two companies becauseof government mterventton
_ Tn'the late 1970s, the American govemment used the quota system to save
- its domestic automobile industry from'the threat of Japanese automobile
: - industry. Not-only America, but-all caprtalrst countries regulate business
" in-the national interest. Thats ‘why we can eall them- mixed, capltahst ‘ .
i - .

economy.

2.20. Some More Important Features of Cvap_itali“sn'_l "

Let us discuss the important features of capitalism or capitalist economy. ' n
., 1. “Private property: This is one of -the most important characteristics:
4 “ of caprtaltsm where private- properties like factories, machmes, and .

-

t *  equipment can. be owned by private individuals or compames : .
2. Freedom of enterpnse* Under this system, every individual has the nght ' “
f . +to’make their own economic decisions without any mterference This is '
appltcable to"both consumers. and producers

3. Profit motive: The motive of earning proﬁt is one of the most 1mportant -
" drivers of a capltallst economy. In this system, all-the companies are |. '

L
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1 economy. In such an’economy the factors.of production:are;all state-owned. So all -

38 Self-Instructional Material

’ -

= looking to produce and sell.their products to.consumers to earn maximum .
profit. b A7) v IR ey, E
4. - Price - mechanism: Under th:s system the demand -and . supply in the
market will determine the productron level and correspondmgly the price |

set for the products w1th0ut any kind of 1nvolvement from the govemment

WAL T e TR Y el
* 5. Consumer soverelgnty 'In- this system, the market is controlled by the
) demands of the.consuiner. It regulates the level < of producnon tnidertaken
. by the companies, and the consumeér'is frée' to"decide'which products to
purchase - P T U ¢

¥ 165 Frée" tiadé:' In¢ thist system;* theu low tarrff birriers:exist that™ promote )
international trade. " 5 ki oy, Bos B o 4 M.fu -
=17.. ‘Government interference: In a capitalist economy, there isn6 golienﬁnent
tiiterferencein the "daily ‘activities. of: thebusiness: ‘The .customers and
! 1producers are free to;make their-own decisions. regardmg ;any;product or

it 'servree £ o T 1 a X g 5y
" Flexibility in labour markets- In capitalism; there isa ﬂexrbrhty in hmng
and firing of the workforce. ¢ £ HE e N A

~ 279: Freedom’ of ownérship:In this system an'individual can: accumulate any
a st igmount:of property-and:use ‘it according to his.will - After: hlsrdeath the |
‘same properry is'passedion to the'successors:by:the nght of, 1nhentance.
i !“Ci* T FE. 71 wf [P ATE= I Jod ok g: SRR 8 f;; . ,-np,n- ?,4n1.§
Advantages of Capitalist Economy, -... . . .. o gy med

The followmg are the’ advantages of, caprtahsm T‘ e e semd?

l There is more eﬁic1ency is' the capltallst economy as the products are B

NSRS B 3
produced accordlng to the demand of the consumers.” "t e
{wn“ﬁ Ve af T o ’L ' :‘-;n“"f S =L ,.‘ e L.
2 .There is less intervention from the ; government o, bureaucratrc 1nterference

"
# ;3% There 1s.better,scope;for Jinnovation _a_s.cor_np‘am_es;_lool_t tozobtarn_ a major
£+ gixpart of the market with their offerings. » | weops g, ¢« of yine
4.5 I drscourages any form of discrimination so that-the trade’ cah take place
F< .Y 'Bétweén two parties without afy barriers.~ ¥ fottr  sat 5 ,

e 1 y & b o FoAm el e
Disadvantages of. Capltallst Economy by L.
}. Capitalism leads to inequalities in income G2 :
=20 Im capltallsm firms can get monopoly over workers-and consumers:
= P R 1YY, S :.JH- @ ﬁfﬁtf’ m'sl !
- LS — LY
4 hiPs -4 - I S T N
. 2 SOCIaIISt Economy o
e’ - 3w SR waen® 4
- . - F - . _ - 1 [
O B [ TN w0 Wy A e wegs kT ¥ aug ~
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”‘#ln a socrahst economy, the: setup isiexactly opposne to%that of ‘arcapitalist

the factofies, machinery, plants, capital, etc. is owned by a communiity.in'control of
the State. - . Sl S S TP Pt A 4 2
L BT " L™ s 2y i




All citizens get the benefits form the production of goods and services on the
basis of equal rights. Hence thlS type of economy is also known.as the Command

Economy. - A

So basmally in a socialist economy, private companies or individuals are not
allowed to freely manufacture the-goods and services. And the production occurs
according to the needs of the society and at the command of the State or the Planmng
Authorities. The market and the factors of supply and demand will play no role here.

The ultimate aim ofa socialist economy is to ensire the maximization of wealth

_of a whole community, a whole country. It aims to' have an'equal, distribution of |

wealth amongst all its citizens, not just therwelfare of its richest compames and
mdmduals

- 2.22. Definition ' s

Soc1ahsm is asocial economic system under which the ' components of production
.are owned, administered and controlled by the people — the workers. In a- socialist
society, the strategic industries, services and natural resources are collectively owned
by all the people The democratic organization of the people within these industries
and services is the Government. However, there are many interpretations, and in
several countnes socialism exists as part of a capitalist system.

Somallsm is a populist economic and political system based on public ownership '

(also known as collective or common ownership) of the means of production. Those
- means include the machinéry, tools, and factories used to- produce goods that aim to
dlrectly satisfy human needs

2.23. -Me_an’ing

Socialism, according to socialists in the world’s advanced ecoriomies, is not the
-same as communism. They say that it does nét mean government or state ownership.
However, all commumst regimes in the past and presént describe their systems as
socialist. In fact, the former Sovnet Union was call the USSR the Union of Soviet
Socialist Republics. . -

According to Marx1st theory, it is a transitional state’in society” between the
overthrow of capltahzatlon and the realization of communism.

2.24. Features of Socialist Economy

1 Collective Ownerslnp of Resourees* Ina socxallst economy, the entire

foundation-is based on socio-economic objectwes The welfare of thé

_people takes precedence over the profit motive. And so all major factors

+ and resources of production are in the ownership of the state itseif. Only
small farms and trading firms are kept under private ownershlp

2. Central Economic Plannlng In a socialist economy, there is always a
central planning committee. This is the authority who will decide whatis to
be produced usmg the state resources. They will also decide the quantity
and the method of production. The ultimate aim of such authority is to
fulfill the socio-economic aims of-the State.

o
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3." No Choice of Consumers: Every coin has two sides. So in a socialist
economy, every citizen 15} guaranteed basic goods like food, clothing,
shelter, etc. But the consumers do not have absolute freedom of choice.
They cannot demand the products’they wish, they must choose from the
products the state manufactures, - - :

Since there is no free market, there is no concept of preference or demand
and supply. Also while every citizen will get work, he is not able to freely
choose his occupatmn

4. Equal Distribution of Income: This is one of the main features of a
socialist economy. The setup does not allow one person to accumulate a’lot
of wealth. So the gap between the rich and the poor is much narrower. And
all their citizens enjoy equal opportumtles and fdcilities like education,
public healthcare etc. So there is no discrimination between different
classes of people

- 5. Absence of Market Forces The motive here is welfare of the people. .

Since there is no profit ‘motive price mechanism’' will not influence
any product decisions. The pricing structure in a socialist: economy is
‘administered pricing’ which is set by the planning commlssmn on the
basis of their socio-economic objectlves

Demerits of a Socialist Economy

Socialism is a breeding ground, for corruption; red-tapism, and favount:sm -

The State and the Central Planning Authority hold too much of the power which they
often abuse for their personal gains.

. It essentially restricts the freedom of its citizens. They do not have a choice in
‘the products they wish to buy, or the jobs they want to do. Their freedom is further
curtailed by the mablllty t0 own any prwate property.

Every citizen has the guarantee of a job. .So socmllsm does not promote hard
work or nay creativity in its citizens. -

Administered prices are not the most efficient. They are not based on market
forces. Thus, economic and selent1ﬁc allocation of resources is 1mpossrble in ‘this
system,

very dangerous with time.

.2.25. ‘Socialism Environment

A Swedish king once remarked to his minister, “If one is not a socialist up to -

the age of twenty-five, it shows he has no heart; but if he contmues to be a socialist
after the age of 25, he has no head.” Socialism is based on the phllosophy of equality.

Tt believes in a classless society. In socialism, people are supposed to work according

to their capacity and get/receive according to their needs.

H. Morrison defined socialism as, “the important’ essentials of Socialism .are’

that all the great industries and the land should be publicly or collectively owned, and
that they should be conductéd (in’ conformity with a national economic plan) for the

.+ common good instead of pnvate profit.”.

-

Sometimes under socialism, we end up creating state monopolies which can get .




l mixed System of economy. 3

/ - . *

2.26. General Features of Socialism Economy .

1. Social Ownership of Means of Production: Iﬁ socialism, fhe means of
- production are the property ¢ of the state and not any of private 1nd1v1dual
The profit goes to the state exchequer.’,

2. No Private Enterprise: In socrallsm, productlon is to be initiated and
conducted by the state, which will pay wages and other costs and keep
profits to itself. However, in certain fields like agriculture, handlcrafts and
. the cottage industry, co-operatives are allowed.

3. Economic Planning: In socialism, the state assumes control of production
and distribution. It allocates.the scarce resources in accordance with the
central economic planning. Economic planning is closely associated with
the ‘erstwhile Soviet system. and is, presumed to ensure an efficient and
optimum allocation of resources in-the national interest. :

4. Classless Society: Socmllsm believes in a classless society. In a socialist
state, every individual enjoys equality of opportunity rcgardless of caste,
creed, family and religion.

v 5 Consumer is nar sovereign: Under soc1allsm the consumer. does not

enjoy sovereign rights. It is the state whicti decides what to supply, how'

much to supply, how to supply and 4t what price. .
. So consumers do not have any’choice in this respect. After the October 1917

- revolution, the Russians tried to establish a true socialist state. They even abolished

their currency but soon had to reintroduce money.

Chain and various other states like Poland, Romania, North Korea, Cuba, East
Germany, etc. also tried to establish socialism but failed. They have had to surrender
to market force. Now, except North Korea, all other erstwhile communist countries
have accepted the importance of private entrepreneurship.and are following the

3. Mixed Economy

2.27. Definition -

The term ‘mixed economiy’ is used to describe an economic systerh, such as that
found in India, which seeks to compromise between capitalism and socialism: In such
a form of economy, the elements of government control are combined with market
elements in organizing production and consumption.

Here, some planning of production is undertaken by the State directly or through
its nationalized induStries, and some.is left to private enterprise: It means_that both
the socialistic sector (i.e., the public sector) and the capitalistic sector (i.e., the private
sector) exist side by side and complements each’other.. -

It can be described as ¢ half way house between the market economy and
socialism. In a mixed economy both public and privdte institutions exercise economic
control. S6, this type of economy tries to secure the advarntages of both capitalism
and Socialism. '

Liberalization, -
Privatization,
Globalization and
- -Different Type.s' of
Ecgnomy
(LPG Policy)

Notes

Selt-instructional Material

-

41



Business Environment

Notes -

42  Self-Instructional Matarial

N B . "

2.28. Features of Mixed Economy

Some of the distinctive features of 2 mixed econony are:
(@) Co-existence of public and private sectors,

(b) Nationalisation of the vita Sectors such as key mdusmes like power and"
011 banklng, 1nsurance transport etc.

(©) Restnc_tlon of the holdings of prop_erty,
(d) Control of monopoly business of large industrial houses, o

*

(¢) Control over the price-system by the governrnent

. {fy Social control over private institutions, B

(g) Public distribution of essential goods, and |

(k) Development planning for achieving faster economic growth. K
2.29. Mixed Economy | - )

tA mixed economy is a combination of the -two ext{‘emes-.-—socialism and
capitalism. In a mixed economy both private and-public sectors exist and work’

g together in the national interest. The chief features of a mixed economy are:

I. Co-Existence of Public and Private Property In a mixed economy,

. industries of the country are classified into two categories. While industries .
in the infrastructure and. strateglc sectors like mining, oils, steel, alummm,
metals, public transport, defense, energy, space, etc. are under the control
of the government, the private sector is, allowed to operate in the rest of the ~
industries.

2. Price System:and Governmem Directives: In a mixed economy, price is-
"fixed:or regulated by the government as well as based on market forces
such as demand and supply. In critical goods like oil, LPG and steel, the
government follows administered prices (as set by the government) and
market forces decide the price of other goods. -
Sometimes the government follows administered as well as market pnces
where entreprencurs are: permitted to sell part of production at market
pnces and part of the other portion of production to the government at the
" prices fixed by the latter. -

. 3. Government Regulates and -Controls the Private Sector: Though
the private sector is permitted in a mixed economy, it is regulated and
controlled by the State. The State uses various measures like regulation,
licences, permits and incentives to regulate and to decide’the flow.and !
direction of private investment. The ‘State uses all these means so that
private enterpnses work in'harmony with national prlormes

4. Consumer’s Sovereignty is Protected: In a mixed economy, sovereignty
of the consumers is protected. Consumers are free-to buy commodities of
their choice, and producers produce commodities of consumers’ choice,
The government may control the pnces of certain essential commodities
in the pubic interest, though. In fact, the government protects the consumer
from the exploitation by private entrepreneurs.

o




5. Government Protects Labour Interest::In-a ‘mixed economy, the
government protects the labour class and other weaker sections from

exploitation by the capitalists. We thus see that in a mixed economy, private -

and public sectors operate in coordination with each other, although the

£
-Or it 1s mixed socialist economic like Chma and Indla

1

Merits of Mixed Economy
The following are 'the significant advantages of a Mixed Economy

T

In a Mixed Economy, there is competition betwéen public and private sectors,
which ultimately results in increased ei’ﬁmency and productmty

Profit from public sector firms accrue t6 the government and asa result, income
inequality decreases under a Mixed Economy.

Economic activities are systematlcalky planned in a’ Mixed Econorny The
government plans the entire Economic system in detail. ’

Since Economy activities are planned, economic stability. prevails in a Mixed
Economy. 'In a Mixed Economy, goods are produced accordmg to, consumer
preferences which Tesults in consumer soverelgnty ;-

In a Mixed Economy, enterprises ﬁex:blhty "and i profit incentive are critical. Due

to these factors, initiative, innovative, and productmty always tend to grow.
A Mixed Economic system also prioritises social welfare.

.

A Mixed Economy protects individuals rights.

The Mixed Economy combines both the features of a socialist and capitalist
Economy. Therefore, advantages from both sectors are present in 2 Mixed Economy.

For example: Absolute individual liberty is there'in a diverse Economy. Again,
Economic freedom can be gained too in a Mixed Economy

An arguably Mixed .Economy is the method’ t6 establish socialism in a country
following peaceful and democratic ways. For example the Economy can move
towards socialism through the progressive extension of the public sector.

In a Mixed Economy, the private sector’s. efﬁcnent managemem is combined
- with ‘the public sector’s financial soundness. Resultantly, the. country. achieves a
rapid rate of Economic growth. The evils.of-the capitalist'system, such as inflation,
unemployment etc. can be removed in the' Mixed Economic order. In the modemn
world, the objective of the government is to- establish a welfare state. In the welfare
state, the government aims at achieving maximum welfaré for the maximum number
of people. Arguably, maximum prosperity can be gained through the extension of the

publlc sector. It is possible only in a Mixed Economic system. This ons Lis among the §.

P

most significant advantage of a Mixed Economy.

2.30. Summary = .

. LPG Policy:
1. Liberalization 2. Privatization

3. Globalization - : .

“government regulétes the private sector. Today, almost every country is a |
mixed economy. Either it is a mixed capitalist economy like USA and UK, |
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Liberalization means removing unnecessary trade restrictions and makmg
the economy more competitive. :

Objectives of Liberalization Policy

O To increase competition amongst domestic industries. .
O To encourage foreign trade with other colintries with regulated tmports
and exports. 1

o  Enhancement of foreign capital and technology.

O To expand global market frontiers of the country.

O To diminish the debt burden of the country.

Privatization is considercd to bring’ mdre efficiency and objectivity to the
company, something that a government company is not concerned about.

India went for privatization in the historic reforms budget of 1991, also
known as~New Economic Policy or LPG pohcy '

Feature of Privatization- i - _ LI
. New concept ) “2. Universal concept
3. Economic Democracy 4. Process
5. Private sector in place of public sector
" 6. Assumption 7. New strategy
© 8. Wide Area ’ | ‘

Privatilzation; is the process of involving.the priv'ete sector in the owuershiii
or operation of a state-owned or publ ic sector undertaking.

GlobaliZation is the free movement of goods, services and people across the
world in seamless and integrated manner.

Feature of Globalizations: .

1. Liberalization
. Freetrade

. Globalization of Economic. Activity
‘Liberalization of import-export system
Privatization

N ks wo

Increase collaboration
7. Economic reforms

Industrial licensing is governed by. mdustrles (Developed and Regulation)
Act 1951. It is a very effective tool used by the governinent to regulate
private sector with the years if it-had become the tool'of exploitation. *

List of six industries for which industrial licensing is compulsory under
industries (Development and Regulation) Act, 1951

1. Distillation and brewing of alcoholié drmks

2. Cigarsand cigarettes of tabacco and manufactured tobacco substitutes.
3. Electronic Aerospace and defence equipment all types.
4

- Industrial explosives including denoting fuses, safety fuses, gun
powder, nitrocellulose and matches.

h

Hazardous chemicals

6. Drugs and Pharmaceuticals
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« Different types of economy.

The term ‘consumerism’ is related to the consurmer movement Jaunched

_in the mid-1960s by .the concerns triggered by Rachel Carson and Ralph
Nader’s auto safety investigation.

* Factors for the rise of the consumer protection movement.

1. Consumer Information Gap _

2. Pattern of Communication T

3. Performance Gap :

4. Absence of Informed Panicipatiori
5. Budget Squéeze and Iriﬂat_io:{ a
‘6. Poverty of Consumers

. 1. Capitalism Economy .
2. Socialist Economy . .
*3. Mixed Economy . _ - /

2.31.

Review Exercises o

1.
2.

3.
4.
5.

6.

7.

80

10.

What do you mean by hberallzatlon‘7 . ' g
Bneﬂy explain the following:
(@) Liberalization
(b)"Privatization
(o) Globalization .
Explain some main features of Liberalization in India. g
vDiscuss Economic policy of India.
,What is the process of privatization? Explain.
Explain the féatures of globalization.

Briefly discuss the Industrial’ Licensing (DeveIOpment and Regulanon)
Act 1951, '

Bneﬂy explain the followmg

K

(@) Capitalism economy

(b) Socialism economy )
(c) Mixed economy . e
Explain geng:ral- fgafures of socialism economy. .

Give brief account of the significant advantages of a mixed economy.

¥
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Environment of Business
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3.1. Introduction ' x
3.2. Definitions
3.3. Meaning of Business Environment

.3.4. Nature of Business Environment

_3.5. Significance of Business Environment
3.6. Feat_ureSfChara;:tcristics of Business Environment
3.7. Importance of Business Environment ‘
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.3.8. Introduction
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3.10. Nature of Environmental Economics
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3.18. Introduction
3.19; Meaning
3.20. Nature of Political System
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- 3.31. Socio-cultural Envnronment Affect Busmess
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3.0. Learning Objectives

After going through this unit, you will be able to: -
» State significance of Business Environment.

» Understand nature of Environmental Economics,

* Discuss types of Political Systems.

¢ Know how to socio-culfural'Environme_nt Affect Business.

* Describe the impact 6f Growth of Technology on, Indian Business
Environment, :

* Explain basis of Industrial Dispute.

3.1. Introduction

" Business, a5 we know is an economic activity of generating income through

- buying and selling, manufacturing and rendering au:g_ilafy services to trade: Modem

business is not independent. It cannot work in isolation. It is the economi¢ and social
organ of the society, so it must achieve its eConomic goal. It carinot ignore the interest

_of the society. The government of the country has also the interest in business affairs.

It enact legislations, formulates business policies and controls business in the best

-interést of the public. Consequently, economic, social,- legal, technological and

political situations constitute business environment,
The business has got two-dimensional relationship with the environment. On the

| one hand it affects the social: political and economic environment and on the other.

hand it.is affected by country’s social, political, economic and legal ervironment.

The. business environment thesé days consists of Internal, operational and

‘general environment,

3.2. Definitions

The word ‘Business. Environment’ has been, defined by various authors as

follows: -

“Business Environment encompasses the climate or set of conditions, economic
p . > "*
soctal, political or institutional in which business operations are Conducted.” —Arthur
M. Weimer

“Environment contains the external factors that create opportunities and threats
to the business. This includes socio-economic conditions, technology and political
conditions.”—William Gluck and Jauch ‘

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

“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™Reinecke and
Schoell, |

“The total of all things external to firms and industries that affect the function of
the'organization is called business environment.”—Wheeler




“Civilisations require challenges to sirvive. Thus environment also. contains
hostilities and dangers that may be overcome by mdwlduals and organisations.”—

» Arnold J, Toynbee

On the basis of the above definitions, it is very clear that the business environment -

is a mixture of complex, dynamic and uncontrollable external factors w1th1n which a
business is to be operated

-3:3. Meaning of Business Environment

.'The word ‘business environment® indicates the aggregate to_ial of all people,-‘

" organizations and other forces that are outside the power of industry but that may affect
its production. According to an anonymous writer—Just like the universe, withhold
from it the subset that describes the system and the rest is environment”, Therefore,

the firiahcial, cultural, governmental, technological and different forces which work’
outside an enterprise are part of its environment. The individual customers or facing .

enterprises as well as the management, customer g’roups opponents, media, courts
and other establishments workmg outside an enterpnse compnse its enwronment

“r 3.4. Nature of Business Environment
i

L]

followmg approaches: _ -

-

Social
Responsibility |-
Approach

Nature of
Business ,
-\ Environment

Fig. 3.1. Nature of Business Environment: .

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

(i) Social Responsibility Approach: In this approach business should

fulfill its responsibility towards several categories of the sociéty such as
consumers, stockholders, employees, government, efc.

(iif) Creative Approach: As per this approach, business gives shape to the

- environment by facing the challe'hg’eé and availing the opportunities in

time. The business brings about changes in the society by giving attention

to the needs of the people.

i

-

The .nature of business Env:ronment 18 snmply and, better explaxned by the'

Environment of Business

'( 1
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3.5. Significance of Business Environmeit

Busmess Envaronment fefers to the “Sum total of conditions’ whlch surround
man ata given point in space and time. In the past, the environment of man consxsted
of only the physical aspects of the planet Earth (a1r water ‘and land) and the biotic
conmimunities. But in due course of time and advancement of society, man extended

. his environment through his social, economic and political function.” in a globalized

economy, the business environment, plays an important role-in almost all business

enterprises. The significance of business environment is explained with the help of «
.the following points:-

() Help to understand internal.Environment: It is very much important
for business enterprise to understand its- internal environment; such as
business policy, organization structure, etc; In such case an effective

Y f

environmental changes.

(i) Help to Understand Economic System: The different kinds ¢ of economic

systems’ influence the business in different ways it is essential for a
. businessman and business firm to.know about “the tole of capitalists,
socialist and mixed economy.

(if) Help to Understand Economic Policy: Economic policy has it§ own
importance in business envirohment and it has an important.place in
business., The business environment helps to understand government

, policies such ‘as,. export-impott pollcy, price policy; monetary policy,
foreign -exchange policy, industrial policy, etc. have much effect on
business. : v

3.6. Featureleharacterlstlcs of Business Environment

+  The follong are the features of business environment:

¢ ..
1. Totality of external forces: Businéss enyironment includes all the |

external forces and such as it is aggregative in nature.

- 2. -Specific and general forces: Business environment includes both
specific and general. forces.. SpeClﬁc forces such as investors, customers,
competitors and supphers affect business dlrectly General ferces such
as socml polmcal legal and technoioglcal conditions affect business
indirectly.- )

N

3. Interrelation: All the forces and factors of business are interfelated. For
‘example: Increasing healthcare have increased the- défmand for health .
product like diet coke, Fat-free oil, etc.

4. Dynamic nature: Business environment. is dynamnc in nature, It keeps on*
_changing and is flexible.

5. Uncertainty: In business cnv1r0nment changes happen very frequently

+ whether .in mformatlon technology or fashion “industry. Business

. environment is uncertain as these changes are difficult to predict.

6. Complexity: Busmess environment. is dlfﬁcult to understand. It can be
e -understood easily in parts but in totality it is dlﬁicult to understand. For

management information system w1ll help to predxct the busmess -

"
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example, to understand the impact of political, social and technological
factor on change in demand and price is difficult.

Relatmty It is a relative concept. The impact of business environment
differs from country to- country or company to company. For-example,

demand- for salwar suits may be high in India whereas it may be very low

7 inUSA. T .

- £ . N

.

3 7. Importance of Business Environrnent

The competent and successful management must be capable of adaptmg to1
* the environment. The knowledge of the environment helps in capitalising emerging’

opportunities, activating management and i image building of the enterpnse

il

r———— ot ——

l.

2.

4.

ienvu-onment and demand for output.

It enables the firm to identify opportumties and getting- the first
mover advantage: Environment friendly enterprises are the ﬁrst Movers

to avail of the existing and emerging opportunmes These entcrpnses do-
‘not loose emerging opportumtlcs to their competitors. Asian Paints have

been loosing their market to Goodlass Nerolac-because: of their failure
to match their. technology with the Goodlass Nerolac. Paints industry is

‘highty technology intensive. Goodlass Nerolac entered into tie with Kansai
Paints, an internationally reputed. and techriologically advanced enterprise.

Kansal paints provided Goodlass with Cathodic Electro Deposition (CED)
technology, which helped the company to grab the opportunity of meeting

90% paint requirements of Marutl Udyog. Kansai is the supplier of paint
to Suzuki Japan.

It helps the firm to identify threats and early warning slgnals. Besides
identifying opportunities business environment is also a source ’ of threats

and warning signals. Knowledge of env1ronment helps in identifying
threats and warning signals. For example, In India foreign. companies

.or MNC, are entering ‘which is a-warning signal. On the. basis of this
mformatlon Indian companies should be ready for the competition. To |,

sustain 'in the market, ‘they should 1mprove the quality of:product and
should reduce the.cost of production. * v

It helps in tapping uséful resources: To get the useful Tesources there |.
-should be a better understanding as to what environment désires. To do

any business act1v1ty resources like finance, machines, raw materials,

"power, water and labour etc., are requlred These resources. of inputs

provide outputs. It helps us to select resources according to availability in

‘It_helps in coping mth rapid changes: Knowledge of envu'onmental
changes sensitises. the management to make new - strategy. to cope with
the-emerging problems or changes. The turmoil in the USSR resulted in
the loss of market to many companies like Hoechst. In order to meet the
situation Hoechst divested its manufacturing famhty in favour of IPCA
Laboratories Ltd. v

It ‘helps in assisting in planning and policy formulation: Knowledge
of -environmental changes proyides mtellcctual stimulation to planners

i

Environment of Business

Notes-

Self-Instructional Material 51




Business Environment

*

and decision-making authorities. They can do it by paying more attention °
to people by listemng to their problems and suggestions. They can also
eliminate procedural complexities in a visible way. The drastic and
_dynalnlc steps will definitely keep the company better placed.

6. Image building: Environmertal understanding by the managerment builds
better image of the company in the minds of the people. They feel that the
cornpany is sensitive and responsive to their needs and problems. GE is
said to be image conscious. It divested its Computer and Air-conditioning
business because they could not attain No. 1 or No. 2 position in the
business as per their policy. Now they are sticking to outsourcing in India,
aircraft engineering, plastic, etc. where they are No. 1 or No."2.

vSocia!
environment

Economic
environment”

Business
-environment

Technological

Legal i (
snvironment

environment

Political.
environment

.

? Fig.3.2. Elements of Business Environment
S CONOMIC ENVIRONMENT, 7
3.8. Introduction T

Business is an economic activity that has and will continue to influence mankind
the most. Almost- every citizen of the world obtains his/her bread and butter from
some sort of busmess Either he himseif is engaged in business or is earning because
somebody élse. i 15 engaged in busmess A deeper analysis reveals that the basns of
international relations is also busmess

3.9. Definition

According to Paul Samuelson.- “Economics is the stiudy of how people and
society choose, with or without the use of money, to employ scarce productive
resources which could have alternative uses, to ‘produce various commodities over
time and distribute them for consumption now and in the future among various-
persons and groups of society.”

According to Lionel Robbins, “Economics is the science which studies hurnan
behaviour as a relatlonshlp between given ends and scarce means which have
alternative uses.” '
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'3.10.. Nature of Environmental Economics | " Environmeént of Business _

There are many aspects that clear]y define the nature and scope of environmental
economics. The nature of environmental economics is regarded as the both’ positive
and normative science. Furthermore, the nature of efivironmental economics also
covers both micro and macrophase of distinctive environment problems. So, without ‘Notes
wasting time; let's understand the nature of environmental economics.

1. Positive and Normative Aspect: Environmental economics-is based on
the scientific theories and application of welfare economics too. When it
comes to:the cause and effect- relatlonshlp, it encompasses the positive | -
aspect. But on the contrary; when it relates to policy measures, then it

P covers normative aspects. According to B.C field; humans are the main’

" cause of environmental degradatlon as they lack moral. strength.

[_ 2, Micré and Macro Aspect: To apprehend the concept of micro and macro

E . aspect, let's take.an instance for a clear vision. s
|

i

Generally, in métropolitan cities .like Déthi,: people do not get fresh air to
breathe. Its solution comes under the rhicro level of planning. ‘Besides it, when the
problem of pollutlon affects the economy as a whole, like, increase in temperature,
then it falls under the category of macro aspect.

ey

3.1, Characters Features of Economnc Environment

. 1. It is a continuous process: Economic deve10pment is a contmuous |
_procéss. _Every economy implements economic programs and plans for ' 7
economlc growth and development.- A temporary increase in_natjonal _
income dué to some special reasons does not mean ecoénomic growth and N R
development. Development is a term of the long run and not a temporary /
process.

These plans: ensure better Jutilization of resources (whether it is-human,
‘material-or financial resources) results in increasing demand and supply |
. of goods.and services which in turn increases national income.

2. Itincreases national income: Economic development results in increased .
per capita income which heips to increase the national income. If the-
income of a partlcw__u_}ar person is increasing then the national income of a
country is automatically increasing.

L]

3. Improve the standard of living: Since the per capita income increases,
the purchasing power-of an individial increasé which, will result in the
consumption of better quality of products and services. Thus, the standard

{ of living of an individual is raised.

( ‘4, Economic Development nti[_izes national resource property: In this-

s Jeatures of economic development, it helps to ensure better utilization of |~

- I national resources with the help of economic gfbwth and economy ‘can

’ . exploit the natural resources, human resources, and the phys:cal resources
to the fullest potential.

5. It results in a high degree of structural transforniati(_)_n: Economic
developmént is resulted in the high degree structural transformation from |

U
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" Absolutist. " : )

agriculture to manufacturing and finally the emergence of the service
sector. Agriculture. which was the dominant occupation nowadays is
. replaced by services contributing to more than 50% of the national income.

6. Results in social economic equality: Economic development has resuited
in social and economic equality in status; opportunity, wealth, income,.
profits, and standard of living. '

L=

3.12. Economic Environment A

e

The impact of business is so pervasive that besides-judicial and administrative

’ the third important work any government has to perform, is to regulate business in the -
| national interest. Whether political interests precede or follow economig interest is.a

debatable issue. A change in the government or change in the system can change the

'| fate of an organization. Behind every political decision there may be economics and
‘behind every economic decision, politics may be a factor.

Itis ‘difficult to say whether the Iraq war is alp'olitical-issuc or an economic one

.| because of the oil factor. It is also equally difficult to say-with certainty that China is

coming closer to India because it realizes India’s political importance or-because of
our growing economy. If we look at world politics and economics, we find that they
are two sides of thé same coin and at any given point it i very difficult to determine
which affects.the other. s v '

If we have a look at the events in the erstwhile USSR, we notice a clqse;knit
relationship between politics and economics. Because of pathetic economic conditions

-and prevailing starvation among the common people, Russia rose in revolt. Thus,

economic;conditions resulted in a political revoit and a change in govcnﬁhen_t.__'fhe

riew government believes in an entirely different ideology of communism imposed a

communist economic system there. Therefore, because of political changes the entire .
economy of the USSR unde_"rwent a change. So in order to understand ecqnomiés,
One should first understand the political systems of the world. -
The ebqnoniic systems Of a country provide anothei'_ basis for classification
of the type of government. These systems serve 10 explain whether businesses are
privately owned-or government owned, or if there.is a-combination of private and

‘| government ownership. Basically three systems can be identified: Communisin/

Socialism, Capitalism, and Mixed Economy. - s,

L}

3.13. Types:of Government: PoliticéI-System _

A k_nowlet-:l'ge of the form of government can give a useful insight in appraising

‘the political climate. The Governmentsi. can be classified as Parliamentary or

L

Parliamentary. government consult with their citiz"e;ls from time to time to learn
about their opinion and preferences. Most industrialized nations and all dembcratic
nations can be classified as parlidmentary. ' '

The absolutist system ‘includes -moharchigsfaﬁd dictatorships. In-an absc'glutist
system the ruling regime dictates 'government“ policy without considéring citizens’
needs or opinion. Libya, Saudi Arab, Brunei and Bhutan are inistances of absolutist
regime. The United Kingdom and Japan .are-good exaimples of constitutional

! .
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hereditary monarchy where despite the monarch the government functions accordiné_

to. parliamentary democratlc model.’

Some nations hke the former USSR, China and North Korea have some form of
elections and even mandatory voting but are not recognized as parliamentary because
the ruling party never allows any alternative at the ballot.

Governments can also be classified on the basis of the number of political
parties. It can be two-party, multiparty, single party and or dominated by one party.
In a two-party system only two parties dominate national politics as one rules and the
other sits in opposition, although other parties are allowed. The United Kingdom has
a Labour Party and a Conservative Party and the USA has the Republican Party and
the Democratlc Party. '

‘Ina multlparty system there are several pames}wﬂh none of them is strong
ehough to.gain the control of the government. There are large as well as-smaller
parties in' India, Germany, France, etc.

) In a single party system, thére may be several parties but one single party holds |
_the power and gains of the government..In India, in 55 years of constitutional history,

it was the Congress that ruled India for almost 45 years.

 In a dominant one-party system- the dominan; party does not allow any
opposition, resulting in no altematives for the people. The former USSR and Cuba
are good examples of this type of system. .

3.14. The World Ec'on_omy: An Overview

Emerglng €Conomies are' smaller than the developed countries — but they are:
growing faster and opening up, leading to greater investment. opportumtles than ever
before.

World GDP

World GDP, also known as world gross domestic product or GWP — gross world '

product, calculated on a nominal basis, was estimated at $65.61 trillion in 2007 by
the CIA World Factbook. While the US is the largest economy, growth i in world GDP

of 5.2% was led by China (11.4%), India (9.2%) and Russia (8. 1%). Throughout | the.
twentieth century the United States of America has dominated world gross domestic

product, or World GDP.

In 2007, according to the International Monetary Fund, the US GDP was $13.8
trillion. Since rising from the ashes of World War II, Japan has become the second

largest world economy, with a GDP. of $2.4 trillion,

Germany is Europe’s largest economy and the third largest in the world, with an

apnual gross domestic product of $3:2 trillion. T

China is close behmd Germany at $3.2 tnlllon, and due to overtake it soon. If
current growth rates continue, China will become the largest economy-in the world
somewhere between 2025 and 2030. The United States will be pushed down to
second spot.-At that time, three out of the four largest economles in the world will be
Asian — China, India and Japan.
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++ The United Kingdom and France are currently at fifth and sixth spots respecnvely
UK GDP for, 2007 was.$2.8 trillion and for France the amount stood at $2 6 trillion.
European’ countnes round out the next two spots in the GDP list. Italy is seventh with
a GDP amount of $2.1 trillion'and Spain is eighth with.$1 4 trillion. Five out of ten
top world economies are European. N
Canada'and Brazil are also in the Top10 World GDP List: Canada with GDP. of
§1 A4 trillion and Brazil with $1.3 tnlllon

Just outside the top 10, Russia has made s1gn1ﬁcant €conomic progress in the
recent years after-the Soviet Union was divided into -several countries. In 2007,

v

Russian GDP stood at $1.3 trillion. India is close behind at $1.1 trillion.

¥ ‘South Korea is staking its'claim to importance by becomlng the world’s 12th
biggest economy, and the fourth blggest in Asia, with a GDP just under $1 trillion.

Australia has been booming off the back of an extended run- up. in.the pnces
of commodities, and is now the world’s 13th biggest economy with a- GDP of $908
billion.. ¥ .

Boosted by the North American Free Trade Agreement (NAFTA), Mexico has -
been powerning forward with its GDP reach $893 billion. The gross domestic product.

of the ____Netherlands in 2007 was $769 billion and Turkey stood at $663 billion.

" There are two methods of GDP calculation: One is, nominal GDP attempts to
compare countries using current exchange rates to give an assessment: of their clout

“within the global market. Purchasing Power Parity or PPP ‘GDP, on the ther hand,
-tries to take into account that one dollar can buy more in some countries and less in
others.-It is a better gauge of the internal size of each market.

In the nominal GDP method, we can see that the developed world leads the

| pack, but that China has already broken ifito this exclusive club,

When we look at PPP'GDP, China, India, Brazil and Russia are all within the
top 10.

F]

Table 1: Top 10, as listed by-l;PP GDP

"Ranking .
I e | L Pa"‘? _.
1 United States of America’ * $13,860,000,000,000
<2  |Chinn . $7,043,000,000,000 '
“~3 | Japan oo $4,305,000,000,000
4 . |India ' ' $2,965,000,000,000
5 Germany. ) $2,833,000,000,000
6 | United Kingdom $2,147,000,000,000
7 |Russia $2,076,000,000,000
8. |France $2,067,000,000,000
9  |Brazil $1,838,000,000,000
10 Italy $1,800,000,000,000
— ‘ ) .
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\ | (est d fo sector-iil”’GDP" sector in GDP;
United "States of | 78.5% 20.6% 0.9%
America: . _ . oo
China | T 39.5% 49:5% 1%
Japan ... | 733%  * 25:2% O 15%
India- _ o 55% - 284% 16.6%
Germany b 695% | 26.9%: . 0.9%
| United Kingdom 75.5% - ©236% " 0.9%

}| Russia 1 563% 39.1% " 2.6%
France 773% - 20.7% 2% -
Brazil, . 6% 30.8% 51%
Italy ' 69.3% 32% : 5%

= e

This map-ﬁ'o"m the CIA World Factbook will help to illdstrate the différences
between calculating world GDP figures on a PPP or,nominal basis.

A sectoral analysis of country GDP allows us to understand the. paradigm shift
now occurring within most world economies. Growth patterns generally show a shift
from agriculture to manufacturing and ultimately to the services sector.

The followmg Table 2 shows the percentage of GDP contnbuted by each sector
in the top ten economies of the world:

Table 2: Percentage of Contributlon by Top 10 Economies *

The growth rate of these economies is also an xmportant factor, and is directly |

related to the overall development of a specific economy. Group of Seven Countries
-such as the United: States, France, Italy and the United Kingdom, all typically have
smaller growth rates — usually in the region of about 2% per annum.

By contrast, emerging economies such as Indla and Chlna have growth rates of
around 8% to 11%, while the ‘new’ emerging economies may expericnce even more
blistering growth rates. Developed countries have already Teached a saturation point,
and thus éxpand less than emerging économies, where pOSSlbllltleS and opportunities
are ripe; investors are réady to take risks, and consumers demand more goods and
services than ever before. r

3.15.; Eco@omic,?o'liciés .

Economic policies formilated and implemented by the government impart .
business in dlﬁ'ercnt ways. Almost every business is influenced by some or the other |
economic pollcy Tmportant economic pohcnes are Fiscal Policy, Trade Policy, Foréign”

Exchange Policy, Monetiry Policy, Foreign Investment and Technology Policy, etc.
are some important economic policies. .

1. Fiscal Policy: "Fiscal policy is 2 statemnent of govemmem s source of

income and its expenditure. The. government s expenditure directly or 1

o -
-

¥ .
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Business Environment indirectly begets business for many and its taxes reduce the profits and
inciime of many. Fiscal policy touches every walk of life of the people
.of the nation. Fiscal policy influences the decisive forces of economics—
demand, supply, disposable income of people, savings rate, etc.

. Notes 2. Monetary Policy: Monetary policy determines the'supply of currency in-
| ' ' the economy. Through the supply of money, monetary policy regulates the
| interest rates and inflation, thus in a nutshell it influences every business.

3. ln_dustrlal Policy: Industrial policy defines the scope and role of different
sectors like private, public, joint, and cooperative or large, medium, small
and tiny. Industrial policy can influence the level of industrial activity,
‘location: of units, product portfolio, total production level, capacity
utilization, capacity expansion, financial policies, diversification in
different areas, i.e., further investment, investment in R&D lnvestment
overseas, etc: -

x

4. Foreign Trade Policy: The foreign trade policy not only influences the

business of importers and exporters but in fact today it affects all business. .

We are living in an era of globalization where lmport duties are reducing

steadily and the country is signing an increasing number of Free Trade

- Area Agreements. This means tariff on most of goods will reduce to 0%
among the signatories. :

v All this is changing the rules of trade. As reduction in tariff begets new

' opportunities in terms of exports, it also proves to be a threat because

cheap imports can be détrimental to the Indian industry. Reduction in tariff

on toys has almost killed the Indian toy industry. A liberal foreign trade’

! policy compels the organization to work on its product portfolio, quahty
control and costs to stay in competition.

5. Foreign Exchange Policy:. Exchange rate policy is crucial to business.
Foreign exchange policy is also a-tool in the hands of the governmient to
influence mtemat}onal trade. Prior to hberahzatlon it was the government
which used to control the Foreign Exchange rate. But after liberalization,
the rupee has been made convertible on current account. Thus, it is now -
the market forces, that decide the exchange rate. ' -

But even today, the* RBI influences Foreign Exchange through open
market operation. It is 1mp0rtant to know that any appreciation in the
value of currency will have adverse impact on exports while devaluation .
will encourage exports

- 6. Foreign Investment and Technology Policy: Foreign investment and the
technology policy influence foreign investment andtechnology'inflow.into
! the country. An open policy to FDI (Foreign Direct investment) changes
the whole equation of business. On the one hand FDI boosts the level of
economy as it improves infrastructure, improves the level.of technology, -
» product portfolio, exports, development and training, etc. -
FDI. provides the ‘opportunities o Indian companies to learn and implement
international best.practices. Consumers are at advantage as products of international.
standards are now available to them. ’
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But FDI also proves to be a threat to many organizations as they sometimes
have to close their operatlons because of inflow of foreign capltal into the sector they -
are workmg in. : . :

3 16. Economic Indlcators

Economic indicators {or business indicators) are stat;stlcs about the economy

These allow analys:s of economic performance and predictions of future performance.
These mclude various indices, eammgs reports, and economic' summaries, such”

as unemployment, housing starts, ‘Consumer Price Index (@ measure for inflation),

_industrial production, bankruptcies, Gross Domestic Product, broadband nternet

penetration, retail ‘sales, stock market prices, and money supply changes Economic
indicators are pnmarlly studied in a branch of macro-economics calied “business
cycles”. The leadmg business cycle dating committee in the United States of America

‘is the National Bureau of Economic Research.

The Bureau of Labour Statistics is the principal fact-finding agency for the

- US government in the field of labour economics and statistics. Othier producers of
~ economic indicators include theé United States Census Bureau and United States

Bureau of Economic Analysis. Economic indicators fall into' three categories:
leading, lagging and coincident. Coincident indicators are those which change at
approximately the same timeand in the same direction as- the whole economy, thereby
providing information about the current state of the economy. Personal income, GDP,
industrial production and retail.sales are c'oin'cident indicators, A coincident index
may be used to identify, after the fact the dates of peaks and troughs in the business
cycle. .

'~ World economic indicators are specific indices and measures that indicate not

only the overall health of the giobal economy, but also provide some insight into its
future. Economic indicators can be found in many different forms.

. -‘Some use economic statistics that illustrate the ups and downs of particular
trends in economic activities. The most commonly used world’ economic indicators
are: rates of inflation, the unemployment rate, the real GDP growth rate, GDP-
Per Capita, GDP-Purchasing Power.Parity, amounts of foreign direct investment,
populations living below the poverty line, and current account balances.

3.17. World Economic Indicators: An Overview

To understand the utility of economic indicators, it is first important to know
how-they are related to the economic activities of the world. An indicator is said
to be procyclic if it moves in the direction of the. economic movement {or cycle)
of a country. ThIS means that the movement.of the economic indicators is directly
proportional to the trend of economic performance. If economies show'a growing
trend, the value of the procycllc economic indicators also increases. Gross Domestic

. Product is an ideal exaraple of this type of world economic indicator. Counter-cyclic

economic. indicators are inversely related to economic performancc The rate of

,unemployment is an example of a counter-cyclic type of eonomic indicator. If the

economy slows down, the rate of unemployment increases.
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Besides these two economic indicators, another type of world: economic

-indicator is known as an acyclic’economic indicator. However, this type of economic

. indicator is not directfy related to the economlc health of the country. Because of

« this, acyclic’ mdlcators are not a good method by ‘which an economy’s health may be
_measured. -

or even on an immediate basis. Rates of unemployment are usually released every
month, whereas the GDP.figures are made available only on a quarterly; basis. In the
case of the Dow Jones Index, its figures are instantly available.

The quality ~ and thus the value — of the.economic indicators depends-on the

) accuracy with which they predlct the forthcoming changes in economic activities.

The best world economic indicators are those that foreshadow economic changes that
are going to take place in a near future. These leading economic indigators come in
handy for investors because their investment decisions often greatly depend on the
economic fluctuations of the country.

' Lagging world economic indicators,.on the. other hand, only respond to the
changes of the economy a few quarters later. The unemployment rate is one such

_ example,

indicators is the coincident economic indicators ~ these indicators move in the same
pace with the changes in an economy ' »

—

3.18. !ht__ro_duc_tiqn

The critical concemn Political environment has a very important impact on every
business operation no matter what its size and area ‘of operation are. Whether the
company is domestic, national, international, large or small, political factors of the
country it is located in will have an impact on it: And the most crucial and unavoidable

| realities of international business are that ‘both host and home governments are mtegral

partners. Reflected in its policies and attitudes towards business are a government $
idea of how best to promote the. national interest, consndermg its own resources and
political philosophy.

3.19. Meaning - S

Polmcal Enwronment isthe state government and its institutions and legislations
and the public and private stakeholders who operate and interact with or influence
the system. The political atmosphere should be good and very stable for a firm to
operate successfully.:Political Environment forms the basis of business environment
in a country.

If the policies of government are stable and ‘bétter. then_ busihesses 'would get
impacted in a positive way and vice versa. Changes in govemment often results in
changes in policy. )
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Statistics such as GDP figures, unemployment rates, current account balances,™
-stock market values and the like are economic indicators used on 2 monthly, quarterly -

Unlike the leading and lagging economic indicators, a third category .of

hY




Po]mcal Environment forms an important part ofa company § strategy in terms

‘of PESTEL (Political, Economic, Social, Technological, Environmental, Legal)
analys1s ' ;

¥
1

3 20. Nature of Political System

5\

In cur modem times no polttlcal system can be either permanent or stable. If-

that becomes so, that is "bound to degenerate itself and can convemently be placed
under the category of a stale or degenerated system. Such-a system is bound to create
many lags in socio-economic systems as well:

In fact, with the coming of awakenmg in’ every section of society- all over
the world, the systems have. rapidly started changing and new systems are quickly
attracting the attention of the people. It-was a time- when feudal system prevailed all

¢ . over'the world and that was gladly accepted by the people It then became a way of
life. : N v
But as the time passed religion became very powerful and even feudal lords
{ accepted supremacy and authority of religious leaders: With'the passing of time people
‘became more conscious and demanded their share in the running of admmtstratlon of
- . their own country. As is we!l known the old system always tries to pers:st and Tesist
~ , every change. .

' The forces of status quo do, not w1sh to dlsturb the exnstmg order as that does
not suit to their interests..Each change is very, likely to push the existing elites in
the background and create a set-of new elites who in all probabilities challenge the
dominance of the existing el:tes in all walks of l:fe g

. This is what exactly happened with the religious efites with the passing of time.
* They too had to bow before the democratic system which becameé .more and more

* popular. A society professing democracy in politizal and social as well as economic .

system began' to be. considered as the most advanced-one It is a.known fact that
western world fought two world wars in a bid to save democracy.

.. ; 1
3.21. Characteristics of Political System

Maln characteristics of pohtlcal system are’ as follows:

- . A political system is a set of intersections. abstracted from the totahty of
o social behaviour, through\whxch values are allocated for & society..

A 2. There are certain propertxes common to both riatural and social systems.

Like natural systems, social systems-possess properties that enable them |
to cope w1th the words—types of disturbances to which. they may be:

[ subjected.’ ' -
} 3 Political system is not a static but a dynamic affair.
i

; -, even though everything assoclated w1th 1t may change contlnuously and
radically: -

4. Political system is an open system amenable to-the influence of
environmental factors. It can be d:stmgulshed from other systems by
" boundary lines.. .

4

caret

g
{ _ i - o

It is on account of the feedback mechanism that the system persists
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| Sovereignty of Nations

Outside and beyond the political system there are other systems or
environments that may be distinguished from each other.

5. The environment of a political system may be-intra societal-as well as
extra-societal. )

6. A political system always remains subjéct to challenges from forces,
operating in, the envu'onment, which is required to’ cope with. Easton
calls such forces as stresses that constitute the response mechamsm of the
political system. :

The stresses are of two kinds—demand stress and supp(;rt stress.

7. “Political systém may be in a steady state if there is proper balance between
inputs and outputs. . )
Inputs are demands made upon the political system and the support of the
system itself; Supports are those processes or structures which give if the
capacity to cope with the demands made upon it.

Qutputs are the results of the processing of demands. -
4 There may be with inputs as the demands made by the political elites
themselves.
8. Apolitical‘-systefn lives in a critical range—inputs have an-overload.
9. The survival of a political system requires certain structural bases that
may be in the form of institutional arrangements like electoral machinery
-and political' parties and non-institutional -arrangements in the form of
political beliefs and attitudes of the people.
.10. The polmcal system apart from being a system in itself, consists of sub—

system (mediating groups) involved in the decnsmn -making process, what ©
Easton calls Para political system,

'32'2 Political Environment

A geuemment controls and restricts a company ’s activities by encouraging and
offering support or by dxscouragmg and banning or restricting its activities depending
on the government. Here, there are some steps in international law. Intemational law
recognizes the right of nations to grant or withhold permission to do Business. w1th1n
its political bouindaries and control its citizens when it comes to conducting business.
Thus, political environment of countries is a critical concern for the international

|| marketer and he should examine the salient political features of global markets they
- plan to enter. ;

+

From the international law’s point of view a sovereign stafe is independent .and
free from extemal control; enjoys full legal equality; governs its own territory; selects -
its own political, social, economic systems; and has the power to enter into agreements
with other nations. It is an extension of national laws beyond a country’s borders that

“much of the conflict in international business -arises. Nations can and do abridge

specific aspects of their sovereign rights in order to co-exist with other countnes
Like the European Union, North American Free Trade Agreement (NAFTA) is an

e et e s —— - —— s
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example of nation’s, voluntarily agreeing to give up some of their sovereign rights
in order to participate with member nations for common, mutually beneficial goals.
The ideal political climate for a” multinational firm is a stable and fnendly

Environment of Business;

environment. Unfortunately, that is‘never really the case, it’s not always friendly -

and stable. Since foreign businesses are ]udged by standards as variable as there are
nations,  the friendliness and stability of the government in each country must be
assessed as ‘at__l ongoing business practice. .

»

‘Stabmty of Government Policies

The most important of the political conditions that concern an international
business is the stability or instability of the prevailing government policies. Political

patties may change or get reelected but the main concern for MNCs.is the continuity |

of the set fules or code of behaviour regardiéss of the party in power. A change in the
government does not always mean change in the level of political risks. In Italy, the

political pames have changed 50 times since the end of World War II but the business

continues to go on as usual in spite of the polmcal turmoil. In’ comparison in India,

where the governmient has changed 51 times since 1945, much of the government
policies femain hostile to foreign investments. Conversely, radical changes in policies
towards foreigh business can occur in the most stable of the governments. Some of
the African countries are among the unstable with seemingly unending civil wars,

" boundary dispuites and oppressive military regimes. Like one of the regions with the

greatest number of questions concerning long-term stability is Hong Kong as since

China has gained control, the official message is that nothing will change and thus |,

everything is seemingly going smoothly but the political analyzts say that it is too
early to say how will the business.climate change, if it will. If there is potential for
profit and if given permission to operate within a country, MNCs can function under
any type of government as long as there is some long-term predictability and stability.

Political Parties *

Particularly important to the marketer is the knowledge of all philosophies of
all major political parties within ‘a'country, since anyone might become dominant
and alter prevailing attitudes. In those countries where there are two strong political
parties where usually one succeeds the other, it is important to. know the direction

each of the parties is likely to take: Changes in direction a country may take towards-

trade and related issues are caused not only by political parties but also by politically

strong interest groups and factions w:thm different political parties, which cocperate

to affect trade policies.

.3.23. Types of Political Systerhs

. .
Democracy: n

Democracy is for the people, by the people, and of the people. 1t is similar
to participative management, in this system people are encouraged to participate in
decision making, a people’s representative can be selected by the people through
a process of election, and the. responsxblllty of leading the nation is kept on the

shoulders of the elected representatwe e.g., India. . \ .

%
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- Dictatorship | - .

Itis also called as authoritarianism, which i 1s quite opposite to democracy. Here
‘the whole power is in the hands of the leader, and people should follow the leader, all
the policies related'to economy, busmess, efc. are governed by the leader, e.g., Saudi
Arabia. : S

324 Political Risks of Global.Bu_siness_ |

A

Confiscation

The most severe polltlcal risk is conﬁscatron whlch is seizing of company s
- assefs without payment. :

\Exﬁropiiation

- ‘\

Which requires reimbursement, for the goveinment seized investment.

.Domestication
) r o 1

Whtch occurs when the host country takes. steps to transfer forclgn mvestments

to national control and ownershtp through series of government decrees. A change '
in the government’s attitudes, policies, economic plans and ph1losoph1cs towards the

role of foreign investment is the reason behind the decision to conﬁscate -expropriate

‘or domesllcate ex15tmg forelgn assets, .- : . T

Assessing _Polltical Vulnerability

'.Some products are more politically vulnerable than others; in the sense that they -

receive more government attentlon This special attention may result in posmve or

| negative actions towards the company. Unfortunatély there areno absolute guidelines

for the marketers to follow whether the product will receive government attention or
not. . - ;- : '

Politically Sensitlve Products

There are some gcneral izations that help to identify the tendency for products to,
be politically sensitive. Products that have an effect (upon the environment exchange
rates; national and economtc security, and the welfare of the people are more aptto be
politically sen51twe "For products judged non-essential the risk would be greater, but
for those thought to be making an important contribution, encouragernent and special
considerations could be avmlable
[Forecasting Pohtical RiSkS |

A humber of firms are employing sys{tematjc .methods of ‘measuring political
risk..Political risk assessment can: : £ :

* Help managers decide if risk insurance is needed. -

v ® Devise'the. mtclllgence network and an early warning system
e Help managers develop a contingency plan. - o
o Build a database of past political events for use by corporate management.
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.o Interpret the data gathered and get forewarmngs about political and economic
SItuatlons : _ ’

Reducing Political Vulnerability ' -k

Even though™ the company cannot directly control or alter the political

. environment; there are measures with which it can lessen the susceptibility of a.

specific business venture.

Good Corporate. CItIzenshlp

= #

A company can reduce its political vulnerability by being a corporate citizen
and remembering:, : i
. Itiis a guest in the country and should act accordingly. ~
», The profits are not its sole, the local employees and the economy of the
nation should also benefit. - *

e It is not wise to try and win over new customers by totally Americanizing ‘|’

v them

e A fluency in the local language helps making sales and cementmg good
public relationships. _ il

Tt should train its executives to act approprrately in the foreign environment.
‘. Strategles to lessen political risks., » y

MNCs can use other strategres to minimize polmcal nsks and vulnerabnhty
N

They are: -

Joint ventures ' .
Expanding the investment base -
Marketing and distribution '
chensmg

Planned domestication. .
Political payoffs

| IR " B

L

3.25. Government Encouragement of Global Business

¥ e

; Foreign Government Encourageme'nt

Govemments also encourage foreign investment. The most important reason to

encourage investment i$'to accelerate the development of an economy. An increasing |
number. of ‘countries are encouragmg investments with specific gundellnes towards |

economic goals .MNCs may “be expected to create local employment transfer

techno]ogy, generate export sales stimulate growth and development of the local

industry. «

% . - 5,
Natlonal Govemment Encouragement

The US govemment is motivated for economic as well a$ polmcal reasons to |

encourage'American firms to seek opportunities in the countries worldwide. It seeks

10 create a favourable climate for overseas busnness by providing the.assistance that.|.
helps minimize some of the troublesome polmcally motivated financial risks of doing
‘business abroad.

K
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The economic role of government can best be-defined by a clasmﬁcation of its
economic policy aims. Broadly speaking, the political choices made by electorates in
Western-type democracies influence governments to perform four functions.

The first i§ production of services which private firms are e:ther unwilling to

‘| produce or for some reason are not allowed to produce {or at least not exclusively).

This public provision may be to provide immediate benefits (e.g., defence; law and
order),or deferred benefits-(e. g., investment in roads).

“These ‘production’ activities may be divided into two types:

* Services which are not sold in the market but are financed out of compulsory
levies. It is considered preferable in economic analysis to treat the government-
here as a collective consumer -in a’ position to influence the allocation “of
resources, rather than as a producer because the “‘output’ is intangible and
is not priced. For our. purposes, what is lmponant is that the government
has to purchase in the market the current output of private firms and the
labour services of houscholds in order to fulfil its task. It can, of course,
‘rig’ the market. For example, the. UK government is not only an important
purchaser of vehicles for use in government departments; 1t also buys almost
exclusively only vehicles produced in the India.

¢. Goods produced and sold in the market by public ‘corporations. Many
countries have state-owned fuel and power industries whose operation "is
very similar to private industry though the policy. instructions laid down by
the governments for their operation will usually include objectives other than
the making of profits.

» The second function is the alteration of the structure of private productlon in
order to,conform with some conception of the allocation of resources which
is considered ‘better” than that resulting, from private market transactions.
This aim has already been illustrated in the example given in. In the national
accounts; this aim will be reflected-in the choice of taxes levied on goods
and services (e.g., taxes on expenditure), in corporanon taxes and in current
subsidies:

¢ The third function is to intervene in'the distribution of inoome generated by
privatc market transactions in order to conform with some acceptable criter
of equity, for example a2 minimum income guarantee. This will be. reflected
in the national accounts pnnc:pally in the choice of taxes and in the provision
of transfer payments to households against which there is no counterflow of
currént services. For example, state pension payments ar¢ transfer payments
and though pensioners do not render current services in order to receive
them, they may hiave contributed to their finance through compulsory levies-
on their past incomes. Transfer payments do not form a direct link between
government and industry but major efforts by the government to alter income
distribution have considerable influence on the structure of household
purchases and therefore on the pattern of demand for industrial products. -

.s The fourth function®is the stabilization of the economy by attempting to
reduce fluctuations'in income and employmerit and to control movements in
the general price level. The effects of this action can be seen in both volume
and mix of transactions between the government and the rest of the economy.
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Policy models of the economy which place particular emphasis on the control

. of the money supply and interést rates will pay close attention to the size of
the government budget deficit/surplus. Therefore, no particular transaction
with the private sector is solely identified with this function except perhaps
for the interest paid by the government to firms and households as a payment
for holding government debt accumulated in the course of financing.-past
govemnment deficits.

¥

Budget L

Every year democratic countries present, for the approva] of their parl'iaments a
budget alongside which there will be published extensive informiation on the central
government’s finances, including accounts of past years. In.this respect: govemments

have to achievé certain standards of accountability and audit. It is taken for granted |

there that these standards are being met and this enables us to concentrate on.the
method of presentation of accounting data by the government which gives us the best

idea of its structure and size in relation to the rest of the economy. While accounting |

and audit.standards will require the government to"produce full information on the
responsibility of each main administrative unit for its use of authorized funds, what
is needed here is an economic classification which enables uss to identify government
transactions-which have their counterpart in receipts and payments.of other major
sectors of the economy, presents such a classification:is-a typical extract from data
supplied by governments when they pul ‘forward the annual budget. While considering
the government’s place in the economy and its impact on business; the followmg
checklist of questions should be applied.

‘Place of Government in the Economy i

First, always check which definition of government is being used, for it can
.make a conmderable dlﬁerence to the perspective gained about government 's role in
the economy. In the’ example given, both central and local governments:are.included

and lumped together; but the transactions of public corpdrations are excluded. Which

concept of government is used will dépend on the purpose in view. A firm interested
in defence contracting acquiring background on government activities might confine

its attention to the central government budget. A firm looking for contracts in the

supply of educational equipment might want to concentrate on lower layers-of

government and the pattern of educatlonal expenditure within those lower layers. A .}

firm supplying capital equipment to nationalized fuel and power undertakings would
WlSh to have data on publnc corporations’ role in governthent and in the economy.
A firm which considered it possible to bargain with government about tax treatment
of its capital expendlture or its liability to pay some national tax, such as a value
added tax (VAT), might again wish to concentrate on'the.tax ‘burden’ imposed by, the
central govermment, The prob'lem-of dcﬁnifionlwill reappear time and again.

Remember that while recorded money transactions enable us to quantify the

.extent of government intervention for economic policy purposes in a relatively simple
fashion, this biases the discussion of the rélations between government and industry
towards forms of intervention involving financial transactions between governments
and firms. The Ministry of Finance may have an important role to play in influencing
the finance of industry in conjunction with the Central Bank, but that caninot be shown,

Environment of Business
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Business Environment except m an indirect way, by the size of the financial surplus or deficit (in this case)
: of the government. A deficit has to be ‘financed in some way, and the mode and extent
{.. of finance may affect the terms on which companies may be able to borrow. On the
'other hand, government repaymient of debt from a surplus will also affect borrowing
, terms. By far the most important omission is that of government regulation by the
use of legislation go{rerning the activities of companies. Governments may attempt to
' control the pnces of industrial goods and interfere in wage settlements with workers.
Regulat:ton has become ‘particularly important, influencing the activities of public
enterprises which have been privatized and as a form of consumer protection for
those mvestmg in the stock market or in pensions and lifé insurance. Such regulations
“will represent a significant influence on industrial and commercial: decision-making,
. going far beyond the influence of government expendlture and taxation alone.

It is one thing to list the forms of i mterventlon but another to quantify them. One,
‘way mlght be to ascertain the financial cost of employing. those who run the central
banking systern -or who administer government 'industrial regulation. However, to
translate these expenses into some measure of ‘influence’ on the economy would be
|- difficult if not impossible. The central bank normally employs relatively few persons,
but the influence of central bank operations on the economy can be enormous. At the
same time, it:must be remembered that companies also incur costs to comply ‘with
govemment regulatlons and these can be far from negligible. / . £

Do not be taken in by the idea that because some group is responsnble for paying’
taxes or is in recelpt of beriefits, that thls gwes a complete plcture of the distribution
g of benefits and burdens. This is the vexed qucstlon of who ‘bears’ the taxes and
who ‘gains’ from government expenditure. It is not hecessary to explore in detail the
economic analysis which m}ght throw light on this problem, but-we-shall-consider
particular cases as they affect firms at various stages in later sections of the Course.
Indeed, the student will already have’ noticed that it was raised in our very first
example 1llustratmg our approach when various groups attempted to shift the burden
ofatax in such a way as to minimize its effect on their economtc position. It follows
that the imbalances in recetpts and payments by the sectors in budget-derived figures
can only be the startmg pomt for much further analysis of their effects.

*a

While the totals seem to be very large, note that they g give no information on the
size of the government relative to the rest of the economy. So the search is on for some
suitable ‘numerator’, which measures the size of government and a ‘denominator’,

: representmg the size of the economy. !

F3 -

327 Need for Government Intervention in Business

__ Government regulation at the central and state levels has a major impact on how
- ) ' busmesses operate in the India. In order to manage business activities in a complex -

. soctety and to help respond to changing societal needs, govemmems at all levels have
- .| created numerous regulatory agencies. Although the duties and functions of each
agency-vary, all influence the day:to-day business activities that take place within
India. Businesses that take a proactive stance towards understandmg and complying
with central regulatory agencies will minimize their chance of fines, prosecution, or
other.regulqto_ry action_ Therefore, it is in the best interest of businesses to maintain
healthy felationships with regulatory agencies at all levels of, government, Among

. -

-
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the business activities regulated by government are competitive practices, industry-
spec:1ﬁc actwmes general issues'of concern, and monetary regulations.

lndustry-specific Federal Agencies

L

Central legislation” has created agencles to monitor and regulate particular

" industries because of concern over mdustry-specnﬁc practices, among, them the

Interstate Commerce Comm1ssmn, the central Communications Commission, and
the Food and Drug Administration. ¥

Interstate Commerce Commission (ICC)

In 1887, Congress passed. legislatioo creating the Interstate Commerce
Commission, Originally, only rail:oads were regulated, but as modem transportatlon
The pnmary purpose of the ICC was to monitor rallroad companies (prlces charged)
that may have had a monopoly in some parts of. the country. The commission could
take corrective action, such as price modification, if it found that a railroad or other
mterstate business was engaging in monopollstlc ‘business activities. and chargmg

hlgh prices for its services. Since this act-applied to a'limited number of industries.
W

Central Communications Commission (CCC)

.. The CCC monitors and’ regulates CB radio, radno, telegraph telephone, and
telévision operations. It has broad powers to set acceptable standards for television

‘regafding language, nudity, violence, or other material that may be percewed as
‘inappropriate by the general bubllc For example, televiSion shows that are adult-
oriented 'or-contain violence are typrcal]y on late in the evéning so that children are |
less likely to see them. In addition, television shows often wam viewers about thelr

content through a rating system; since the rating is d1splayed on the screen, viewers
can make an informed decision before watching a particular programme.

The CCC also has the power to fine broadcast companies that use inappropriate |-
language in their programming. Since most television and radio stations know what
- are-considered acceptable standards, ﬁnes aré rarely issued. When fines are issued,

however, a television or radio station may take the FTC to Supreme: .Cdurt to appeal
the decision. Broadcast companies that fight the CCC over a show’s content normally
argue that the First- Amendment gives them the’ right 'to broadcast the contested’
material. -

Food and Drug Admlmstratlon (FDA)

The FDA is responsible for ensuring the safety of cosmetics, drugs, and food
One of the most important functions ‘of the agency. is new drug approval. The FDA
requires phannaceuncal companies to provide detailed dcientific data regarding new
drugs pnor to approval. Specifically, the FDA will review the potential benefits and
negative .side effects of all proposed drugs. The agency reviews. the ‘information
submitted by the pharmaceutlcal company and fay also conduct its.own tests if
additional study is deemed needed The FDA is.extremely important to the business
community because if it rejects a new drug, the pharmaceutical company developing

it cannot sell it. "The FDA regulators must balance the interests of the’general public

]
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with those of the pharmaceutical company. The FDA does.not endorse new drugs;

. rather, it approves themn, stating that they are thought to be:safe.
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General Central Regutatory Agencies

Central legislation has also created agencies addressing a broad range of issues;
including thél Equal Employt_ﬁent Opportunity Commission, the Occupational Safety
and Health:AElministration, ;fie Environmental Protection Agency, and the Consumer
Product Safety Commission.

.Equal Employment Opportunity Commission (EEOC) -

The Civil Ri'ghts Actof 1964 prohibits discrimination on the basis of race, colous,

‘creed, sex, or national origin. This law applies to almost every private company,

non-profit organization, and government employer, although séme exceptions were.

granted to religious corporations, Indian tribes, and private-membership clubs. The

Civil Rights Act also created the Equal Employment Opportunity Commission.

Occupational Safety and Health Admlmstration (OSHA) ,

Enacted in 1970, the Occupational ‘Safety and Health Admmlstratlon was
demgned to ensure safe and healthy working conditions in nearly every environment.
The OSHA’s basic premise is that employers must provide a work environment that
is safe and free from hazards that may cause harm or death to their employees..In

| addition, employers are obligated to follow occupational safety and health standards

that are ordered by the secretary pf labour (OSHA falls under this department).
Employers are given, written guidelines so they knowithe’specific OSHA rules and
regulanons

'In order to verify that organizations are complymg with these regulations, the.
OSHA can conduct surprise inspections. Technically, employers can ask the OSHA

"to show.a search warrant before the search is executed, but this is not normally done

because the OSHA can get a warrant relatively quickly. The OSHA investigators may

.inspect the building, but an employer has the right to have a representative accompany

the regulators during the tour. The investigators review accident records and other

| documents to verify that compliance has been maintained. The OSHA investigators

also observe employees to verify'that guidelines-set by the agency are followed

«(e.g., wearing eye protection). If the OSHA investigators believe that violations have

occurred, they can issue citations agamst the employer. If the employer agrees to,

“I.pay a fine, the OSHA will normally mspect the building at a later-date to’ ensure

compliance. If an employer believes that the fine or other.sanction is inappropriate,

a court order can be sought secking relief from the fine or sanction, In rare instances, '
the secretaty of labour may ask for an. injunction against an employer. Injunctions
are only sought in the most senous cases, such as those in which there is imminent
danger to employees.

Environmental Protection Agency (EPA)

One of the most pressing issues in India is- protectmg the envrronment A
combination of pressure from consumer groups, niews media, and voters encouraged
Govemment to "pass legislation creatmg the Environmental Protection Agency
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in 1972. Pnor to the creation of the EPA, no single’ Central agency. had control
over environmental issues, resultmg in-fragmented enforcement and confusing or
.conflicting codes. The EPA was created to actas the focal point regarding all pollution

. issues (air, noise, water, etc.).

‘Consumer Product Safety Commission (CPSC)

Another powerful Central agency was created.in 1972 under the Consumer
Product: Safety Act. The law created the Consumer Product Safety Commission;

which was intended to protect consumers from defective and dangerous products. In |

-addition, Government wanted to unify the majority of laws regarding product safety
(except food, automobiles, and other products already regulated by federal agencies)
so that they would be effective and clear. The CPSC is very powerful; it can ban
products without a court hearing if they.are deemed dangerous and can order recalls
product redesigns, and the inspection of production plants. In more severe cases, ~the
CPSC may also charge officers, managers, and/or supervisors with criminal offenses.

Central Monetary Regulatory Agencies

Several federal agencies have been established to monitor monetary practices
in India, including the Securities and Exchange Commission, the Central Reserve
Board, and the Central Deposit Insurance Corporation; *

Securities and Exchange Commission (SEC)

The SEC was established to regulate the securities industries in’ India. A quasi-’

regulatory and judicial -agency, the SEC regulates publicly traded stock-offering
companies by requiring them to issue annual and other financial reports. In addition,
the SEC regulates the stock market, brokers who sell securities, and large investment
firms. The SEC also looks for insider trading, such as trading on secret knowledge
‘about a comnpany, other white-collar crime that may affect'a company’s stock price,
-and securities fraud by stockbrokers. The  agency can initiate civil or ¢riminal action
against the individual or firms charged with securities violations: Depending on the
circumstances, the penalties levied by the SEC can be severe, with large fines and
long _|all terms-being the norm. The SEC normally works closely with the Justice
" Department when criminal prosecution.is involved. As always, the SEC’s actions
can be appealed to the federal courts if the individual or ﬁrm believes the charges are
inaccurate or un_] ust. :

Central Reserve Board .

As India grew, the nation’s banking system became more complex and subject
to .greater fluctuations without' government regulation. India experienced an acute
money panic in 1907 that put a severe strain on the banking system. As a result of the
financial panic, a National Monetary Commission was established by Government
to study how India could protect the banking system and, in turn, the money supply.
“National Monetary C(;mmission recommendations were implemented by Governiment
in 1913.when the Central Reserve Act was passed and the Central Reserve Board was
established. The primary purpose of the Central Reserve Board is to function as a
semi-independent board designed to protect the banking system in India.

*
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T SOCIO-CULTURAL ENVIRONMENT 7.

-
4 A

3.28. Definition °

1

The socio-cultural environment reférs to trends and developfﬁents in changes in
attitudes, behaviour, and values in society. It is closely related to population, lifestyle,
culture, tastes, customs, and traditions. These factors. are created by the commumty
and often are passed down from one generation to. another.

L]

3.29. Chafactei'_istics of,'Socio-culttiraI ‘Environment

1.

Respect for Traditions: This value refers, to the respect mst]lled in the
traditions of the society in which they live. Examples of traditions'are
dances, gastronomy and festivities., , ) »
Carnival of Mazatim: Traditions are a way of preserving the culture and
history of a nation. That is why, respecting traditions, we are respectlng :

our country.

Patriotism; This refers to the respect and appreciation both for patriotic
symbols (such as the ﬂag, the'shield and the national anthem) as well as
for the heroes of each natmn This value is shared by people from the same
country, ‘ -

Respect for patriotic symbols, such as the flag, is a sign of patriotism.
The love of the family: This value represents appreciation and affection

, among the meimbers of the family. It is a disinterested-love.

The famlly is'the core"of society, hence the impoitance-of love in: the
family as a socio-cultural value.

‘The religion: During the process of socialization, ﬂle'(family inculcates

" to the child the: rehglon in which it must grow. This can be Christian

(Catholic, .Evangelical, Jehovah‘s Witnesses), Jewish, Muslim. Islam1st
among others

He is also taught to respect the laws of lhe selected religion. Over’ the

. years, the individual decides whether to follow the guidelines. of that

religion or take another.

Peace: This value represents a-state of harmony desired by all socio-
cultural groups, since it seeks to create good relations between human
'beings reaching 2 state of tranquility without'conflict. Peace is achieved
-by respecting, tolerating and accepting the xdeas thoughts and acnons of
others.

. Equality: It refers to all individuals should be treated erqual'ly; That is, there

‘should be no exclusion to any person either by sex, sexual orientation,
physical, economic, social, among others. p

The truth: It is a necessary value in all societies to fivg: int perfect harmony.
“If consists in produicing interactions based on sincerity.

*
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This means that our words must corresi)ond ‘with our actions and our Environment of Business -
. behaviour. Truth involves being consistent with what is stared and what is ¥
carried out. -

9. Freedam. It refers to the ablllty of each person to act’ accordmg to his :
wﬂi as long as he complies with established: laws, in order not to harm | - Notes
»anythmg or anyone wlth their actions.

10. Filial love: This value s ‘related to the affection that- the father have’
towards his children. It is reflected through the cate and respect they "
profess to their descendants throughout their lives. ,

11. The beamy This value depends on the canons of each culture; Therefore,
: the concept varies from country to couniry.

What Europeans consider beautiful is not the same as-what Africans
= consider beautiful. -

12. Respect for others: This is a fundamental value for the development of
social relations, since it must-be known that it is not correct to appropriate
the goods or ideas of another person. \

13." The responsibility: This- -value refers to the ‘commitment you have to
something or sormeone. That is. it is the ablllty of people to make decisions .
" and take the consequences that they generate. -,

14. Tolerance: This is the ability to accept: the actions or ideals of people even |
when they do not agree with it. N
15. Empathy: Thls 1s about the ability of the human bemg to understand what
is happening to,another person it allows for the support and help needed

* to accept or overcome a situation. :
16. Respect for the elderly: This value is rooted in most cultures. It refers to
giving it the value that elderly people deserve.”
‘A key example of compliance is when an old man is put on a bus. on the '
* ‘Subway, or in a waiting room in a hospital. . . L
17. Justice: It refers to the follow-up :of die'set of rules, making a. person act' _
respecting the truth and giving each one what it con‘esponds to.| foN

i8. Gratu'ude It refers to the quallty of being grateful to the favors received |
' rby other individuals.
19. The generosity: 1t is the quality that human beings have to give without
expecting anything in return.
' 20. Punctuality: 1t refers to the effort that each person makes to arrive on time-|
to an appointment or.to deliver a job in the established time.

b

- 3.30. Variables of Socio-eultura'l

Culture. Indmdual values and habits can’ change mdmduals through contact
. with specific cultures # : .

Habits. That represent how to behave in response to a given situation.

. ’ F
N 4
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Beliefs and values. Belief refers to how we feel about something or someone.
Meanwhile, values are relatively long-standing beliefs and serve as_guidelines for
culturally appropriate behaviour.,

Number and growth of population. Increasing the populatlon mdeed provndes
more labour and demand for goods and services. On the other hand, it can lead to social
problems such as crime and poverty, especially when employment is inadequate.

Age composition. In some countries; productive age populations dominate
and provide opportunities for economic growth and demand for goods and services.
However, countries like Japan, the elderly population dominates.. It .presents
opportunitics as well as challenges for the economy and companies there.

— Geography. Populations may be concentrated in some geographical regions,

'| for example, on arable agricultural land or in industrial areas.

Ethnicity. A country, like Indonesia, consists of a variety of different ethnic '
and ethnic groups. It has implications for.various aspects such as language, culture,
habits, and tastes..

Household and family structure. The population of a commumty .can be
“broken down based on the number of children. . 3

-

Employment, for example, the composition of white-collar workers vs. blue-
collar workers.

Wealth and social class. People from different social classes can have different

values that reflect their posmon in society. .
I

3.31. Socio-cultural Environment Affect Business

‘Changes in several socio-cultural factors' may take 'yeam However, some’of .
them are chariging faster and more dynamically, for example, thanks to technological
developments

Socio-cultural factors continue to change.' That has iihplic’ations for the
opportunities and ‘threats that companies- face. And finally, these changes also
determine the company’s strategy that the company must choose.

~  Social and cultural change challenges companies to find more effective ways to
adapt to stay ahead of their competitors.

For example, changes in age composition affect changes in patterns of demand
for goods and services. As the elderly population begins to dominate, the need for
health services and pensions increases. Furthermore, changes in age composition

-also affect. recruitment ‘policies. Companies must face-more- elderly with reduced
‘| productivity. -

~ Different socio-cultural factors alsoinfluence business practices,. policies, and
activities.
Culture. influences taste and lifestyle. Therefore, cultire also influences’ the

types of products and services that businesses must offer.
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NATURAL AND TECHNOLOGICAL ENVIRONMENT

'3.32. Introduction ‘ o

“Technology is rapidly changing our world. It is bringing us advantages beyond

{ our grandparents 'wildest dreams. It seems that with each year the pace of change
qulckens Each new process or mvermon makes even further advances possible. Such
19th and 20th century inventions such as the telephone, the phonograph the wireless
 radio, the motion picture, the automobile, and the airplane only to enhance served
only to add to the nearly univérsal respect that society in general felt for technology.

*

3.33. Natural'and Technological- Environment

‘ The technolog:ca! environment is perhaps the most dramatlc force that creates
new technologies, creating new product and market opportunities. Technology has
released such wonders ‘as aﬂtlblotlcs., robotic - surgery, m:matunzed eiectromcs
smartphones, and the Internet,

i

: 3.34. Definition

+ The fechnological environment is perhaps the most dramatic force that creates
N . ) . - -
- ‘new technologies, creating new product and market opportunities.

* Technology has released such wonders as antibiotics, robotic surgery,
miniaturized electromcs, smartphones and the Internet. It also has released such
horrors as nuclear rmssn]es chemical weapons, and assault rifles. It has released such
mixed blessings as the automobile, television, and credit cards.

“Technological environment refers to the state of science and technology in
the country and related aspects such as rate of technological progress, institutional
-arrangements for development and application of new technology, etc.”

The technology consists of both hard technology (machines) and soft technology
{scientific thinking) apphed to solve problems and foster progress. It includes not

only the methods and’ knowledge needed to run and develop goods’ and services’ -

production and distribution but also the professional know-how and entrepreneurial
expertise. Technology means both innovations and inventions.

| 3.35. .Meaning _‘ | C

. Environment can be defined as a sum .total of all the living and non-living

elements and their effects that influence human life. While all living or biotic elements

- | are animals, plants, forests, fisheries, and birds; non-living or abiotic elements include
E water, land, sunlight, rocks, and air.

” 3.36. Features/Characteristics of Natural and
Technologlcal Environment

The main features of technologlcal environment are as follows:

e Technological environment is a component of macro or indirect actlon
onwronm_ent‘

Environment of Business

-
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. Technolog:cal environment changes very fast:

. Technologwal environment affects the manner in which the fesources of the
economy are converted into output. . . A

. Teclmologlcal environment is self-reinforcing. An invention in one place -

‘leads to a sequence of inventions in other places.
1
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"3.37. Technological Environment

Science a{nd fe_chnoldgy have profoo'ndly inﬂuenced_the course of .l_i_uman
civilization. Science has.provided us remarkable insights’into the world we live in
The scientific revolutions of the 20th century have led*to the emergence of many

-téchnologies, which promise to herald wholly new eras in many. ﬁelds As .we -

stand at the beginning of a new century, we have:to ensure the fullest use of . these -

dévelopments for the well bemg of our people.
With the development of assembly—lme mass production of automobiles and

household ap_phances, and the building of ever-taller skyscrapers, “acceptance of’
* innovations became not- only'a fact of everyday life but also a way of life in itself.

Society was being rapidly tmnsformed by increased mobility, rapid communication,
and a deluge of available information from mass media. Since the 1950s, technology
in R&D activities has also'advanced significantly. '

There are numerous factors that have contributed to these changes Rothwell and

Zegveld.( 1985) (Remdusma!xzar:on and Techndlogy, Longman London) 1dent1fy'
“three important factors:

1. Technology Explosion: Both authors surmise that 90% of our present
- _technical knowledge has been generated during the last 55 years. *

2. Shortemng of the Techmeal Cycle: The: technology cycle .includes
. scientific and technological developments prior to the traditional products
life cycle. These cycles have been slowly shortening; forcing companies to
focus their efforts-on- product development. As a result, the market life of

- a model of 2 motor cycle has reduced drastically. Earlier, a model proved.

to be-acash cow for an organization for years. But today companies are
launching new models every next year sometimes even within the same
financial year, o~ -

3. Globalization of Teehilology:- Countries of the Pacific Rim have
demonstrated the ability to acquire and assimilate technology into new
products. This has resulted in a substantial increase in technology transfer
in the form of licensing and strategic alliances.

L]

"3.38. Defining Technology

Technology denotes the utilization of the materials and 'proceSses necessary
to transform inputs into- outputs. People create technology and technology affects

‘people in turn, especially through the goods it produces-and the working condmons

it creates. Technology may be described as a set of specialized knowledge applled lo

achieve a practical purpose. : N

[
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The term technology is applied widely to objects as diverse as manufactunng
hardware, search procedures or anything found ‘inside one’s brain’ or skills possessed
by people Technology has been defined in many ways. It has been'defined as ‘the
ensemble of forces by which one uses available resources on order to achieve certain
valued end§’ and as ‘any tool or technique, any product or process, any physical

eé[uipment or-method-of doing or making, by which human capacity is extended.’ It .
‘is also défined as ‘the systematic modification of the physical environment for human |

needs’ as ‘the sum of ways in which a social group provides itself with the matérial

. objects of its civilization.’ (Random House Dictionary, 2nd edltlon)

The . definitions mentioned cover widely diversified: aspects. Puttmg all these

-aspects together we can say that technology encompasses the hardware (machines) .

and’ software (technique), which are:meant for particular purposes. Besides this,
it-also incliudes certain skills and knowledge, though often not mentioned, as they
are essential tosensure the effective and efficient use to technology. Technology is

embodied in tangible products such as machinery or industrial.complexes, or in legal |

documents such as patents, licenses or know how contracts. It may also be expressed
in'the form of a skill, practice, or even a technology culture;’ whlch is sometimes $o
diffused that it is difficult to notice.

means a process or the rendering of 2 service, including any integrally. assocnated

managerial and marketing techniques.” Thus, technology is a particle knowledge ’
-of how to do*and make thmgs Storper - & Walker (1989) defined technology as
technology refers to the general capabilities of human SOCletleS to transform nature-

into.useful products for. human consumption.’
Technology can be deﬁned through the followmg understandings:

L Technology 1s more than the ‘hardware’ or the non-natural Ob_]eCtS
manufactured by humans. i '

2. Technology includes *know-how’, i.¢.,.having the information, skllls and |

procedures necessary to design, produce or use technology. Such ‘*know-
how’.is not. sufficient in itself.

3. Technology is the. process' of manufacturing the hardware, which
includes the economic, social and political environments that make this
manufacture possible (for .example, an important part of understanding.a

. technological development is understariding how and, as a consequence,
why it is funded). ‘

| a, 'l_"echnology is the use of hardwere and people-in order to extend human

capabilities (for example, the use of automobiles leads to a system of
roads, gas-stations and driving laws. It-is, thus, ‘a combined system. that
extends the human capability of moving about)

5. Technology is'an ordered, rational effort to solve definable problems.

Technology énriches and eases daily life, but can carry with it unanticipated - ‘
side effects. It is important to consider the benefits compared with the costs—in terms |-
‘of reSources; value.and- money-before and during the development of a techaology.

There is always a (degree of risk involved, because of the difficulty in predlctmg all
the effects of a: partxcular technological development

-

+Adefinition that appears suitable was proposed by'UNCTAD (1979), .ktecl:'mology- .

Environment of Business
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Business Environment Technology invdlves four main elements: -

. 1. General theoretical and practical understanding of how to do things (social
knowledge).
_ 2. Objects (goods).
Notes 3. Installed techniques of production (processes).

4. The personal know-how and-abilities of workers'(skills).

3.39. Components of Technology

The transformation of natural resources into ‘produced resources can be
descrlbed in the following terms

- 1. Inputs: Natiral resources and produced resources (semi-finished products
and goods).

*

_ 2. OQutputs:.Produced resources.
r ' _ 3 Productiou"Activio: The mode of converting inputs:into outputs.
4. Technology: The transformer and the core of the transformatlon facility.
From the above perspective, four basic compenents ot‘ technology may be
1dent1ﬁed ’
Kahen 1994, 1995a, 1995!? 1996b: Kahen, Goel and Sayers, (1994) ‘IT an
National Development in the Third World’, Flﬁh International Conference of the
~ | Information Resources Management Association, 22 May-25 May, Texas. -
(1995a) ‘Modelling Global-Oriented ‘Energy Technology Transfer to DCs’,
Sixth Global Warming International Conference, 3-6 April, San Francisco.,
(1995b) “Modelling Optimal Allocation of Foreign Exchange for Technological
import Needs in DCs’, proceedings of the fifth conference on Monitory and Foreign
- Exchange Policies, 15-16 May, Tehran,
1. Technoware: Object embodied technology
: 2. Humanware: Person embodied technology
3, Infoware: Document embodied technology
4. Organware: Institution embodied technology
Technoware encompasses any tools and facilities. It consists of equipment,
- - machinery, vehicles, physical facilities, instruments devices, structures and factories.
‘Humanware consists of skills and knowledge, wisdom, expertise, proficiency,
¥ creativity; diligence, dexterity, ingenuity and so on. Infoware includes all kinds
of documentation and all accumulated facts and figures pertaining to process
| specifications, procedures, theories, designs, observations, etc. Organwaré comprises
allocationis, systematizations,. organizations, network communications, .groupings
and all aspects of management practice. All components interact with each other and
the phenomenon of technology becomes an active work.

3

M
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Fig. 3.3. Components of Technology
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3.40. Characteristics of Technology -

Technology has following prin{cipal characteristics:- a

1.

»

Itinvolves a particular set of elements for the production of a given service ’

~ or commodity.

2. Technology is a. dynamic phenomenon that changes over time to develop
' new methods of production and new products.

3. Any set of technology assoclated with a unique range of outputs in term of-
type, quantity and quality. _

4, Technology is characterized by the dynamic of incessant 1mprovement,
which means that it needs to be contmually improved.

57 Just as technology is determined by the designer, the environment and
;the user, it also needs to be looked at in terms of location (regardless of
which the definition of technology is used, it tends to differ according to
the place in question). > :

6. Technology is constantly replenishing able national resources.

7. It generates wealth, which in turn is the key to power (economic, social
and political).

8. Technology is the prime factor in domestic productivity and international
competitiveness.

9. It is a dnver of new alliances among academia,” business .and the
government.

10. Technology requ1res new managerial phllosophy angd practice
Technology Adoption '

s

Technology adBption is a process of making the technology fit for the
organization. In the process of adop'_tion'of technology, it is re-engineered or modified

Environment of Business
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-| drastic changes in its structure of management.

| Application of Technology |,

stgmﬁcantly to match the socio-economic and’ technological mtuatlon of the user
Adaptation of new technology also involves matching it with the charactensllcs of
technology utilizers or human resources, including workers/operators of technology.”
Sometimes it may even require changes in the management structure. As the company

shifts from labour intensive technology to capital intensive technology, it requires.
!

_ Technology Diffusion . _ _-‘ ' . .

" The extent of dlffusmn of atechnology at any given time is defined by the degree
to which it is being apphed at that time. Diffusion thus may be seen as the continuous
or. ‘gradual’ process of growth of the apphcatlon of 2 technology w1th the passage of
time. The rate‘of the diffusion of a techniology depends upon the characteristics of the

- country. Diffusion of mformanon about technology always precedes the diffusion of
technology. The better the diffusion of information, the easier will be the process of
diffusion of technology.

. Appropriate Technology -

‘No single ‘technology can be cons:dered approprlate for every country or
organization. What may be -appropriate. for ‘the US totally may be unsuited ‘for

| Bangladesh or Zambia, or what may be appropnate for HLL. may be misfit for KTC
*| (Ghari Detergent). Before the adaptation of technology its appmprlateness should be-

checked. To,produce the same product there can be a machine intensive and A labour - '
‘intensive technology.

Selection ‘of technology is merely a means to achieve an-end (objective). Thus,
if selection of technology does not solve the purpose, or if it has a high opportunity
cost, then it is obviously not appropriate. Capital mtenswe technology (machine
-intensive technology) has a strong emphasis on high mvestmem in machines and thus.
requires a considerably lesser amount of labour. On the-other hand, labour-intensive
technology places greater emphasis on the human: factor. Thus, technology shouid
"be selected on the basis of availability of labour and its cost. For'a technology to
be approprlate it should meet the technical; socio-cultural, political, anid economic
réquirements of prevailing situation. Its apprOprlateness can be judged on.the basis
of followmg criteria: .

Effectiveness
Affordability
Cultural Acceptability
Local Sustainability
Efficiency

A s o

Measurab'ility_(ifé impact and performance need proper evaluation)

There was a time when-the United Kingdom bagged the. maximum number -
of Nobel Prizes while Japan was getting wealthy. During this Japan was not giving
any-significant emphasis on basic research. Thus, wealth lies Tot in inventing and
discovering technology but in its application. Application of technology Tequires a set
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§ o es glonovation. el Rl bt
| Steam Engine R _James Watt .| 1770-80
Iron Boat ™ _ ‘Isambard Kingdom, Brunei. 1820-45
" | Locomotive ~ __ | George Stephenon | 1829
Electromagnetic Induction Dynamo | Michae! Faraday .| 1830-40
Electric Lighit Bulb * | Thomas Edison & Joséph Swan | 1879-90

B F

of spemﬁc capabilities. These capabilities are different i in nature fmm those:involived
in innovation or invention.. -

Technology also requires the ablhty to’ make effective use of technological
knowledge. Technological capabilities require better application of technology
including the ability to acquire, use, assimilate, adapt, change and create technology.
Four different kinds of technological capabilities are identified: acquisitive, operative,
adapnve and innovative. While operative capabilities pertain. to productlon know-

how, adaptive and ‘innovative capabilities relate to technologicai efforts that-are’

central to the effective assimilation of technology and to simultaneous’as well as

. subsequent adaptatlon to fit local c:rcumstances better.

Two examples of market 1nnovat10ns based on existing technology:

’ 1. The walkman - the invention'of the ‘walkman meant no new technologies, .
only a new application of technology.

2. The breakthrough of the Internet in the mid-90s; at that time this-particular
technology was already old. The breakthrough was a result of a convincing
constellation of applications. v Y

Changes in technology affects:’ (0 phys:cal devices (such as machines, tools,
instruments and equ:pment), and (u) techniques and working methods. Thus,
technology usually influences: .

'1. Employee training,needs

2. The nature of 'em;_ﬁloy_pes’ tasks
" 3.. Organizational structures

4, Efﬂpiﬁyee ]ob satisfaction and ettitlfdes towards work.

Table 1: Nineteenth Century Economic Development
Fuelled by Technologleal Innovatmns

: """‘*’W

3.41. Types of Technology

" ~

From an R&D perspectwe the company s technology can be of the followmg
types:
1. Core Technologies -
2. Complementary Technologies
" 3. Peripheral Technologies . N
4. Emerging Technologies

‘Environment of Business
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1. Core Technologies: The core technology is usually central to all or most.
of the company’s products, like, for instance, diesel engine technology is
central to Mahmdra & Maliindra.
2. Complementary Technologles. Complementary technologies™ are
additional technologies that are essential in product development. For
_ example, designing, shockers, deferential are complementary technologies
for automotive companles f '

3. Penpheral Technologies: Peripheral technology is defined as technology -
that is not necessarily incorporated into the product but whose application -
contributes to the business. Computer software, or microprocessor
technology ‘are peripheral technologies fog Mahindra & Mahindra. °

4., Emerging Technologies. These.are new to the company but may-have
lofig-term significance for the product. Alternative fuel technology is an
emerging technology for Mahindra & Mahindra:

It is important to mention that-what i is today an emerging technology will be a
peripheral technology in the future. Similarly, what is today a peripheral technology
can become a core technology tomorrow. As alternative fuels (bio-diesel, solar, etc.)
may be an emerging technology today but in the future as the prices of fossil fuel
will rise, alternative fuel technology will certainly become the core technology for

- the industry.

N L

3.42. Growth of Technology

Technological mnovatlon 1ncludes the process right from R&D to successful

commercmllzatlon in the marketplace Innovation is a process that covers a system’s
everything, from invention to its first conimercial use, and includes improvement in

existing technology.

Innovation is market driven. ‘Innovation can also involve improving the’

performance of the product’s/system’s technique by adopting a ‘change or using
alternative technologies. An innovative product also makes a leap.in the benefit-to-
cost ratio. [nnovation is’ a-systematic, organized, rational task usually carried out
many stages like analy51s tests, experiment, etc. ¢ '

Schumpeter’s theory argues that successful innovation brings about techno-
economic growth. He believes that innovation is necessarily linked to the entrepreneur

who derives new economic combinations by means of introducing five parallel types .

of changes: - .
. 1. Introducing new products

2. *Introducing new production functlons that reduce the input needed to
produce a given output :

3. Providing new consumers by opening new markets

b

Exploiting new sources of materials, and
5. Reorganiiing an industry. *
Companies that have established themselves as technical and market leaders have
displayed an ability to develop successful new products. Leaders in industries from




aerospace to pharmaceuticals and from motor cars to computers have demonstrated
their ability to innovate.
Table 2: Leaders in Industries

»

. Indus Market Leaders - 7|© * innovative Produts .
Aerospace . ' | Boeing - | Passenger Aircraft | ’
Pharmaceuticals | Glaxo-Wellcome Ulcer Treatment Drug -
| Motor-Car Mercedes, Ford .. ‘Car Design and Associated Product
Development
Con{puters Intel, IBM'and Microsoft Cdmputér Chip Technology,
' Hardware, Software

3.43. Deflnlng Growth - ,

Growth can be a.new invention, discovery, new ways of doing things, a new

prodict, new ways of servicing, new uses of existing products, etc. Myers and Marquis

(1969) (Successﬁd industrial innovation: Study of factors underlying innovation in
selected firms, National Science- Foundanon, NCF 69-17, Washington) have defined
innovation as:

“Innovation is not-a smgle action but.a total- proccss of terrelated sub-
processes. It:is not just-the concéption of a new idea, nor-the invention of a new
device, nor the development ¢ of a new market. The process is all these things acting
in an'integrated fashion.”

_The senior Vice President for research and development at 3M-defined creating

and mnovatlon as:

1. Creativity: The thinking of novel and appropnate ideas. ’

2. Innoyation: The successful 1mplementatlon of those 1deas within an
organlzatlon

Innovatlon can.be of many types. It can be Product Innovation (development
of a new product), Process Innovation (new manufacturmg process), Orgamzanonal
Innovatlon (new accounting procedure,. new type of structure), Management
Innovation (as Six Sigma, TQM, etc, ), Production ‘Innovation {new inventory
management techniques, JIT) Marketmg Innovation (a new sales approach, new
positioning strategy, innovation about new advertizement spots), { Service Innovation
(Internet Banking).

The lexicon defines innovation as the act of mtroducmg something new or
unusual. In the commercial sense it is better understood in the words of Peter F.
Drucker. Accordmg to him, innovation is “the task of endowing human and material
resources with. new and greater wealth-producing capacity”. In the context of a
developing country like India, this means a great deal. India has huge resources and
large human .capital. Yet the capac1t1es to transform these resources into wealth-
creating assets are often lacking. There is also a lack of innovative efforts to improve
capital’ output ratios which are far below the world standards.

-
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3.44. Classification of G'rowth ’ o .

1.

-

Relatéd to Product/Technology: An innovation could be ‘technology
push”or ‘demand puil’ or some combination of both. That is, did the 1dea
originate with the firm’s R&D activities of did it emerge in what m;ght be
called the marketing activities of the firm through the- 1dent1ﬁcat10n of the

need or the market opportunity. "

These innovations are generally related to'the produc‘t'itself. The Japanese
are leaders of technology and remain confident about the future because

Japan has a strong-indust_fial base-and a huge lead in R&D. The speed of

innovation in Japan is'much faster than in any.other country.

Related to Organization: Apart from the product or technology-related
innovations, there is one more important. category of innovation which
is more relevant to us today. They are inhovations which are initiated by
a need identified by the management within the organization but where .
this'need is not the customer’s need. These innovations are related not
to the product itself but the process or system, whlch makes the product
available to the customer. .

- The-organizations that do-not accept new technologies,and do not adapt,

themselves to accept new technologies will fall behind.

Innovation Diffusion through International Alfliances: Innovation
diffusion means the adopnon and implementation of mnovatlons It
is, affected by the results in changes within the orgamzatmn Alliances

‘between international companies over the past few years are acceleratina

the.innovation diffusion process in India. The joining of forelgn firms is’
creating stronger and more competrtwe companies through the interaction
of technical people, managers, manufactunng and research techmques

An example is the automotive- industry wherein global players are now’

_entering into license agreements, joint ventures, etc. with local Indian

players As a result of these international alliances, the -diffusion in

'mternanonal technologies: (robotlcs), management style (Total Quality

Management—»—TQM) and inventory methods (Just in Tlme—JIT) are
taking place.

? .
As a result of the opening up of the Indian economy, the country’s mdustry
has gained from innovations and regained its competitiveness.  *

Related to Work Culture: There is no doubt that companies competing
in today’s economic environment are forced to deal with ‘changes almost
on a daily basis. Culture is a key ingrédient for. change that is inevitable
when dealing w:th the implementation and development of infiovation.

How a company handles changes due to the adoption, implementation
and development of new products, ideas and techniques; determines how
well that firm will perform over time. Many traditional Indian corporate

-cultures are, barriers to increased speed. Speed is important for innovation
because of - the need to retain existing customers, compet(mve market
‘pressures, and changtng constumer needs. . -.,
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| -3.45. Organizational Characteristics that Facilitate the
| .

Innovative/T echnological Process

£
« To enhance mnovat:on an orgamzatlon requ:res the following charactenstlcs

1.."Growth Orientation: The companies whose ob]ectlve is growth are

.Innovation oriented.:

Vigilance: These orgamzatlons always keep an eye on-happenings in the
external env1ronment :

Commitment.to Technology: Innovative o'rgamzat:ons are commltted to
new technology. They exhibit patience in permitting ideas to germmate
and develop over time. They invest in promising ideas..

Acceptance; Every mnovauon isnot a h1t Innovative firms have to be |

ready to take that risk. *
Cross Funq_:tlonal Co-Operation: Inter-departmental conflict i$ a- weli-

1

Environment of Business
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documented barrier to innovation. A close functional co-operation is |

o ~ required between various departments as between R&D, production, and

marketing for continuous innovation in the organization.

Receptivity: The capability -of the orgamzatlon to be aware of, identify .
and take effective advantage of externally developed technology is the key

to effective innovative strategy. "o
Adaptability: The organlzatlon must be adaptive t6 innovation, which
may require changes in the management styles, work culture énd structure.

If an organization is:not adaptive, the innovation may prove to be futile.

"'Dlverse Range of Skills: Organizations require a diverse range of

spec1allzed SklllS and knowledge in the form of experts. s

‘Futuristic: Innovatlve organizations are future-ortented. They develop

the strategies and work on them for the distant future. They not only work
on projects of current importance -but also invest. significantly on basic

) , research for future-oriented innovations.
Jna lecture given to the Royal Society in 1992, former Chairman of Sony, Akio

Morita, suggested that unlike engineers, scientists are held high in esteem as science
provides us information which was prevnously unknown Techinology is an outgrowth
of science that fuels the industrial engine. And it'is engmeers and not scientists who
make technology happen.

In Japan, he argued, you will notlce that almost & every major manufactyrer is run.

. by an engineer or technologist. However, in the' UK; some manufacturing companies

y

are run by CEOs who do not.even understand thé technology that goes into their
; own products. Indeed, many- UK firms are headed by Chartered Accountants. With
the greatest respect to accountants, their central concern are statistics and: figures of -

&l ypast performance ‘How can an accountant reach out and grab the future if he or she is

! always looking:at the last quarter’s results.

.
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Strategic Innovation

. . - b . R . Lo
Strategic innovation is the process of creating new industries, opening new

" markets, and inventing hew categories. It is the business of envisioning your future
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and innovating ybur way there. R&D has to play a critical role in this. How committed
is your organization to the practice of strategic innovation? Some important things to
look for are: industry foresight, customer insight, an enabling process, future-driven
woi:k 'culnire, growth-motivated senior management, and corporate chameleons.
“Strategic Innovation” as a leadership discipline is an approach’ to strengthen
creativity and innovation concerning future business opponunlttes

3.46. The Impact of Growth of Technology on lndlan
Business Envuronment \

D'evelopment of India’s Rural Economy

An appreciable quantum of research has taken place in all sectors of agriculture
inclu&ing.crops, horticulture, natural resource management, livestock, fisheries and
agricultural engineering. Thé Technology-led developments in agriculture have made
India self-sufficient in food grains and-a leading producer-of several commodities
in the world. The Green "Revolution in crops, yellow revolution in oilseéds, white
revolution in"milk production, blue revolution in fish production and a golden
revolution in hort'iculture bear téstimony to the contributions of agricultural research -
and development ¢fforts undertaken in the country.

‘India has received worldwide acclaim in the field of agricultural research and
education. The agricultural research system has significantly contributed to growth
in productivity in almost all the sectors of agriculture. For instance,-with reference
to 1950, the gains in productivity are nearly 5.3 times in food grains, 1.6 times in
fruits, 2.1 times in vegetables, 5.6 times in fish (a.quaculture) 1.8 times in milk and
6.4 times in eggs Development of about 3,200 high y:eldmg improved varieties
of different crops and their production technologies and preservation of 2.2 lakh
germplasm accessions of agri-horticultural crops and their wild relatives for-future
use in breeding programmes, are some remarkable achievements of the National
Agncultural Research System. )

It is also revealing to note that _modem technologies have. contributed to saving
,of the area, other resources and inincreasing revenues and exports. For- instance;

[ modern varieties of rice saved nearly 39 n‘ulllon hectares and the wheat varieties

saved about 37 million hectares of area. -

l.. Green Reveolution: The Green Revolution, miarked by increases in o
productivity through the use of high yielding technology ‘and modern
inputs, has been instrumental i in the impressive gains of food grain output
in India. Food grain production increased almost four-fold from*about 50
million at Indépenidence to more than 198 million metric tonne in 1996-97:
Per capita availability rose from 395 grams per day to 578 grams in the
same period. The High Yielding Varieties (HYVs) of seeds forimed the
core of modern agricultural technology. In addition, over 500 private seed

- companies are engaged in their own research and-also supply seeds and
planting material to the farmers. :
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1,

2. White, Blue and Yellow Revolution: The third ‘phase of agricultural Environment of Business
growthi emanates from the diversification and commercialization of '
agriculture to high value crops, horticulture, floriculture, animal husbandry,
fisheries and sericulture. There has been commendable progress in the
field of dairy,. oilseeds, sugarcane and cotton.- With a 69 million tonne
produce India is one of the largest producers of milk in the world.

Milk production quadrupled from 17 million at Independence to 69 million
metric tonne at present (popularly known as the White Revolition). Fish
production rose from 7.5 million to nearly 50 million metric tonne during
the last five decades (Blue Revolution). Ollseed production increased five
times from around 5 million to 25 million metric tonne since Independence
(Yellow Revolution). Today, India is the largest producer of fruits-in the
world and the second largest producer of vegetables. -

Notes

Liberalization and technolog)}—led development have opened new vistas
for rural development. Indian corporate is now investing in agricultural
- technology. Companies like Pepsi, Macdonald’s, Godrej, SriRam, HLL
and ITC are investing heavily in agricutture. What the Indian government
couldn’t do for India’s rural economy in the last 55 years, ITC has done
with the help of information technology It uses information technology '
for: e

(?) Delivening real-time information and customize knowledge to
improve farmers’ decision-making ability to align farm output to
‘market demands and secure quality, productivity, and improved price
discovery.

(ii) Aggregating demand in the nature of a virtual producers’ cooperative
to access high quality farm inputs and knowledge at the lowest cost, .
and '

(iif) -Setting a direct marketing channel virtually linked to the mandi | - -
system for the purposes of price discovery, yet eliminating wasteful
intermediation, mult:ple handling and thus, reducing tfansaction costs |
and makmg logrstlcs efﬁcnent and cost eﬂ'ectwe

Thus, modern technology is not only bringing wealth to India and its mral parts
but is also generatmg various business Opportumtles for the Indlan corporate sector

Table 3: Top 20 Innovative. Compames in the World 2005 Poll of 940 Semor
. Execunves in 68 Countnes by BCG (Boston Consuitancy Group)

Response”
o 24.84%
L7
853..
'8.53
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B o I A
7 iBM - 5.29 ,
8 GOOGLE 5.18
9 P&G- . 421
10. |[NOKIA® L 4.21
11, |VIRGIN I T 4.00
_12.  |SAMSUNG | ’ . 389
.13 |WALL-MART | 324
14. |TOYOTA o " T 3m
15.  |EBAY L 2927
16.  |[INTEL L 270
17. | AMAZON ' .27,
1.  |IDEO . | | 216
19:  |STARBUCKS . 205
20.  |BMW L Ll
Source: Business week Online, 1 August, 2005 ° T
' . | N

'3.47.- Information Technology >

To evaluate the role of information technology in. businéss management
initiatives, Kumar and Dissel (1996} discuss the framework relating to the formation
of cooperative alliances. They assert that, orgamzatlons that. normally engage in
these alliances are driven by environmental forces in order to achieve a certain
goal. In relation to business management, the external force is competition and the
subsequent need to achieve a sustainable advantage over market competition. To
be able to collabourate between tradmg partners, organizations must communicate
through information technology to dramatically increase the information flow-and
processing capabilities [Lee, 1992]. Thus, the role of mformatlon technology can be

“described as ‘one of; enablmg and suppomng the collaboration between the- partners
and reducing the cost of commumcatlon.[Clcm_sor} 1992]. .

Therefore, it will be important to discuss the fole of an information system with

this new, “transformed” focus. Business’ management techniques are often closely
linked to the implementation of information technology. Simichi-Levi (2000) has

| identified three goals for the use of information technology as it relates to the busmess

» Gathering of information on each product, component and item as wéll as
order flowing in the business. ! . .

» Providing relevant information "'tOfevery participant by a single-point-of-

" contact access.

o .Analyzing the information available for bcttcr plannmg of activities inf the
supply chain.
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~+ Initially, most. of the attention and focus of business management tend to be
directed towards the physical movement and tracKing of goods. However, the scope

requires a broader ‘dimension to encompass, the flow of information as an integral

component of successful business management techniques. .

3. 48 Benefits of Information Technology (IT)

1.

Cost Saving Benefits: The 1mplementatlon of Internet based, business-
to-business communication is focused on the reduction of expenses.
Thesé IT based efficiencies are achieved only through the mtegratlon
of .information technology in an - -electronic purchiasing environment,
For instance, Internet marketplaces normally include online versions of
vendors’ cafalogues to reduce the cost of i)roduc'tfvendor'resea:ch through
search functions enabling buyers to compare offers from multiple vendors
of the same product. The buying. entity, comparing prites and products,
creates operatxonal efficiency and therefore, saving time and resources
rather than paging through paper catalogues and calling for quotes. This
leads to cost reductions realized from efficient dec:s:on—makmg, reduced

labour and lower product prices. ;

The implementation .of Internet-based business practices does not
necessarily increase network and communication costs. Access to the
Internet is relatively inexpensive with no incremental fee associated with
the frequency and length of information transfer, achieving a significant’
cost savings in comparison to traditional EDI- lmkages that incur

‘transaction fees through value added _netwo_rk providers.

Communication Benefits: Significant savings are promiseEl' to.
organizations tmplementmg Internet-related technologies, although direct
effect of Interet-based, business-to-business communlcanon is limited to
create more efficient information flow between companies. Specifically,

the Intemet provides a low cost alternative to acquire and exchange
. information between tradmg partners. ’ '

In addition, the labour resources required to complete these transactions

can bé reduced while maintaining an environmeiit -which promotes the -

accurate and consistent transfer of information through each of the partner
organizations. The benefits associated with Internet-based communication
achieve increased communication creatmg efficiencies for the participating
organizations. Customers .and suppliers will-realize reduced costs and

increased customer service through the reduction of ovérall order cost |

as well as compressed transaction time and dlrect connectmty between
trading partners )

Transaction Time Reduction Benefits: The time advantage achieved by

“Internet-based business-to-business communication is mainly a result of

reduced transmission time. EDI systems already reduced order lead times
in' comparison to paper-based ordering from days to minutes. However,
as opposed. to traditional EDI systems, Internet-based, business-to-
business communication reduces data transfer (e.g., inventory or order
status information) to-real time commumcapon between trading partners.’

"
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In brief, it can be asserted that Internet-based business communication
results in increased connectivity, reduced order cost and order times.

3.49, Operatlons Technology and Management of

Notes " Technology. ) _ _ _ -
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Operations technology focuses heavily on manufacturing and the development
of physical products. In the last few years there have been attempts by many esteemed
institutions to expand the research, course development, and course offerings in
information technology, supply chains, and service industries. -

The field:of technology operations management is concerned. WIth the design,
management, and improvement of operating systems and processes. As ‘we seek
to understand the -challenges confronting firms competing in today’s demanding:
environment, the focus of work has. broadened to-include the mulnple activities
comprising a firm’s “operating core™: -

The 'multi-function, multi-firm system that includes basrc research design,
engineering, product and process development and productlon of gooc{s and services "

within individual operating units;
The netfworks of information and material ﬁows that tie operatmg units together
and the systems that support these networks; "

[ 18

The distribution and delivery of goods and services to customers.

[ g k. LEGAL ENVIRONMENT .4 ]

3.50. Introduction N

All busmess occurs within a particular Jegal and regulatory énvironment. The
current legal envrronment in India spins on a variety of complex issies that have an
<impact on business: international trade, capltal galns taxces, unemployment aging
baby boomers, technology, employment “laws, and social concems such as health
care, childcare, and _]Ob training. This legal tapestry means busmesses must be ever
more vigilant to include consideration of the legal envrronment in their strategic
planning. The legal environment-is well recognized as one of the most significant
! inji_uences with which strategic plans must contend._ :
Origins of International Law - ) '

There,is no comptehénsive system of laws or regulations ‘forfguiding'liusiness
transactions between two countries. The legal environment consists of. laws. and -

| policies from all countries engaged in international corﬁmercial activity. Earlytrade

customs centered around the law of the sea and provided, among other things, for
rights of shipping in foreign ports, salvage rights, and-fréedom of passage. Durmg the

Middle Ages, international principles embodied in the lex mercatoria (law merch;mt) -
governed commercial transactions throughout Europe Although'laws ‘governing
intemational transactions were more extensive in some countnes than others, the
customs and codes of conduct created a workable legal stiucture for the protection
and encouragement of international transactions. The international commerce codes

in use today in much of Europe and in India are derived in part from those old codes,




Sources of International Law

The main sources of international commerc:al law are’ the laws of individual
countries, the laws embodied in trade agreements between or among the countries,
and the _rules enacted by.a worldwide or regiona! organization—such as the United
Nations or the I_El_lrope'aﬁ Union. There is no international regulatory agency or system

of courts uriversally accepted for controlling international business behaviour or |

resolving international conflicts among businesses or countries. ‘International law
éan be enforced to some degree through (1) the International Court of Justice, (2)
international arbitration, or (3) the ¢ourts of an individual country. However, the
decisions of those tribunals in resolving international busmess disputes can be
enforced only if the countries involved agree to be bound by them.

International Trade Agreements: Countries’ improve economic relations
through trade- agreemcnts that cover a variety of potential: commercial problems.
This helps the investment and trade climates among countries. For example, virtually
all industrialized countries have bilateral tax agreements-to prevent double taxation
of individuals and businesses: Two Important trade agreements for the US are the
North-American Free Trade Agreement (NAFTA) and the World ‘Trade Organization
(WTO).

North American Free Trade Agreement: The NAF TAi Isatreaty that was ratified
by the legislatures in Canada, Mexico, and the US and went into effect in 1994, It
reduces or eliminates tariffs and trade barriers among those nations. Although some
tariffs were eliminated immediately, many are phased out through the year 2009. The
industries most affected include agricultural products, automobiles, pharmaceuticats,
and textiles. NAFTA will create the largest free trade area in the world; 360 milljon
people. NAFTA includes a variety of issues not usually found in trade agreements,
such as protection of intellectual property and the environment, and the creation
of special panels to resolve disputes involving unfair frade practices, investment
restrictions, and environmental issues. NAFTA could eventually include North and
South America; 850 million people with over $18 trillion in annual. ﬁurchasing power.

Worid Trade Organization: For 48 years, the GATT worked to.reduce trade
barriers imposed by- the governments. The GATT focused on trade restrictions
(import quotas and tariffs); it pubhshed taniff schedules to which its signers agreed
Tariff sChedules were developed in multinational trade negonatxons or “rounds.” In
the most recent round—the Uruguay Round-124 nations. pammpated. The GATT
was replaced by the WTO, one of the most significant developments of the last round.
Since 1995,.the WTO has overseen the trade agreement and has a dispute-resolution

‘system, using three-person arbitration panels. The panels follow strict schedules for

rendering decisions. WTO members cannot veto decisions, unlike before unless they
withdraw from the agreement).

Environment of Business
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~3.51. Meaning

The legal env:ronment of busmess isa legal agenda. It is going to help” fo run

the legal process of the organizations. It is going to help you to make legal decisions
and run the organizational operations. Also, it enables the managers to run the whole

operational work smoothly.

The legal environment is helpmg the managers to analyze the legal boundary
of the operational works. And these are the only ways to help you deal with all

_government-related legal issues. You will know the limits and. limitations of the

| business through the legal ehvironments.

i

LY ¥

3.52. Définition

Legal factors are factors that essentially bind the society to the business owned,
The legal factors are the part of the legal environment that ensures that the business
is not causing any sought of-harm.to the people working:in it. Or the people in the
society who are. much likely to be affected | by this business setup. /

The laws which were passed by the government for. business operation'is called

| legal environment. In every country, the government regulates business activities.

These regulations of government are considered as legal environment.

"3.53. Characteristics of a Legal Environment of Buéiness *

1. The legal environment -of business -is -always free _from'external and
- internal threats. Moré than 23 countries implement their transport-oriented
rules regarding these policies. '

2. Every wing of the business sector is connected without facing any haze.
For this purpose, the proper communication between the inter-department
is lmportant t '

3. The nature of business is.dynamic. If the Govermnent rules and laws are

frequently fluctuating,- the business environment' faces several problems

regularly. . . 1
4. The loss prevention policies such as insurance are very strong in the legal ’
-environment of business of a certain country. It is mandatory to adopt thlS

rcgulat;on for at least 1 Cr or more than 5 Cr turnover businesses.

3.54. Legal System :

World distribu;ion of major legal traditions. The three major legal systems'of
the world. today consist of:civil law, common law.and religious law. Howéver, each
country often develops variations on éach system or incorporates mény other features
into the system. - | .y




P
1

A

f

Civil Law

Shamash (the Babyloman sun god) handed over l(mg Hammurabi-a code of
law. Civil law is the most widespread system of law in the world. It is also sometimes

Environmeni of Business |

known as'European Continental law. The central source of law that is recogmzed as |

authoritative are codifications in. a constitution or statute passed by leglslaturc to
amend a code. Civil law systems were mainly derive from the Roman Empire, and’

"~ more pa:’ucularly, the Corpus Juris Civil was issued by the Emperor Justinian ca.

"

529AD. This was an extensive reform of the law in the Eastern Empire, bringing it
together into codified documents. Civil law was also partly_ mﬂuenced by religious
laws $uch as Canon law and Islamic law. Civil law today, i in theory, is interpreted
rather than developed or made by judges. Only legislative enactments (rather than
judicial preCedents) are considered legally binding. However, in reality courts do pay
attention to previous decisions, especially from higher courts.

French, civil law: in France, the Benelux countnes, Italy, Spain and former |

colomes of those countries.

‘German civil law: in Germany, . Austria, Croatla Swntzerland ! Greece Portugal,
Turkey, J apan South Korea and the Repubhc of China.

_ Scandmav:an cml law: in Denmark Norway and Sweden, leand and Iceland
inherited the system from their neighbours.

Chineése law is 'a mixture of civil law and socialistlaw. } '
Common Law - ' S

ng John of England 51gned Magna Carta Common law and equity. Those
are systems of law whose sources are the decisions in cases by Judges Alongside,

every system will have a legislature that passes new laws and statutes, however these-|

. do not amend a collected and codified body ‘of law. Common law was developed
in’ England, infiuenced by the Norman conquest of England Wthh introduced legal
concepts from Norman law and Islamic law. Common law was later inherited by the
Commonwealth of Nations, and almost every former. colony of the British Empire
(Malta being an exceptlon) The doctrine of stare decisis or precedent by courts is the
* major dlﬁ‘erence to dodified civil law systems.

Common law is .currently in practice in Ireland, most of the Umted Kingdom
(England and Wales and Northern Ireland), Austraha India, South Africa,.Canada -
{excluding Quebec) Hong Kong and the USA (excluding Lou:s:ana) and many more
places. In addition to these, countries, several others have adapted the common law
system into a mixed system. For example, Pakistan and ngena operate largely on a
common law system, buit incorporate religious law. -

In the European Unlon the Court of Justice takes an approach mixing civil law’
" (based on the treaties) with an attachment t6 the importance of case law. One of the
most fundamental documents to shape common law is Magna Carta, which placed
llrmts on the power.of the English Kings. It served as'a kmd of medieval bill of rights
for the anstocracy and the judiciary who developed the law '

L
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Rellgious Law

Religious law refers to the notion of a rehglous system or document being used
as a legal source, though the methodology used varies. For example, the use of Jewish
Halakha for public law has a static and unalterablé quality, precluding amendment
through legislative acts of government or development through.judicial precedent;
Christian Canon law is more similar to civil law in its use of civil codes; and Islamic
Shana law (and Figh jurisprudence) is based. on -legal precedent and reasoning by
analogy (Qlyas), and is thus'considered a precursor to common law.

The main kinds of religious law are Sharia in Islam, Halakha in Judaism, and
Canon law in some Christian groups. In some cases these are intended purely as
individual moral guidance, whereas in other cases they are intended and may be used
as the basis for a countfy’s legal system.-The latter was particularly common diring
the Middle Ages. » :

The Islamic legal system of Shania (Islamic law) and Figh (Islamic Jurispnidence)
is the most w1dely used religious law, and one of the three most common legal

.| systems in the world alongside common law and civil law. During the Islamic Golden,

Age, classical slamic law had a fairly significant influence on the development of
common law, and also influenced the development of several civil law institutions.

3.55. Basis of Industrial Dispute_

}

The industrial disputes may be (1) Individual disputes or (2) Collective disputes.
Now Section 2A of the Act provides that where any employer discharges,

dismisses, retrenches or otherwise terminates the services of an individual work}na__n,

any dispute or difference between that workman and his employer.connected with, or

| arising out of such discharge, dismissal, retrenchment or termination shall be deemed

to be an industrial disputé even if no other workman, nor any union:of workman is a

“party to the dispute. A collective dispute may Telate to any of the following matters:

* Wages, bonus, profit sharing; gratuity, compcnsatoxy and’ other allowances.
e "Hours of work leave with wages and hohdays
¢ Rules of discipline, retrenchment of workmen, closure of establlshment
rationalization.
All collective disputes are industrial disputes and not vice versa. :

h

3.56. ‘Diéphte- Settlement

‘Authorities under the Act o [

The Act'provides for the constitution of various authorities for the purpose of
prevention and settlement of industrial disbutes. T-hese are as under:
e Works committee '
Conciliation officers L
Board of conciliation
Courts of inquiry
Labour courts

r
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_appearing to be connected with or relevant to an industrial dispute.
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e Industrial tribunals, and

+ National tribunals.

A brief description of .the constitution, powcrs and duties of the various:
authontles is as follows: -

u

"~ Work Committee (Sec. 3)

Section 3 of tHe Act empowers the appropriate: Government to constitute a
works committee by a general or. special order in a manner, which may be prescribed.
There are two condmons  which must 'be satisfied before a works committee can be
constituted: ‘ T

The estabhshment must be an mdustnal estabhshment

; One hundred or more workmen should either be presently employed or should
have been employed on any day in the preceding twelve months,

I The works committee must be composed of the representatives of the employers
and the workmen engaged in the- -industrial establishment and must be equal in
number. It is further provided that thé representatives of the workmen shall be chosen

L in the prescribed manner. and in consultation with the registered trade union.

EConclllation Officers (Sec. 4)

As in the case of a Works Committee, the constitution of Whlch is left to the
discretion of the appropriate Government, so also in ‘the case of conciliation officers -
the appropriate government may as per Section 4 of the Act, appoint by notification
in the official Gazette, such number of conciliation officers as it thinks fit. -

i o )
Board of Conclliation

In similar manner, a board of conciliation may also be constituted to promote

the settlemient of industrial disputes. A board shall consist of a chairman and two or |

{four other members, as the appropriate government thinks fit. The chairman shall be
‘an independent person and the other members shall be person’s appointed in equal
‘numbers to-represent the parties to the dispute on the recommendation of the parties
concerned. If any party fails to make a recommendation within the prescribed time,

' the appropriate government shall appoint such persons as it thinks fit to represent

that party. Conciliation- proceedings before a board are similar in nature to those

‘before a conciliation officer. But members of. ‘the boards of conciliation enjoy more |-

ipowers than those enjoyed by conmhanon officers. However, unlike a conciliation
‘officer, the board cannot admit a dispute in conciliation on its own; the board has no
jurisdiction until the government makes.a reference to it.

Courts of Inquiry (Sec. 6)

| The appropriate Government may, by notification in the official Gazette,
‘constitute a Court of Inquiry hereinafter called the court for inquiring into any matter

" Labour Courts (Sec. 7)

The appropﬁate Govemment may, by notificatiori in the official Gazette,

. constitute one or more Labour Courts for adjudication.of industrial dispute relating

E
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to any matter specified in the Second'Schedule. These courts shall also perform such
other functions as may be a551gned to them under the Act.

The Second Schedule

. Maiters within the jurisdiction of labour courts:

i

Fas

The propriety or legality of an order passed by an employer under the standing

| orders; ' R

o The application and mterpretatmn of standing orders,

. Discharge or dxsmlssal of workmen including reinstatement of, ‘or, grant of
relief to, workmen wrongfully dlsrmssed

¢ Withdrawal of any customary cgnce§s:on or privilége;

o Illegality or otherwise of a strike or lock-out;

» All'matters other than those specified in the Third Schedule;

e A labour court -shall consist of one person only to be appomted by the

appropriate Government. i

Industrial Tnbuna!s (Sec: 7-A) ; s

. The appropriate Government may, by not;ﬁcatlon in the official Gazette,
constitute one or more I_ndusmal Tribunals (hereinafter called the tribunals) for. the
adjudication_of industrial disputes relating to-any rnattel' whether'specified in the
Second Schedule of the Third Schedule and for performing such other functlons as
may be assigned to them under this Act. : o

The Third Sbhe’du_le ¢

«  Matters within the jurisdiction of industiial Tribunals: ' '

_ . j e Wages including the perlod and mode of payment

‘s Compensatory and other-allowances;
» Hours of work and rest intervals; _— ' o
 Leave with wages and holidays; ' - "
» Bonus, profit sharing, provident fund and.gratuity;
“*e -Shift working otherwise, than in accordance with standmg orders;
¢ Classification by grades;
. ,Rules of discipline; : P : ¥y
» Rationalization;
~ O Retrenchment of workmen and closure of establishment -and.
" 0. Any other matter that may be prescribed. .

National Tribunals (Sec. 7-B) oLk

-The Central Government-may, by notification in the official Gazette, constitute

“one or more National Industrial Tribunals (hereinafter called. National Tribunal)
for the adjudication of industrial disputes which, in the opinion of the Central
Government, involve questions of national importance or are of such a nature that
industrial establishments situated.in more than one State'are likely to be mterested in;
or affected by. such disputes [Sec.7-B (l)]

]
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Notice of Change ) ' BN
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The object of Section 9-A of the Act is to prohibit an employer from making
any change in the conditions of service appltcable to his workmen in respect of any
‘matter specified in the Fourth Schedule unless he has _complied with the following
conditions:

A notice in prescribed manner of the nature of the change proposed to be effected

must be given to the workmen likely to be affected by such change; and

A period of twenty-one days from the date of notice must have expired. The

appropriate Government has the power to include any other rules or regulations in’

this' categoty by notification in its.official Gazette. The matters in respect of which
notice is required are enumerated in the Fourth Schedule to the Act and are as follows:

Wages including the period ancl mode of payment..

Contnbutlon paid or payable by the employer to any prowdent fund or,

pension fund. . -

Compensatory. and other allowances .

Hours of work and other rest intervals. .
Leave with wages and holidays -

Starting, alteration or discontinuance of shtﬁ working otherwise than in
accordance with standing orders. . .

H el
Classification by grades. .
Withdrawal of any customary concessron or pnwlege or change in usage.
Introduction of new. rules of dlsc1plme or alteration of extstmg rules except

*_in so far as they are-provided in standing orders.
Rationalization, standardization or improvement of plant ¢ or techmque, wh1ch,.

is likely to lead to fetrenchment of workmen.
Any increase or reducnon (other than casual) in the number of persons

employed or to be employed in any:occupation or process or department.

or shift not occasioned by tircumstances over which the employer has no
control.

Award and Settlement

Award [Sec. 2 (b)]: 1t means an mterlm or & final determmatmn of any 1ndustnal
dispute or of any question relating thereto’by any Labour Court, Industrial Tribunal
or National Tribunal. It also.includes an arbitration award made'under Sec. 10-A.

Settlement [Sec. 2 {(p)]: It means

a settlement ammived at in the. course of a conciliation proceeding which may
be held by a conciliation officer or a Board or conciliation.

a written agreement between the employer .and “the workmen amved at
otherwise than in the course of conciliation proceedings.

Where such agreement has been s:gned by the partles thereto inthe prescnbed
manner, and

A copy thereof has been sent to an officer authonzed in this behalf by the
appropriate Government and the conciliation officer. ' -

The ‘Award’ of a Labour Court or Industrial Tribunal or National Tribunal
shall be in writing and shall be sngned by its prcsrdmg officer [Sec. 16(2}].
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3.57. Environniental Pollution

Wt .

Pollutlon is the mtroductlon of contaminants into an envnronment of whatever
predetermined or agreed upon proportions or frame of reference; these contaminants
cause mstabnhty, disorder, harm or discomfort to the physical systerns or living
organizms therein. Pollution can take the form of chemical substances, or energy,
such as noise, heat, or.light energy. Pollitants, the elements of pollution, can be
foreign substances ‘or energies, or naturally occurring; when naturally occurring,
they are considered contaminants when they exceed natural levels Pollution i is often
c!assed as point source or non-point source pollution, :

‘Sometimes the term ‘pollution’ is extended to include any substance when it

1 océurs at such _unnaturaily high concentration within a system that it éndangers the

- stability of that system. For example, water is innocuous and essential for life, and yet
at very high concentration, it could be considered a pollutant: if a person were to drink
an excessive quantity of water, the physical system could be so overburdened that
breakdown and even death could result. Another example is the potential of excessive

| noise to induce imbalance in a person’s mental state, resulting in malfunction and

psychosis; this has been used as a weapon in warfare.

3.58. Pollu_tion_‘COhtrol

Pollution control is a.term used in environmental management. It means the
control of emissions ‘and effluents into-air, water or soil. Without pollution control,
the waste products from consumption, heatmg, agnculture mining, manufacturing,
transportation and other human activities, whether they accumulate or disperse, will
degrade the environment. In the hierarchy of controls; pollution prevention and waste

(minimization are more desirable than pollution control.

Pollution Control Devices

* Dust collection systems '
o Cyclones .
O Electrostatic precipitators
O Baghouses
¢ ‘Scrubbers o
Q Baﬂ’le,spray scrubber
Cyclonic spray scrubber
Ejector venturi scrubber
Mechanically aided scrubber
Spray tower
Wet scrubber _
. Sewage treatment and Wastewater treatment
O APl oil-water separators
O Sedimentation {(water treatment)
O -Dissolved air flotation (DAF) |
O Activated sludge biotreaters ~
O Biofilters '

000 0 ¢
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* +
0 Powdered activated carbon treatment
s Vapour recovery systems -

Major Forms of Pollution and Major Polluted Areas o

The major forms of pollution are listed below along with the particular pollutants.
relevant to each of them: ' ‘

e Air pollution, the release of chemicals and particulates into the-atmosphere.
Commeon air pollutants include 'carbon monoxide, sulfur dioxide,.
chlorofluorocarbons (CFCs) and mtrogen oxides produced by’ industry and
motor vehicles. Photochemical ozone ‘and smog are created as mtrogen
_ox1des and hydrocarbons react to sunlight.:

o Water pollution, by the release of waste products and contaminants into
2 surface runoff into river drainage systems, leaching into groundwater, liquid
spills, wastewater discharges, eutrophication and littering.

e Soilcontamination occurs when chemicals are released by spill orunderground
leakage. Among the most significant soil contaminants are hydrocarbons,
‘heavy metals, MTBE, herbicides, pest:cldes and chlorinated hydrocarbons

"¢ Radioactive contammanon resultmg from 20th century activities in atomic
physics, such as. nuclear power generation and nuclear weapons research,
manufacture and deployment. (See alpha em:tters and actinides' in the
environment.)

= Noise pollution, which encompasses roadway noise, aucraﬁ noise, industrial
noise as well as high-intensity sonar. p

&

o Light ‘pollution, .which' includes light trespass,” over-illumination and
astronomical interference. -

- Visual pollution, which can refer to the presence of overhead power- llnes,

motorway biliboards, scarred landforms' (as from strip mmmg), open storage |.

of trash or municipal solid waste.

e Thermal pollution, which is a temperature changc in natural water bodies
caused by human influence, such as use of water as coolant in a power plant.

Thé Blacksmith Institute issues .annually a' list of the world’s worst polluted '

places In the 2007 issues the ten top nominees are located: in Azerbaljan China,

.'lndla Peru, Russia, Ukrame and Zambia,

"3.59. Sources and Causes

Motor vehicle emissions are one of the leading cduses of air pollution. China,

India, Russia, Mexico, and Japan are the world leaders in air pollution emissions;

however, Canada is the number two country, ranked per capita., Principal stationary
pol'luti'on sources include chemical plants,.coal-fired power plants, ¢il refineries,
petrochemical plants, nucléar waste disposal activity, incinerators, large livestock
farms (dairy cows, pigs, poultry, etc.); PVC factories, metal production factories,
plastics factorics, and other heavy industry. - T -

Some of the more common soil contaminants are chlorinated hydrocarbons

: (CHC), heavy metals (such as chromlum cadmium—found in rechargeable batteries,
.and lead found in.lead paint, aviation fuel and still. in some countries; gasolinie),

MTRBE, zin, arsenic and benzene. In 2001 a series of press reports culminating in
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a book called Fateful Harvest unveiled a WIdespread practlce of recycling industrial
byproducts into fertilizer, resulting in the contamination of the soil with vanous_
metals Ordinary municipal landfills are the source of many chemical substances

~ entefing the soil environment (and often groundwater), emanating from the wide
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Ecosystems . - .

variety of refuse accepted especially substances illegally discarded there, or from
pre-1970 landfills that may have been subject to little control in the US or EU. There

| have also been'some unusual releases-of polychlorinated dibenzodioxins; commonly

called dioxins for simplicity, such as TCDD:  , .

" Pollution can also be the consequence of 'a natural disaster. ‘For example,
hurricaries often involve water contamination from sewage, and petrochemical spills

from ruptured boats or automobiles. Larger scale and environmental damage .is not

uncommon when coastal oil rigs or refineries are involved. Some sources of pollution,
such as nuclear power plants or oil tankers, can produce widespread-and potennally
hazardous releasés when accidents occur.

In the case of noise poliutlon thé domipant source ¢lass is the motor vehicle,
producing about 90% of all unwanted'noise worldwide.. T

.

3.60. Effects .

Human Health B} ) -

Adverse air quality can kill many organizms including humans. Ozone poilution
can’ cause respiratory disease, cardiovascular disease, throat inflammation, chest pain,
and congesuon Water pollution causes approximately 14 000 deaths per day, mostly
due to contamination of drinking water by untreated sewage in developing countries.
Oil spills can cause skin irritations and rashes. Noise pollution 1nduces hearing loss,

"| high blood pressure; stress, and sléep disturbance.

£

» Sulfur dioxide and oxides of nitrogen can cause a01d rain which reduces the
_pH value of soil.- -
*e Soil can become _infertile and unsuitable for plants *This will.affect. other

orgamzms in the food web. .
. . Smog and haze can reduce the amount of sunlight received by plants to carry
out photosynthesis. '

» Invasive species can out compete native specles "and reduce b:odwerslty
Invasive plants can contribute debris and biomolecules. (allelopathy) that
_- can‘alter soil and chemical compositions of an environment, often reducing
¢ native-species competltweness

. Blomagmﬁcanon describes d situation where toxins may pass through trophic_

levels, becommg exponenuaily more concentrated in the process. \
( .

381, R_egulation and.Monitoring by Region

to mltlgate the adverse effects of pollution,

To protect the environment from'the adverse effects of pollution, many nations
worldwide have enacted legislation to regulate various types of pollutlon as well as

]
’
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The 'stroto Protocol is an amendment to the United Nations Framework
Convention on Climate Change (UNFCCC); an international treaty on global wanning. '
1t also-reaffirms sections of the UNFCCC. Countries which ratify this protocol ' . .
commit to reduce their emissions of carbon dioxide and five other greenhouse gases, " Notées . .,
or engage in emissions trading if they maintain or increase emissions of these gases. S
Atotal of 141 countries have ratified the'agreement, Notable exceptions include India
and Australia, who have signed but not ratified the agreement. The stated reason for
India not ratifying is the exemption of large emitters of greenhouse.gases who are .
also developing countries, iik% China and India. e ol
~ ** A UN environmental conference held in Bali 3-14 December 2007 with- the
* participation from 180 countries ‘aims to replace the Kyoto Protocol;, which will end
. in 2012. During the first day q'f the c'onfgrem’:e the USA, -Saudi Arabia and Canada
were presented 'wit_h the “Fos;sil-of-fhe-daylawar ", a symbolic 'bag of coal for their
negative impact on.the global climate. The bags included the flags of the-respective
| countries. B
{ China
A . -
China’s rapid industrialization has .substantially ir_zcgeased pollution. China ‘
has some relevant régulations; the 1979 Environmental Protection Law, which was
largely-modellked on'the Us legislation. But the environment continues to deteriorate: |. .
Twelve years after the law, only one Chinese city. was making an effort to clean up its
water discharges. This indicates that China is about 30 years behind the US schedule
of environmental regulation and 10 to 20 years behind Europe. In July 2007, it was
‘reported that the World Bank_reluctantly-p_ensored a report Tevealing that 7.50,000
people in China die’every year as a result of pollution-related diseases. China’s State o
Environment Protection Agency and-the Health Ministry, asked the World Bank to B ' )
cut the calculations of premature deaths from the report fearing the ‘revelation would '
\ provoke “social unrest”. o : "

|

. N

t : -

.
: . 2 .

Europe o ' I

In the 1840s, the United Kingdom brought onto the statute book’s legislation
to control water-pollution. It was extended to all rivers and coastal water by 1961.
However, currently the clean up of historic contamination is controlied under a
+  specific §tat_utory scheme found in Part IIA" of the Environmental Protection Act.
| 1990 (Part I1A), as inserted by the Environment Act 1995, and other ‘rules’ found in
regulations and statutory guidance. The Act came into force in England in April 2000. |

Within, the current régulatory framework, Poilution Prevention and Control
J (PPC). is a regime for controlling pollution -from ‘certain industrial activities.: |-
The regime iqtfodilces thé concept. of Best Available Techniques (“BAT”) to
environmental regulations. Operators' must use the BAT to control pollution from
their industrial activities to prevent, and where that is not practicable, to reduce to ' ;
acceptable levels, pollution to air, land and water from induftrial activities. The Best | ;
Available Techniques also aims to balance the cost to the operator against benefits '
to the enviroﬁmént. The system of Pollution Prevention and Contro! is replacing that

-
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of Integrated Pollution Control (IPC) (wh:eh was established by the Envuonmental
Protection Act 1990) and is taking effect between 2000 and 2007: The Pollution

.Prevention and Control regime implements the European Directive (EC!96!61) on
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integrated pollution preventlon and control. o . .

1ndui : - -

The India Environmental Protection Agency (EPA) established threshold
standards for air pollutants to protect human health on January 1, 1970. One of
the ratings chemicals-are given is carcinogenicity. In addition to the classification
“unknown”, designated levels range from non-carcinogen, to likely and known
carcinogen. Some scientists have said that the concentrations which most of these
levels indicate are far too high and the exposure of people should be less. In 1999, the
India EPA replaced the Pollution Standards Index (PSI) with the Air Quallty Index

'(AQI) to incorporate new PM2.5 and Ozone standards,

" A polluted ditch along Interstate 25 between Colorado Springs and Pueb]o
Colorado. :

The India Congress passed the Clean Air Act in 1963 to legislate the reduction
of smog and atmospheric pollutlon in general. That legislation, has subsequently
been amended and extended in 1966 1970, 1977 and 1990. Numerous state and
local governments have enacted similar legislation either implementing or filling in .-

-locally important gaps in the national programme. The- national Clean Air Actand

similar state leglslatlve acts have led to the widespread use of atmospheric dispersion

'modelmg in order to analyze the air quahty impacts‘of proposed major actions. |

~ Passage of the Clean Water Act Aiendmients of 1977 required strict: pemnttmg i
for ‘any contaminant dlscharge to nav1gable waters, and also required use of best"
management practices for a wide range of other water dlscharges 1ncludmg thermal

-pollution.

Passage of the Noise Contro! Act established mechan'lsms of setting emission

standards for virtually every source of noise mcludmg motor - vehicles, aircraft,
~certain types of HVAC equipment and major appliances: It also. -put local government

on notlce as to their responsibilities in land'use planning to address noise mltlgatlon
This noise regulation’ framework comprised a broad database detailing the extent of *
nois¢ health effects. : P '

The state of.California’s Of’ﬁce of Environmental Health Hazard Assessment
(OEHHA) has maintained an mdependept.llst of substances with product labelling

requirements as part of Proposition 65 since 1986,

With the 1990 Clean Air Act, the EPA began a controversial carbon trading
system in which tradabie nghts to emit a specified level of carbon are granted to-
polluters.

+

India has a-maximum fine of US$2§,000 for dumping toxic waste.

Caneda

I_n"Canada'the'regulation of pollution and its e'ﬂ‘eets.‘are monitored by a number
of organizations dépending on the nature of the pollution and its location. The three
levels of government (Federal — Canada Wide: Provincial; and Municipal) equally
share in the responsibilities, and in the monitoring and correction of pollutlon




3 62. Introduction

The world is changing to smaller. As the economic process continues, busmesses
are going to be given ‘opportunities and face challenges. It can have entirely different
political systems, economic systems, and-cultures, ‘Let's take a better look at the

things to provide you a clear concept of the global business environment.

363. Defintion -~

Global business environment can be defined as the socieal and task environment
ofan orgamzatlon which is influenced by the global forces. These global forces include
global labour, market, economic, technological forces, and global competition, legal
and political forces, etc.

3.64. l\ﬂeaning -

A global busmess is a‘company that operates facilities (such as ‘factories and

" distribution centres) in many countries around.the world. This is different from an

, international business, which_sells products worldwide but has facilities only in its.

)

E
i
|
'
4
]

home country.

5_.65. Characteristics of the Global Business Environment

S

The 0uitural Environment

Even when two people: from the same country communicate, there's always a

possibility of mlsunderstandmg When people from different countries get together,

that posubﬂaty increases substantially. Differences in communication styles reflect

differences in culture: the system of shared beliefs, values, customs, and behaviours
that govern the interactions of members of a society. Cultural différences create
challenges to. successful international busmess dealings. We explain a few of these
challenges in the following sections.

LY

Language-

« English is the international language of business. The natives of such European

countries as France and Spain certainly take pride in their own languages and cultures, -

but nevertheless English is the business language of the European community.
Whereas only a few educated Europeans have studied Italian or-Norwegian, most
have studied English.-Similarly, on the South Asian ‘subcontinent, where hundreds
of local languages and dialects are spoken, English is the official language. In most

corners - of the world, English-only speakers—such as most Americans-—have no-

problem finding competent translators and interpreters. So why is language an issue
for English speakers doing business in the global marketplace"

In many countries, only members of the educated classes speak English. The
larger population—which is usually the market you want to tap—speaks the local
tongue. Advertising messages and sales appeals must take this fact into account. More
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| because Nova in Spanish: means “It doesn’t go.”

1A Us apphance ad fizzled in the Middle-East because it showed 2 a well-stocked

.

_ .
 than one English translation of an advemzmg slogan has resulted ina humorous {and
perhaps serious) blunder. Some classics are listed in Table “Lost in Translation™,

Table 7: Lost. in Translation

‘In Belglum the translation of the‘slogan of an American auto-body company,
“Body by Fisher,” came out as “Corpse by Fisher.” .

A

‘Translated iinfo German, the slogan “Come Alive with’ Pep51” became “Come out
of the Gtave with Pepsi.” -

A US computer company in Indonesia translated “soﬁware” as “underwear A
German chocolate product called “Zit” didn’t sell well in 'the Umted States

An Enghsh-speakmg car-wash eompany in Francophone Quebec advertized itself
asa “lavement d'auto” (“‘car enema”) instead of the correct “lavage d’auto.”

A proposed new $oap called “Damty” in Engllsh came out as “aloof”, in Flemish
{(Belgium), “dimwitte” in Farsi (Iran), and “crazy person” in Korea; the _product |
was shelved.

One false word in.a Mexican commercial for an American shirt' maker qhange_d_,
“When 1 used this shirt, 1 felt good” to “Until I used this shirt, I felt good.”,

In' the 1970s, GM’s Chevy Nova didn’t get.on the road i Jin Puerto Rico, in. part

refngerator featurmg a large ‘ham, thus . offending the sensnbllrtres of Mushm
consumers, who don’t eat pork .

i

Furthermore relying on translators and mterpreters puts you as an international
busmess person ata disadvantage. You're privy only to interpretations of the messages
that you're gettmg, and this handicap can result in a real competitive problem. Maybe
you It ‘misread the subtler intentions of the § person with whom you're trying to conduct
busmess The best way to combat this problem is to study foreign languages. Most
people appreciate some etfort to commumcate in their local language, even on the
most basic level. They even appreciate mistakes you make resulting from a desire
to demonstrate your genuine interest in the language of your counterparts in foreign
countries. The same principle goes doubly when you're introducing yourself to non-
Enghsh speakers in the United States. Few things work faster to encourage a friendly
atmosphere than a native speakers willingneéss to greet a forei gn guest in the guest's
natwe language

-

"nme-'and Sociability ) , T

Americans take for granted many of the cultural aspects of our busmess pracnces

~-| Most of our meetings, for instance, focus on business issues, and we tend to start and

end our meetings on schedule. These habits stem from’a. broader cultural préference;
we don’t like to waste time (It was an American, Benjamin Franklin, who coined the
phrase “Time is money. ”) This preference, however, is by no means universal. The
expectatlon that meetings will start on tiime and adhere to precise agendas is common
in parts of Europe (especially the Germanic.countries), as well as in the United States,

1]




but elsewhere—say, in Latin America and the Middle, East—people are often late to
meetings. ,

High-'and Low-Conitext Cultures

Likewise, don't expect businesspeople-from these regions—or businesspeople
from most of Mediterranean Europe, for that matter—to “get down to business” as
soon as a meeting has started. They'll probably ask about your health and that of your
family, inquire whether you're enjoying your visit to their country, suggest local foods,

and generally appear to be avoiding serious discussion at all costs. For'Americans, .
such topics are conducive to nothing but idle chitchat, but in certain cultures, getting |-

started this way is a matter of §imple politeness and h'oépitality'

If you ever find yourself in such a situation, the best advice is to go with the
flow and be receptive: to cultural. nuances. In hngh context cultures, the numerous
interlocking (and often unstated), personal and family connecnons ‘that hold people
together have an effect on almost all interactions. Because people’s personal lives
overlap with their business lives (and vice versa), it's important to get to know.your
potential business partners as human beings and individuals:

By contrast, in low-context cultures, such as those of the United States Germany, *
Switzerland, and the Scandmavnan countries, ‘persoiial and work relationships are
more companmentallzed you don't necessarily need to know much about the personal
context of a person s life to deal with him or her in the business arena.

!ptercultural Communicatlon

Different cultures have different communication styles—a fact that can take

some getting used to. For example, degrees of animation in expression ¢an vary from’

culture to culture. Southern Europeans and Middle Eastemers are quite-animated,
favpuring expressive body language along with hand gestures and .raised voices..

Northern Europeans are far more reserved. The Engltsh for examplc are famous for

their understated style and the Germans for their formality in most business settings.

- In addition, thé distance at which one feels comfortable when talking with someone

varies by culture. People from the Middle East like to converse from a distance of a
foot or less, thile Americans prefer more personal space. ' v

Finally, while people in some cultures prefer to deliver direct, clear messages, |, '

others use language that’s subtler or more indirect.” North ‘Americans and most

‘Northern Europeans fall into the former category and many Asians into the latter. But

even within these catcgones there are dlfferences Though typlcally polite, Chinese
and Koreans are extremely direct in expressmn while Japanese are indirect: They use
vague language and avoid saying-“no” even if they do not intend to do what you ask..

They .worry that turning someone down will result in their “losing face,” and so they .

avoid doing this in public
This discussion brings up two important points. F1rst avoid lumpmg loosely

" related cultures together. We sometimes talk, for example, about “Asian culture,” but

such broad categories as “Asian” are usually oversimplifications. Japanese culture
is different from Korean, which is different from Chinese. Second, never assume
that two people from the same culture will always-act in‘a similar manner. Not-all
Latin Americans are casual about meeting times, not all Italians use animated body

language, and not all Germans are formal.
: &
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* among cultures, but don’t allow cultural stereotypes to dictate how. you interact-with .

Notes

In summary, learn about a country’s culture and use your knowledge to help
improve the quality of your business dealings. Learn to value the subtle differences

people from any culture Treat each person as an mdrvrdual and spend time getting to

" know what ke or she is about.

’

3.66. Summary I ’ ! .
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After liberalization in 1991, the whole. fice of Indian economy has changed
and there is a remarkable growth in national and per capita income. New
opportunities of employment have been generated in telecom, software, call.
centres, biotechnology, pharmacy, tourism, education, etc.

India has also signed various bilateral and multilateral agreemcnts with
countries like China, the ASEAN natlons Brazil, South Afnca Argentina,
Venezuela, etc. From 1991 the face ‘of Indian economy has changed
drastically. India’s economic growth in recent years has been robust

A vibrant .middle class with spending power has emerged and a new
generation of industrialists and entrepreneurs has begun to compéte globally.

‘With Gross Domestic Product (GDP) in nominal terms of US$692 billion in

2004, India now has the world’s tenth largest economy and is among top five

economies in terms of PPP. '
The economic environment of a country is ‘determined by Fiscal. Policy,
Monetary Policy, Foreign Trade Policy, Foreign Exchange Policy and

- Industrial Policy. These policies, in turn, are influenced by the prevatling

-

political environment.

Government- regulatlons and agencies at all levels of govemnmerit have had
a major impact-on how businesses .operate. In. order to manage business
activities in a ‘complex, ever-changing society, governinents at all levels
have created numerous regulatory agencies through the legislative process
Although the duties and function-of agencies vary, all influence day-to-
day -business practices. Frequently regulated business activities include

,compeutlve practices, industry specific activities, general issues of concern,

and monetary regulations. : - : .
Technology is rapidly changing our world. It is brmgmg us services facﬂmes _
and comforts beyond our grandparents’ wildest dreams. It seems that with
each 'year the pace of change quickens. Each new process or,invention
makes still other advances possible: There are numerous factors that have
contributed to changes. Three important factors are: Technology Exp],osron
Shortenmg of the Techmcal Cycle and Globalization of Technology.

Technology enriches and eases daily life, but can carry with it unanticipated
side effects. It is important to consider the benefits compared with the costs—

_ in terms of resources, value and money—before and during the developmem

of a technology. Technology involves four main elements:

- O General theoretical and practical understandmg of how to do 'things

(soctal knowledge).
O Objects (goods).
O Installed techniques of production (processes).
O The pérsonal and abilities of workers (skills).

w*
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- .~ ' Four basic components of technology may be 1dent1ﬁod as Technoware Environment of Business
| Humanware, Infoware and Organware.

o Technology. is productive if it appropriately suits requirem_ents. Before -
| " adaptation of technology, its appropriateness ‘should be verified.
- Appropriateness can. be judged-on the basis of criteria: Effectiveness,

Affordability, Cultural Acceptablhty, Local Sustainability, Efﬁmency and
Meéasurability.

e Wealth lies not in inventing and discovering technology buti in its apphcatlon
‘Application of technology requires a set of specific capabilities. Four different :
kinds of technological capabilities are identified: acqmsnwe operative, -
adaptive and innovative. *

e From an R&D perspectn;e a company’s technology can be of following

Notes

types:
o Core Technologies -
¢ Complementary Technologies

. O - Peripheral Technologies .

il ‘0 Emerging Technolog}es R !

X . Technology transfer is-a key issue in today s-global environment. It is |
the' transmission of innovations arising in one. firm or country to other. '
Technology passes from the innovator to one or more recipient, who thus
avoids the need to condict independent research, or to.develop projects, or
‘to test and evaluate the outcome of research.

! « ‘Technological innovation includes the entire process—from R&D in the

labouratory to successful commercialization in the marketplace and includes
‘everything from invention to its first commercial use to incorporating
improvement in exxstmg technology. Innovation can be viewed as process. It
can be viewed as new invention, discovery, new ways ‘of doing things, new |
product, new ways of servicing, new uses of existing products, etc.

& To enhance innovation in the organization, certain characteristics like:
Growth Orientation: Vigilance, Commitmént to Technology Acceptance, |
Cross Functional Co-operation, Diverse Range of Skl]ls and bemg futuristic
are required in the orgamzatlons P

|

|

!

{ , ¢ Technology helps gain an edge over competitors on all the four Ps of |

I Marketing: Product, Price, Place, Promotion.

| e Pollution control is a term used in environmental management. It means-the

- control of emissions -and effluents into air, water or soil, Without.pollution
control, the waste products from consumption, heating, agriculture, mining,
manufacturing, transportation and other human- activities, whether they

- accumulate or disperse, will dégrade the environment. In the hierarchy of .
controls, "pollution prevention and waste minimization are more desirable
than pollution control. '

» The total of external economic, social, political, technologlcal and polltlcal
forces affecting the business and its operations are known as business
environment. , o

e Features/characteristic of Business env1ronment (1) Totality of external
force, (2) Specific and General forces, (3) Interrelation, (4) Dynamic nature,

. (5) Uncertainty, (6) Complexity, (7) Relativity. .

. .

-
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. -Accordmg to Lionel ‘Robbins, “Economics is the science whach studies

human behaviour as a re]anonslnp between given-ends and ‘scarce’ means

- which have alternative uses.”
Nature .of environment economics: (1) Positive and Normative Aspect, |

(2) Micro and Macro aspect.

' Characters Features of Economic environment are: (1) Continuous Process, '

) Increase national i income, (3) Improve the standard of lwmg, (4) Economic
development utilizes national resource property, (5) Results'in a hlgh degree
of structural transfonnatlon (6) Results in Social Economlc Quality.. ?

. The' socio-cultural environment refers to trends ‘and developments in

changes in attitudes behaviour, and values in. society. It is closely related
to populations, lifestyle, tastes, customs, and traditions. These factors are

created by the community and often are passed down for one generation fo

another.

| .

Characterize: of socio-cultural .environment: (1) Rapid for tradition', Q)

patriotism, (3) the love of the family, (4) the religion, (5) peace, (6) equality,

(7) the truth, (8) freedom, (9) filial love, (10) the beauty, (11) respect for .

others, (12) the responsibility, (13) tolerance, (14) empathy, (15 respect for
elderly, (17) Justice, (18) Gratitude, (19) The generos:ty, (20) Punctuality.
“Technology environment refers to the state of science and technology in the
country and related aspects such as rate of tethnological progress; institutional
arrangements for developrient and application of new technology, etc.”

The main features of technologlcal environment are: (1) A component of
macro or indirect acnon environment, (2) changes very fast, (3) self-rein -

“farcing. . ,

Global business envmmment can be defined as the social and task env:ronment-
of an’organization, which is influenced by the global forces. These global
forces include global labour, market; economic, technological forces, and
global competition, legal and pohtlcal forces, etc.

Characteristics. of the global business. .environment: (1) the cultural
environment, (2) language, (3) Time and socnablllty, @) H:gh-and Low-
context cultures, (5) Intercuitural communication.

Ly .

3 67 Review Exerclses

1. What is mean by business envnronment’? '
2." Why is business environment called dynamic? Explain.

-3, Why is.it-said that business environment is uncertain?

4. Why is it important for business to unidirectional thelr env:ronment
Explain bneﬁy .

5. Bneﬂy dlSCUSS the ‘impact of govemment policy changes on busmess and
xndustry C .

6. How would vyou charactenze ‘business environment. Explain w:th
examples the difference between ‘general and speclﬁc forces.

" 7. Discuss how.the political system of the country can mﬂuence the economic

system of a ‘country.
8. Describe in detail: the charactenst:cs of the Indian Economy

;-

o, *
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20.
21..

22,
23.
24.
25.
26.

27

. 29,

30.
31.
32.
33.
34.
3s.
36.

'37.

38.

39.

40,
' 41,

- Write the main features of technologlca} env:ronment

—
s
e "

| D_escribe the charactm’iotics of Indian economy as in 'Jénuary 2005.

What do you mean ‘by.the term Potitical Environment?

‘What are the mam pharactensncs of political system?. Explam

Explain the ECOHOIIIIC Role of Govemment

?What is the need for govemment 1ntorvenpoo ‘in business? -~ oy

. Discuss about the political environment. What are its features?. .
. What are the different political systems? :

ol

Explain Political Risks of Global Business.
Why is Government Intervention required in Business?

Write a short note on: . s
(i) Foodand Drug Administration (FDA) -

* (i7) General Central Regulatory Agencies i ~ g
(#ti) Equal Employment Opportunity Commission (EEOC)

{(iv) Occupational Safety and Health Administration (OSHA)
Define socio-culture environment. : ' o

‘Explain variables of socio-cultural.. o

How does socio-cultural enviranment affect busmess" ’

What do you understand by Technelogy diﬁ"usmn‘? .
Define technology literacy.

Define Technology- and describe its components and charactensncs
What is Innovation? How will you classify innovation?’_
List the charactéristics that an organization should possess in order to have

a technology-driven strategy. : 2
*In today’s dynamic world it is only technologyf'mnovanon which ¢ éan |

glve strategic advantage.” Write a critical comment on this statement.

It is not the technology rather 1t is the technology application which:
provndcs the edge.” Write a critical comment on th;s statement.

What do-you mean by legal environment?

Wnte main characteristics of a legal cnwronmcnt of business?
What_‘are the sources of interational law? ) :
What do you understand by “Award”? '
What is the basis of industrial dispute?
What do you mean by purchasing power pL::rity? .
What are the causes of pollutions?

Ay

Explain about the legal environment and its sources. _
Discuss industrial disputes in detail. !
Write a short note on:,
(i} Civil Law

- (ii}) Religious Law ot N -

(ify Common Law

Define Global business env1ronment‘? : ¢

Explain characteristics of the Global Business Environment? = -

Environment of Business

_Notes
. ]

i
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4.0. Learning Objectives ‘

4.1. Introduction
4.2. Meaning

4.3. History

4.4. Definitions Under Competition Act

4.5. The Competition Act, 2002

4.6.. Remedies under the Competition Act, 2002
4.7. Conclusion ‘

e FOREIGN EXCHANGE MANAGEMENT. ACT (FEMA)

4.8. Introduction v

4.9. Scope of FEMA
4.10. Functions of the Reserve Bank of India
4.11. Authorized Dealings in Foreign Exchange and Securities—through the RBI
4.12, Capital Account Transaction
4. 13 Some Terms Used in FEMA

STOCK: EXCHANGES&ND ITS REGULATION - s s

4. 14 lntroductlon
4.15. Stock Exchange and the SEBI
4.16. Regulation of Stock Exchange . ;

LY

4.18. Major Stock Exchanges of India

4.19. Over the Counter Exchange of India (OTCEI)
4.20. Listing of Securities ' .
4.21. Badla System/Carry Forward Transactions’
4.22. Capital Issues (Contract) Act (CICA), 1947
4.23. Roles and Function of SEBI

4.24. Secondary Market and Various Intermediaries
TTRER s ECONOMIC POLICY,
4.25. Intruductlon
4.26, Flscal Pohcy

4.27. Monetary Policy

4.28. Industrial Policy

4.29. Industrial Policy Resolution 1948
4.30. Industrial Policy 1956 °

4.31. Industrial Poticy 1977
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1 4.36. Definition

]

d

4.32. Changes in the Industrial Policy - Smce11884

4.33. Industrial Licensing.

4.34, Import Policy ‘

4.35. Exports Policy - .

POLICY TOWARDS SICKUNITS ; -

7

4.37. Symptoms of Sickness
4.38. Causes

4.39. Criteria to Identify Slckneasflncrplent Sickness *
4.40, Reasons and their Consequences of Sickness
4.41. Prevention of Sickness
4.42. Summary

4.43. Review Exercises

2.0. Learning Objectives

After going through this unit, you will be able to:

Understand the competition Act 2002.

Know authorized dealings forelgn exchange and secuntres—through the RBI.
Discuss about Stock _exchange and the SEBL

Explain Industrial Policy Resolution 1948.

o Know criteria to identify, srcknessflnclplent sickness.

-

4.1. Introduction - r

A legal and regulatory framework may be viewed as a set of Eonstitutional .
legislative, regulatory, jurisprudential and managerial rules that together establish

the voting rights citizens use to elect representatives. Beyond the selection of public
officials, citizens often use elections to accept or reject legislative bills; governmental
decisions and resolutions. ;

Countries differ in the organization of their territorial, political and governmental
systems, which affects the design of their electoral frameworks. Similarly, the legal

- instruments and traditions upon which electoral frameworks.rest,__ vary. These factors

greatly influence the design and revision of frarhe\:.?orks.

4.2. Meaning

r

. Legal Framework means the framework of the Borrower establrshmg the CCT
Program and comprising among others the. followmg (a) Memorandum Circular No.
09, Series of 2007, for Creating the Ahén Pamilyang Pilipino Programme (APPP)
National Adv1sory Committees and Defining .- their Roles and Responsibilities;
(b)Admmrstratwe Order No. 16, Series of 2008, for Guidelines on the Implementation
of Pantawid Pamilyang’ Prlrpmo Programme (4Ps); (¢) Jom} Memoranduin Circular

. No. 01, Series of 2009, for Defining the Institutional Arrangements for the
Implementatron Monitoring and Evaluation of the Pantawid Pamllyang Pilipino,

Program (4Ps) as may be revised from time to time.«

74
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Business Environment Legal Framework means in this Annex “The compréherisive legal system for a
partlcular junsdxctlon established by any combination of the following: a constitution;
. ' “ ' primary legislation enacted by a legislative body which has the authority in respect of .
' s the jurisdiction; subsidiary legislation made by authorities authorised by the primary
' leglslatlon for such jurisdiction; policies, practices, or procedures implemented by
| authorities authorized. by the primary leglslanon for such jurisdiction; and. legal

{ precedent and customs applied by the courts.’ "
e « sTHE COMPETITION ACT 20027

Notes

"4.3. History

J

The Government of India in April 1964 appointed the Monopolies Inquir)"
-Commission under the Chairmanship of Justice K. C Das Gupta, a judge of the
Supreme Court, to inquire into' the ‘extent_ and effect of concentration: of economic
" power in private hands and prevalence of monopohsnc and restrictive trade practices -
in important sectors of economic activity other than agriculture..

To regulate advertising,.in. 1984, Parliament inserted a chapter on unfair trade
practices in the Monopolles and Restnctwe Trade Practices Act, 1969.

The Monopolies and Restrictive Trade Practices Commission was constituted
- in-the year 1970.

The Monopolles and Restrictive Trade. Pracnces Act 1969 had its genesis in
the Directive. Prmmples of State Policy embodied'in the Consntutlon of India. It °
received the assent of the President of India on 27, December 1969. The Monopolies
' and Restrictive Trade Practices Act was intended to curb the rise of concentration of  *
1 wealth in a few hands and of monopolistic practices. It was repealed on September
T 2009. The Act has been succeeded by The Competition Act; 2002.

The Competlt:on Bill, 2001 was introduced in Lok Sabha by Finance Minister .
Arun Jaltley on 6 August 2001

. 44, Definitions Under Competition Act

* Acquisition: Acqulsltmn means, directly or 1nd1rectly, acquiring:or agreemg
to acquire shares, votmg rights or-assets of ‘any enterprise or control over:
management or assets of any enterprise.

s Cartel: Cartel mcludes anassociation of -producers, selIers, distributors,

_ traders or service provlders who, by agreement among themselves, limit
+ control or attempt to control the product:on distribution, sale or pnce of
‘goods or.provision of services.
¢ « Dominant position: It means a position of strength; enjoyed by an enterprise,
inthe relevant market which enablés it to operate independently of competitive

» forces prevailing in the market or affect its competitors or consumers.in its

R ‘favour, .
® Predatory pricing: Predatory pncmg means the sale of goods or prov1snon

of services, at a price which is below the cost of production of the goods or
provision of services, thh a view to reduce competition or eliminate the
competitors.

k)
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& Rule of reasen. It is the analysis of ‘any activity under the challenge on the

' basis of business justification, competitive intent, market impact, impact on
competition and on consumer.-It is the logic behind the conclusion for any
order. S Y _

4. 5. The Competltlon Act, 2002 T,

The Competition Act, 2002 was énacted to provxde for the estabhshment of a

Comm:ss:on to prevent practices having adverse effect on competition, and to promote

. and sustain competition in‘the business environment and to protect. the interest of
consumers and also to ensure freedom of trade carried on by other participants in
markets' in India and for matters connected therewith. orincidental thereto..The

Competition Act, 2002 came into existence- m January, 2003 and the Competition |

Commission of India {CCI] was establlshed on 14 October, 2003. CCI consists of a
Chairperson and 6 Members appointed by the Central Government. CCI functions

- as market regulator for preventing and regulating anti-competitive practices in the |

country A Competition Appellate Tribunal was also established, which is a quasi-
judicial body established to hear and dispose of appeals against any direction issued,
or decision made by the CCIL { .

The. Act. was’ subsequently amended by the Competmon (Amendment) Act,

2007 and Competltlon (Amendment) Act 2009.. The' proyisions of the Competition |

Act relatxng to anti- competmve agréements and abuse of dominant position were
notified on-20 May, 2009. Introduction of the Act was a key. step towards facing
competition. The Competltlon Act, 2002 is not intended to prohibit competmon in

- '_the market. The leglsiatlon prohibits anti-competitive agreements, abuse of dominant |

-position and regulates mergers, amalgamations and acquisitions.

Elements of Competition Law

+  There are three major elements of a cgr_npeti'tion lew; ‘(a‘).lf\:nti-cpmpetitive

agreements; (if) Abuse of 'dominance; and (i) Merger, amalgamations and |

acquisitions control. -
Antl-CompetitIve Agreements r

" Anti-competitive agreements are those agreements that restrict competmon
Section 3 of the Competition . Act, 2002 prohlblts any, agreement with respect
to production, -supply, dlsmbutmn ‘storage, and acquisition.or control of ‘goods

or. services which causes- or is likely to cause an’ appreciable adverse effect on |
competition in India.-The term *Agreement’ is broadiy defined in section 2(b) of the -

Competition Act, 2002 and includes any arrangement or 'understanding or concerted
action, whether or not it is-formal, in writing or intended to be. enforceable by legal
proceedings. The agreements doés not necessarily .have to be a formal one and: in
writing or justifiable in a coutt of law-and an informal agreement to fix prices will be,
hit by the provisions of the Compeétition Act, 2002

X

Séction 3(2) of the Competition Act, 2002 declares that any anti-competitive
agreement within the meaning of section 3(1) of the COmpetltlon Act, 2002 shall be
void. The whole agreement is justifiable in a court of law and an informal agreement
to fix prices will be hit by the provmnons of the Competltlon Act, 2002..

Legal Framework

Notes
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Section 3(2) of the Competition Act, 2002 declares that any anti-competitive
agreement within the meaning of section 3(1) of the Competition' Act, 2002 shall be

. vo'idT The whole agreement is Construed as void if it contains anti-competitive clauses

having appreciable adverse effect on the competition. The term ‘appreciable adverse
effect on competition’ used in section 3, is not defined in the Act. However, the Act

| specifies 2 number of factors which the Competition'Commission of India must take

into account while detenmmng whether an agreement has an appreciable adverse
effect on competition or not.- _

Agreement between rivals or competitors is termed as horizontal agreements.
The most malicious form of an anti-competitive agreementlis‘ cartelization. When
rivals or competitors agree to fix prices or sharé consumer or do both, the agreement
termed as cartel. Besides horizontal agreements, there .can be antt—eompetltlve
agreements between producers and.suppliers or between producers and distributors.
These are referred to as vertical agreements. Vertical agreements too can undermine . '
competition in the market. :

According to section 3(3) of the Act, the klnd of agreements which would be
considered to have an apprecnable adverse effect on competrtlon would be those
agreements which- . .

Directly or tndlrectly determine sale or purchase pnces

» Limits .or- control productlon supply, markets, technical: developments,

investments or provision of servwes '

"» Share the market or source of production or provision of services by allocatlon

of infer-alia geographica! area of market, nature ‘of .goods or- number of
customers or any other, similar way; -

¢ 'Directly or indirectly result in bid nggmg or collusive btddmg

The agreements falling in section 3(3) of the Act shall be judged by ‘shall be

-presumed rule’ and onus to prove otherwise lies on the defendant.

Section 3(4) provides 'that“any agreement amongst enterprises or persons at,
different stages or levels of the production chain in different markets, in Tespect
of production, -supply, distribution, storage, sale or price of, or trade in goods. or
prowsmn of services, including (7} Tie-in agreement; (if) Exclusive supply agreement;
(iif) Exclusive distribution agreement; (iv) Refusal to deal; (v Resale _price
maintenance, shall be presumed an anti-competitive agreement, if such agreements
causes or is ltkely to cause an apprectable adverse effect on competition in India.

The agreements falling in section 3(4) of theé Act shall be judged by‘ ‘rule
of reason” and the onus lies on the prosecutor to prove its .appreciable effect on
competition in Indta

The section 3(5) ofthe Act gives due recogmtlon tothe intellectual property rights,

| which provides that the prohibition against anti-competitive agreements shall not

restrict the right of any person to restrain any infringement of, or to impose reasonable. .
conditions as may be necessary for protecting, any rights under the Copyright Act,
1957, the Patents Act, 1970, the Trade Marks Act, 1999, the Geographical Indications
of Goods (Registration and Protection) Act, 1999, the Designs Act, 2000 and the
Semi-conductor Integrated Circuits Layout-De51gn Act, 2000




Further the Competition Act, 2002 does not restrict any- person’s right to export

Legal Framework

from India goods under an agreement which requires him to exclusively supply,

dlstnbute or control goods or provisions of services for fulfilling export contracts.

Thus any agreement for the purpose of restraining infringement of such
Intellectual Property Rights or for imposing reasonable conditions for protecting such
rights shall not be subject to the prohibition against anti-competitive agreements.

Abuse of Dominant Pos;tnon : ‘

Section 4 of the Competmon Act, 2002 expressly pl‘OhlbltS any enterprise or
group from abusing its dommant position. The term ‘Dominant Position” inicludes a

position of strength, enjoyed by an enterprise or group, in relevant market, in India, .

which enables it to -

(@) Operate mdependently of competltlon forces prevallmg in the relevant
market; or - ! _

(b} Affect its competitors or consumers or the relevant market in its favour.

The terms ‘Dominance’ is‘also referréd to-as market.power which is defined as

the ability.of the firm to raise prices. or reduce output or does both independently of
its rivals-and consumers. ’

As per Section 2(r) of the Compehtlon Act 2002' ‘relevant market means the .'
‘market, which may. be determined by the Competition Commission.of India with |

reference to the relevant ‘product market’ or relevant geographical market’ or with
reference to both..

£

The Act requires that relevant product market is to be determined by considering;
physical characteristics or end-use of goods; the price of goods of services; consumer
preferences; exclusion of in-house production; the existence of specialized producers;
and the classification of industrial products. Further the relevant geographical market
is determined by considering; regulatory barners local spectﬁcatlon requirements;
national procurement policies; adéquate distribution facilities; transport costs:
language;  consumer preferences and need for secure or regular supplies or rapid
after - sales services. k

In short, there shall be an abuse of dominant position if an enterprise iridulges
1nto the below mentioned actlvttles— . ? '

Directly ‘or-indirectly imposing dxscnmmatory condmons in the purchase or

sale of goods or service, or setting prices in the purchase or sale (mcludmg predatory
pncmg) of goods or services; :

Lmntmg or restricting the productlon of goods or provnslon of services or

market therefore; or limiting technical or scientific’ developmcnt relating to goods or

services to the prejudice of customers;
Indulging in practlce or practices resulting in the denlal of market access;.

Making conclusmn of contracts subject. to acceptance by other parties of”

supplementary obligations, which has no connection with the subject of such contract

- Utilization, of the dominant position in one relevant market to enter mto or
protect another relevant market. ' _ . N

-~

3

Notes

Self-instructional Material

-

1i5




Business Environment

" Notes

b

~

116 . Sef-instructional Material

 control, shares, voting rights and as__sets, and mergers and amalgamations,

*

4
Section 19(4) of the Act empowers the Competition Commission of India“to
determine whether any enterprise or group enjoys a dominant position or not, in-
the relevant market and also to decrde whether or not there’ has been an abuse of
dommant position. Further. mere existerice of dommance is not:to be. frowned upon
| unless the dominance i is abused : ‘

Merger, Amalgamations and Acquisitions COntroI

The Competltlon Act, 2002 uses the word combinations to cover acquisition of

" Section'6 of the Competition Act, 2002 prohibits any person or enterprise from

| entering mto a combination which causes or is likely to-cause an appreciable adverse

effect on competmon within the reievant market 1 in India and if such a combmatlon

is formed it-shall be void. - e

Further Section 6(2) provides that any person or enterprise, who. or which
proposes to enter into any-combination, shall give a notice to. the Competition

| Commission ‘of India, disclosing details,of the proposed combmatlon in the form,

prescnbed and-submit the form together with the’ prescnbed fee within 30 days of-

—. Approval of the proposal relating to merger or amalgamatlon by the
Board of Directors .of the enterprise concerned with such merger or
amalgamation, as the case may be; o

"~ — Execution of any agreernent or other. document for acquisition, acqumng
of control. R vy

The. Competition Act, 2002 also sets a threshold ‘below whrch a’ merger, .

- acquisition or acqumng of control rs not regarded as a combination.
-Section 30 of the Competition Act 2002 empowers the Competition Connmssron )

of India to determine whether the disclosure made to it under section 6(2) of the Actis
correct and whether the combmatlon has, or is hkely to have, an appreciable adverse.

effect on competition in Indla Uporn, receipt of notice for a proposed combmatron

the Commission must review the combination within: t1ght time limits or else the
combination is deemed to have been approved ording to Section 31 of the Act, the
Competition Commission of India may allow the combination if it will not have

‘any appreciable adverse effect on. competition in India or pass an order that the_

combination shall not take effect, if in its opinion, such combination has or is likely
to have an appreciable adverse effect on competition. -

The provisions of Section 6 do not apply to share subscription or ﬁnancmg
facility or any acquisition, by a public financial institution, foreign institutional
mvestor bank or-venture capital fund, pursuant to any covenant of a loan agreement
or 1nvestment agreement. : r -

‘'4.6. Remedies under the Competition Aet 2602

CCI can be approached to report any ‘unfair competltlon practices. CCI is also
ernpowered to act’'suo-moto or on the reference .

¥
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g Sectlon 32 of the Competition Act, 2002 empowers the CCI to take action with

. * respect to conduct that has occurred outside India and with respect to the parties
located outside India provided that the condict had an appreciable adverse effect

[ on competition in the relevant market in Ind_ia. In suppott of this provision, Section ‘ Notes
18 the Act empowers the CClI to enter into a memorandum or arran'ger'nent with any ' )

agency of any foreign country with the prior approval of the Céntral Government.

' Private - cnterpnses as well as government’ " owned | enterprises and even

govemment departments are covered by the prov1srons of Competition Act, 2002.

'An enquiry or compliant could be mltlated or filed before the Bench of CCI x
if within the local limits of its jlll'lSdlcthtl the respondents actually or voluntarily
resides, carries on business or works for personal gain, or where the cause of action | -
-wholly or in part arises.

~—t
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Competition Advocacy , -

The fourth element of a‘competition law is competltlon advocacy. Competmon
Advocacy is most crucial component of Competition Law. Central Government/State k.
Government may seek the opinion of CCI on the possibie effects of the polrcy on
cornpetmon or any other matter. In this context Sectlon 49 of the Act envisages that
to-the-CClI for its opinion on possible ef’fect of such'a-policy on the competition, or
any-other mattér. On receipt of such a reference, the CCI shall, give its opinion on it | ..
to the Central Government/State Government; within sixty days of making of such
a-reference and the Government may'formulate_policjr as*it deems fit. The roleof
‘CCI is advisory and the opinion given by the CCI shall not be binding upon the
Central Government/State Government in formulating such a policy. Further the Act
provides that the-CCI shall take suitable measures for the promotion of competition
advocacy, creating awareness and imparting training about competition issues.

COnﬂdentiallty . ' '

The Competition Act, 2002 recognizes “that mfonnatlon -Teceived by the CCI
could be commercrally sensitive and its disclosure could result in harmtothe busmess

t 7 Section 57 of the Act provides that no mfonnatron relating to any enterprise
shall be disclosed without the prior written permission of the enterprise, except in {. ' 5
compliance with or for the purposed of this Act or for any other law for- the time being -
in force. Thus it provides to enterprises the protection of confidentiality. !

rl .

“Penalties ,

o s The CCI has powers in relation to anti-competitive agreements and abuse of | 7
i dominant positions. If the.CCI finds that"there is -an unfair comipetition practice,
which caused or is hkely to cause an- apprecmble adverse effect on the competition in 5o

India, it may pass all or any of the following order—

— A cease and desist order, which’ drrects the pames mvolved in such
agreement or abuse of a dominant posrtlon to dlscontrnue acting upon

B - : - _ Seif-Instructional Material 117
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‘Central government to pass regulations and rules relating to foreign exchange in tune

1 on foreign exchange in India, as a result of economic hberallzat:on +FEMA served

+

Yy
= +

- suchagreement and not to re-enter such-agreement, or to discontinue such
abuse of a dominant position, as the case may be;

An order which imposes a. monetary penalty, as deemed fit but that-does
not exceed 10% of the average turnover for the last three preceding’
financial years, on each party to the agreement or abuse. Provided that in
case of a éartel, the'CCI may impose on each producer, seller, distributor,
trader or service provider included in that cartel a penalty of up to three
times its profit for each year of the continuance of such agreement or 10%
-, its turnover for.each that it continues such agreement, whichever is higher;

An order directs that the agreement must stand modified to the extent and
in the manner that may be spec:ﬁed in the order;

-

An order that directs compliance with its orders and directions, including
payment of costs;

W

An order that directs the division of an enterprise that is abusing its
dominant position to ensure that it can'no longer abuse its dominance; and
1

Any order or direction as the CCI deems fit.

Further, any' pérson-may apply to the Competmon Appellate Tribunal for the
recovery of compensation from any enterprise for any. loss or damage shown to have
been suffered by such person as a result of the enterprise ~

~ Violating direétions issued by the CCI;

-— Contravening, with no reasonable ground, any decision or order of the CCI
issued under sections 27,28, 31, 32'and 33 or any condition or restriction
_subject to which any approval, sancticns, directions or. exemption in
relation to any matter has been accorded, gwen made or granted under
the Competition Act; or

.— Delaying in carrying out such orders or directions

47 ‘Conclusion

. The Indian Competition Act, 2002 is very much comprehensive and enacted
to meet the requirements of the economic gro&rth and international economic
developments relating to- competition laws. The leg:slanon is in synchromzatlon
with other policies such as trade pollcy, FDI norms, FEMA etc. which would ensure

g'%FOREIGNiEXCHANGEzMANAGEMEN'E%ACT“(FEMA)

r

4.8. Introductlon
" FEMA is a fegulatory meéhe_mism that enables the Reserve Bank of India and the

with the Foreign Trade policy of India. FEMA was done in order to relax the controls -

to make transactions for. external trade (exports and 1mports) easier — transactions
involving current account for external trade no longer required RBI’s permission.
The deals-in Foreign Exchange were to be ‘managed’ 1nstead of ‘regulated’. The.




switch to FEMA shows the change on the part of the government in terms of foretgn
capttal :

x

_ The Foreign Exchang’e Management Act (FEMA), 1999, has been enacted as
a part of the ongoing liberalization process: The Act was implemented w.e.f: JTune 1,

2000. Forelgn éxchange control was first introduced in September; 1939 under the -

Defence of India‘Rules. The Foreign- Exchange Regulation-Act was introduced in
1947, whnch ‘was replaced with the Foreign Exchange Regulatnon Act in1973 and in
2000 by FEMA.

‘Ditference between FERA and FEMA
' The object of the FEMA Bill is to consolidate and amend the law relating to

foreign éxchange, with the objective of facilitating external trade and payment- and’
for promotmg the orderly development and maintenance of the foreign exchange__

market i IndiasThe primary differences between FERA and FEMA are:-

1. The objéct of FERA was to conserve forelgn exchange and to prevent 1ts
misuse, The object of FEMA is to facilitate external trade and payments
and maintenance of foreign exchange market in India.

2.

-

a civil offence. X

Offences under FERA were not- compoundable while offences under
: FEMAarecompoundable

Citizenship:was a criteria.to. determme the residential status of a person
under FERA, - while stay of more than 182 days in India is-the criterion to
. decide residential status under FEMA. -

Provision in respect of Basic Travel Quota (BTQ) busmess travel export

s

FEMA. , , . N

- % 6. Almost all current account transactions are ﬁ'ee, except a few.

4.9, Scope of FEMA‘

FEMA provndes
CL

#

Free transactions on current account Sl.lb_]CCt to reasonable restncttons that
maybe imposed. :

The RBI controls over capital-account transactions.

Control over realization of export proceeds. '

dealer/money; changen’offshorc banklng unit.
5. Adjudication of Offences.’ '
6. Appeal provision including Special Director (Appeals) and Appellate

Tribunal.

bl .

Directorate of Enforcement.

‘Violation of FERA was.a cnmmal oﬂ‘ence whereas v1olat10n of FEMA is |,

commnssmn gifts, donation, etc. has beén con51derably enhanced in |

Dealing.in foreign exchange through. authorized- persons like authonzed'

Legal Framework
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4.10. Functions of the Reserve Bank of india

FEMA envssages that RBI will have a key role in the management of . forelgn
exchange The main functions of RBI undér FEMA are:

1. Control over dealing in foreign exchange by giving general or special
permission for dealing in foreign exchange, excluding those cases where
specific- provisions. have been made into an Act, rules or regulatlon -
Section3. . . . .

2. The RBI cannot impose any restriction on’current account transaction.

3. Specifying conditions for payment in respect of capital account transaction -
. - Section 6 (2). '

4. Regulate/prohibit/restrict the following by i 1ssu1ng regulatlons (:) Transfer
or issue.of foreign security to resident and Indian security to non-resident,
(i) Bon'owmg and lending in foreign exchange ortoa forelgn person,
(i) Export/Import of curréncy or- currency notes, (iv) Transfer of
immovable property outside India, (v) lemg guarantee or- surety where
foreign exchange transaction is involved — Section L 6(3).

5. Specify (by regulation) period and manner in which foreign exchange due
from export of goods and services should be receivéd — Section 8.

6. To grant exemption from realization and repamanon in cases. spemﬁed_
under Section 9. These cover provisions in respect of possession of. fore1gn
currency or foreign coins, foreign currency accounts, foreign exchange
acquired from employment, business, trade, services, etc:

7. Granting authorization to ‘Authorized Person’ to deal in forelgn exchange
. to give direction to them and to inspect the authorized person — Secuons _
10, 11 and 12.

8. To make regulatlon Secnon 47.

¥

. Today, the rupee is convertible on current account. This theans all current

-income (including rent, dividend, interest, salary, etc.) is repatriable,-even in cases .
where principle amount is not repatriable. Today many important currencies like =
Dollars (USA), Pound Sterling, Euro, DM, Yen, Lira; efc: are freely convernblc All

1 this limits the role of FEMA. Now it is no longer cumbersome to deal in Forex. Any

authonzed person or agency can deal in any currency

4.11. Authorized Dealings in Foreign Exchange and
Securities~through the RBI

The RBI delegates its power to authorized pérsons to deal in foreign. exchange
with suitable guidelines: B

Authorized Person

Section 2(c) states that an- authonzed person’ means an authorized dealer, .
money changer, off-shore banking unit or any other person authorized under section
10(1) to deal in forelgn exctiange and foreign securities. Generally, all nationalized
banks and foreign. banks are appointed as ‘Authorized Dealers’ to deal in' forelgn
exchange




-
E

Money changers are authorized by the RBI only to purchase foreign currency in
the form of traveller’s cheques, notes or coins or sale of foreign currency in the form

of coins and notes. .

The RBI may, on an application made to it in this behalf, authorize a person to
be recognized as authorized to deal in foreign exchange securities, as an authorized
dealer  money changer or off-shore banking unit, or in any- othcr manner as it deams
fit.

-An authorization under this section shall be in writing and shall be subject to the
conditions laid down therem :

An autherization under sub-section (1) may be revoked by the Reserve Bank of |

India at any tlme if the RBI is satisfied that
I. Itisinthe pubhc interest. ' )

2. The authonzed person has failed to comply with the condition subject
to which the authonzatlon was granted or has contravened any of the
provisions of the Act or any rule, regulation, natification, direction or order
made thereunder, provided that no such authorization shall be revoked on
any ground referred to in clause (b) unless the authorized person has been
given a reasonable opportunity of making a representation in the manner.

-

Export of Goods and Services

Regulations relating to the export of 'goods and services from India are contained
in the Foreign Exchange Management (Export of Goods and Servrces) Regulatmns
2000. S

~ Every exporter of goods or software in physical form or through any other form,
either directly or mdlrectly, to any place outside India, other than Nepal and Bhutan,
shall furnish to the spemﬁed authority, a declaration in one of the forms set out in the
Schedule The declaration should be submitted within 21 days from exports.

Such a ‘declaration should be supported by- evrdence specified, containing true

‘and correct particulars of the material:

s the full export value of the goods or software; or

o if the full export. value is not ascertainable at the time of export, the value |
which the exporter, having regard to the prevailing market conditions,”

expects to recéive from the'sale of the goods or the software in the overseas
market, and affirms in the said declaration that the full export value of goods
or the software has been or wil} within the specrﬁed period, be paid in the
specific manner.
Every exporter of services shall furnish to the RBI or to such other authorities, a
declaration in such form and in such a manner as may be specified containing the true
and correct particulars of material in relation to payment for such services.

Possession and Retention of Foreign Currency

Under FEMA, restrictions prevail only for physical possessmns and retention
of foreign currency and not in respect ofrthe foreign currency kept in permissible
account with authorized dealers_ (banks).

Notes
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1. ~An authorized person can retain and possess foreign currency and coins
within the scope of his authonty without any limit;

2. Any person can possess foreign coins w1thout limit;

3. A person residing in India can retain forelgn currency notes, bank notes
. and foreign currency travellers’ cheques up to a certain limit as prescnbed
by the RBI; .

4. A person residing in India but not permanently resident therein may
possess without limit, foreign currency in the form of currency notes, bank

owned by him when he was a resident outside India and has been brought

makmg the declaration when required. . .

¥

Flealizat:on and Repatriation of Foreign Exchange .

w

A person ‘residing in India to whom any account of forelgn exchange- is ‘due

foreign exchange w;thm such'period and i in such manner as may be spe(:lﬁed by the
RBI. : L
Exemption from Realization and Repatnauon in Cerfam Cases .

“The prowsnons are not applied to the followmg situations:

1. Possession of foreign currency or foreign coins-by any person up to such
limit as the Reserve Bank may specify;

persons and up to the lirnit which the Reserve Bank may speclfy,
3. Forelgn exchange acquired or received before July 8, 1947 or any income

pursuance of a general or special perrmssmn granted by the Reserve Bank;

" 4. Foreign exchange held by a person resident in. India up to such a limnit as
the RBI may specify, if such forengn exchange was acquired by way of "gift
or inhefitance from a person referred to in Clause;

5. Including any income arising there from;
*  6.. Foreign exchange acquired from employment; business, trade, vocation,
services, honoranum gifts, mhentance or any other legitimate means up
to such limit as the RBI may specxfy '

~ 7. Such other receipts in foreign exchange as:the RBI may spe01fy

412, Capltal Account-Transaction : _ ‘f_

Transactlon means: h :

outside India of a person residing:in India.

notes and travellers cheques if such foreign currency was acquired, held or

intto India in accordance with the regulation made under the Act ie. after -

- or has accrued; shall take, all réasonable steps to.realize-and repatriate to India such.

. .

2. Foreign currency account held or- operated by such-person or class of’

ansmg ot accruing thereon, which is héld outsidé india by : any persorn’in.

Capital Accourit Transactlon Section' 2(e) statés that- ‘Capital Account'

o A transactlon that alters the assets or liabilities, including contingent llabllmes.

fu,
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-* A transaction thiat alters the assets or liabilities in‘India of persons residing

-outside India. ' -
. Transfer or issue of any, fore:gn security by a person residing in India.
» Transfer or issue of any security by a person residing outside India.

=« Transfer or issue:of any security or. foreign security by any branch office-or
agency in India or a person residing outsnde India.

e Any borrowing or’ lending in forelgn exchanges in whatever formi | or by

. whatever name known. : y

s "Any- borrowmg or lending in. rupees in whatever form or by whatever name’

-known between a person resrdmg in India anda person res1d1ng outside Indla

.# Deposits between persons residing in India.and persons residing outside
India. 4

e Export, import or.holding of 'cu}rency or currency notes.

s Transfer of immovable property, out_‘sid'e India, other than lease not exceeding |

five years, by-a person residing in India.
* Acquisition or transfer.of immovable property in India, other than a lease not
: exceeding five years, by a person resident outside India. .

‘s, Giving of guarantee or surety in respect of any debt, obligation. or other |.

llablhty incurred, by a person resndmg in India and owed to a person residing
_ outside India, by a person residing outside in India.

" Regulation of Capital Account Transaction

Subj_ect to the provision of sub:section (2), any person may sell or. draw foreign
exchange to or from an authorized person for a capital account transaction.
The RBI thay, in consultation with the Central government, specify:

' 1. Any class or classes of capital’ -account transaciion that are' permissible;
2. The limit:up' to .which foreign exchange shall be adm1551ble for’ such
p transactions. b (

~ Provided-that the RBI shail .not impose any ‘restrictions on the w1thdrawal
of foreign éxchange .for- payments due on account of amortization of loans for
depreciation of direct investment in the ordinary course of business.

1 Without pre_;udlce to the genetality of the -provision of sub-section (2), the
Reserve Bank may, by- regulatlons prohibit, restrict of. regulate the following: ¢

1. Transfer or issue of any foreign security by a‘person’ resuimg in India.
2. Transfer or issue of any security by a person residing outside India.

* 3. Transfer of issue of any security of foreign security by any branch, office
oF agency in. Indla of a person residing out51de India.

4. -Any borrowmg or lending in foreign exchange in whatever form or by
whatever name known.

5. Any borrowing or lending in rupees in whatever form or by whatever
name known between a person residing in India and a person residing
outside India. *

y #Legal Framework
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6. Deposits between persons res:dmg in Indla and persons resxdmg outsu:le
" India.

7. Export, import or holding of currency or currency notes, .

8. Transfer of immovable property outside India, other than lease .not .
exceeding five years, by a person residing in India.

9. Acqulsltlon or transfer of immovable property in India, other than a lease
not exceeding five years by a person Jesiding ‘outside India.

10. Giving a guarantee or surety in respect of any debt obligation or other
liability incurred: -

- () By a person residing in Indra and owed to a’ person re31d1ng outside
India; or .

@if) By a person residing outside India.
A person residing in India may hold, own, transfer or invest in foreign currency,

foreign security or any immovable property situatéd outside India if such currency,.

security or property was acquired, held or.owned by. such persons when he was
residing, outside India or inherited from a person who was residing outside India.

A person residing outside India may hold, own, transfer or invest in Indian.
currency, 'security or any immovable property.situated in India if such currency,

| security or property was acquired; held or owned by such person when he was

4

residing in India or inherited from a person who was residing in India.”

Without prejudice to the provision ‘of the section, the RBI may, by regulations
prohibit, restrict or regulate establishment in India of a branch, office or other place
of business by a person residing outside India, for carrying on any actmty relating to

.such branch oﬂice or other place of business. -

4.13. Some Terms Used __i,n,-FEMA

Convertible Currency/Hard Currenc'y

~ Some currencies are freely convertible, i.e.‘'one can exchange these currencies

, with'any other currency without any restriction. The major ones are: Dollars (USA),

Pound Sterling; Eurb, DM Yen, Franc, Lira, etc. These are often referred to as hard
CuITency.

‘ Rupee Trade | ' y

. India has ropee trade with Nepal and Bhutan, i.e., payments in respect of trade
with Nepal and Bhutan are made in Indian Rupees. :

Currency

Currency includes all currency notes, postal. notes postal orders, money orders,
cheques, drafts, traveller’s cheques, letter of credit, Bill of Exchange snd Promissory
notes, credit cards or such other similar instruments as may be notified by the RBIL
The RBI has notified “debit cards’, ATM cards or any other instruments by whatever

f

_name known that can e used to create a financial liability as ‘currency’.
. A

Ca "' -
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Foreign Exchange - - .o '

Foreign exchange meansﬂ foreign currency and includes (5) deposits, credits,
and balances payable in any foreign currency, (ii) drafis, tra'veller s cheques, letter
of credit or bill of exchange expressed or drawn in Indian currency but payable in
foreign currency, (iii). drafis, traveller’s cheques letter of credit-or bill of exchange

expressed drawn by banks, mstrtutlons or persons outside India, but- payable in Indran‘

b .

currency

 Overseas Corporate Bodies

_ Current Account Transactlons

OCB means any overseas company, partnership, firm, society, and other

’\-

corporate body predominantly owned directly or indirectly to the extent of at least-

60% by the NRIs. It also includes. overseas trusts in which at least 60% “beneficial
mterest is irrevocably held by the NRIs

%

FEMA has eased:the regulatlon over transactions..in foreign exchange and
secunty Transactions in current account have been made restrictions-free:

L]

No restriction on current account iransaction’ unless spemﬁed Any person

‘can sell or draw foreign exchange to or from the authotized-persons if such sale
. or withdrawal is a currént account transaction. Reasonable restrictions on current

account transaction can be 1mposed by the Central govemment in public interest, in

consultatlon with the RBI

Current Account Transactlon Section 20) states that current account transaction
means a transaction other than a capital account transacnon It mcludes the following:

Payment due in connectlon with foreign trade; other current businesses, services
and short-term banking, and credit facilities i in the ordinary course of business.

I Payment due as interest on loans as net income from investment.

2. Remittances for living expenses of parents, spouse and children res:dmg
abroad. :

Expense in connection with foreign travel, educatlon and medical care of
patients, spouse and children. _

The definition is ‘inclusive’, i.e., besides .afqresaid expenses; any
expenditure that is not a ‘capital account transaction! w_ill be a current
account transactlon

For example, expendtture incurred on oneself own expenses on foreign

- travel, educatlon and medical care are covered as ‘current account
transactlon not specified above.

Any person may sell or withdraw forelgn exchange toor tjrom an authonzed
person if such sale or unthdrawl is a currént account transaction.

Forelgn 0urrencyISecur|tylProperty by Resident

_A person residing in India may hoid, own; transfer or invest-in forergn currency,

* foreign security or any immovable property situated outside Indta_ if such currency,

=

> . security or property was acquired, held or-owned by such person when he was

|

)

.t
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| Enforcement and Penaities

Departmental Adjudication

-residing outside India’or inherited from a.person who wes.res'iding outside India
[Section 6(4)]
|

Indian CurrencyISecurItyIProperty by Non-resident

A person resndmg -outside Indla may hold own transfer or mvest in Indian
currency, security or-any immovable property situated in India if such currency,

| security or property was acquired, held or owned by such person when he was

residing in India or inherited from a person who was residing in lndla [Section 6 (4)].

Restrictlons on Branches, Ofﬂces of Non-residents

The; RBI may prohlblt restnct .or regulate establishment of branch office -or
other place. of business by a person residing outside India; for carrying on any activity
relatmg to such branch, office or other place of business.. [Sectlon 6(6)]

Directorate Of 'Enforcement

i’
e

. The. Dlrectorate of. Enforcement has been formed to ensure that the provisions
of the Actare adhered to. In the Dlrectorate of Enforcement, an Additional Director, a .

Spe01al Director and Assistant Directors of Enforcement are appointed by the Central

_government under [Secthn 36].

These officers can investigate contraventions -of FEMA. They have powers

"similar to. those conferred on Income, Tax authorities under the Income Tax Act.

These powers can be exercised subject to hrmtatlons laid down under Income Tax
Act. [Section 371 '

The, following.powers are ava:lable under the }ncome “Fax Act - powers to
requisition books of accoiints, ‘etc. power to call for: information, power to inspect
registers of companies [Sections 131 to 136 of Income Tax Act].

Penalties under the Act _

An_-Adjl_idicating Authority appointed by the Central Government under FEMA ’
can impose penalties for violating any provision of the Act or contravention of any

I

| rule, regulation; direction or order issued under the power conferred by the Act.

L

. The Central .government- can authorize certain officers as ‘Adjudicating
Authonty under [Section 16(1)]. Their jurisdiction will be prescribed by the Central
government [Sectionl6 (2)). They can ad_]udlcate cases in respect of vrolatron of
FEMA. These officers are quasi-judicial and have: to follow the prmcrple of natural

. Justlce by pgiving the opportumty of making representation.’ The Adjudrcatmg,

Authonty can hold an enquiry only upon recemng a complaint from an authorized
officer [Section 16 (3)]. N

Powers of Adjudicating and Appellate Authorities

The adjudicating authority, Special - Director (Appeals) and Appellate Tnbunal
have the following powers of the c1v1l court:
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' 4.14. Introduction
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¥

4.15. Stock Exchange and the SEBI
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. Summoning- witnessés ‘and enforcing -attendance of any- person and
examining them on oath. -

2. .Requiring discovery and production of any document.

. s . .- . X
: Recewmg evidence on affidavits.

4. Requlsmon of any public record or document or copy of such record/.

document from any office (subject to sections 123 and, 124 of the Indian
Evidence Act). _ o

Reviewing its decisions. ‘

5.
16.
7 Settmg aside any order- of any representation for’ default or .any order

passed by it exparte.

Dlsmlssmg a representatlon of default or deciding it exparte.

% F

‘8. Any other matter.as may be. prescnbed by the Central govemment

-—

Penaities

If any person- contravencs any prows:on of the Act, hc shall be liable for-a

penalty upto thrice the sum involved in such contravention where, such- amount is .

quantifiable, or up to rupees two lakh where, the amount is not quantifiable, and where
such contravention-is a continuing.one. Further penalty may-extend to rupees five
thousand for every day after the first day during which the contravention continues:

.Any Adj'udicating Authority adjudging any contravention under.sub-section

(1) may, if he thinks fit, in-addition to any penalty that he may 1mposc for .such -
contraventlon direct that any currency, ‘security or any other. money or.property.

in respect of.which the contravention has taken place, shall be confiscated to the
Central government and further direct that the foreign exchange, holdlngs, if any, of

the persons committing the. contraventionis or any part thereof, shall be brought back:
* into India or shall be retained outside India in accordance with the directions made

x

m ‘this behalf. -

all
... Y

.;"

{

 STOCK. EXCHANGES ANDITS REGULATION" v

Ll
"

Indian Capital Markets are regulated and monitored by the Ministry of Finance,
The Securities and Exchange Board of India and The Reserve Bank of India.

— Capital Markets Division, The division is responsible for formulating the policies

" Telated to the orderly growth and dévelopment of the securities markets (i.e. share

debt and derivatives) as well as protecting the interest of the investors. -

The emergence of Capital’ Markets can be traced back o the second half of the-
eighteenth century when the transactions were limited to loan stock transactions of
the East India Company. By 1830, some corporate stocks had emerged due to the
economic boom ahd estabi lshment of textile mills. A Stock Exchange means anybody

h »

The Ministry of i-‘inance regulates through the Department of Economic Affairs

Legal Framework
' F
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- of individuals, whether mcorporated or not constltuted for the purpose of assisting,

_and Madras were established in 1908 and the. Delhi Stock Exchange i 1947. There
‘| I March 2000, the number of stock exchanges increased to 23 with the formation.

| crore to T 6,39,575 crore.

" 4.16. Reg’ulation of Stock Exchange

| incorporated or not, constituted for the purpose of assisting, regulating or controlhng ~

| system of economy. It is indispensable- for the proper functioning of corporate
| enterprise. It brings together-large amounts of capital necessary for the economic

#

regulatmg or controlling the business of buymg, selling or dealing in securities.

The Bombay Stock Exchange was formalizéd in 1875 with. the estabhshment _
of “Native Share and Share Brokers Association’. The Stock Exchanges of Calcutta . -

are 23 stock exchanges in India and their orgamzatlon varies. Some are public limited
companies (l 5) while others are limited by guarantees (5) or are voluntary non-proﬁt-
making orgamzatlons

-Inthe periodof 1994-1995; the nimber of stock exchanges went up from '? t022..

of Inter Connected Stock Exchanges- of India Ltd. (ICSEL), the qumber of listed
companies from 1125 to 9477-and the market value of listed compames from¥ 971

Management of Stock Exchange

The Stock Exchange is managed by a Governmg Body ‘ which consists
of a President, a Vice-President, Executive Director, Elected Directors, Public
Representatives and Nomiriees of the Government. The executive functions are
discharged by the Executive Director or Secretary. -

The Umon Government enacted the Securities Contract {Regulation)Act in 1956
{SCR Act) for the regulation of stock exchanges and contracts in securities traded. .
The SCR Act and the Securities Contracis (Regulatlon) Rules (1957) constitute.the
legal framework for the’ regulanon of stock exchanges and protection of the interest
of investors..

 The Securities and Exchange Board of Indla Act, 1992 provides for the
establishment of the Securities and’ Exchange Board of India (SEBI) to protect the
interest of securities and to promote the development ofand to regulate the securities

market \ : %
i o

4:17. Definition T | N
Under the SCR Act, an exchange is defined as any body' of xndmduals whether

-

the business of buying, selling or dealing in'securities. The SCRssays that a stock
exchange must be récognized by the government,

. Accordmg to this Act, securities include: (/) Shares, scnps, stocks bonds, -
debentures, stock or other marketable securities of a like nature in or of any
incorporated company or body corporate; (ii) Government- securities of such other -
instruments_as may be declared by the Central government to-be securities, and
(iif) nght of interest in securities. g

Stock exchange is regarded as “an- essential coricomitant of the capitalistic

progress of a country. It is the citadel of the capital and the pivot of money market,
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It .provides necessary: mobility fo capital and directs the flow of capital into

Legal Framework

proﬁtable and successful enterprise..It is the barometér of general economic progress
- inacountry and exerts a powerful : and sigrificant infiuence as a depressant or stimulant

of business activity. It may be defined as “the place or market where securities of
joint stock companies and of government or semi-government bodies are dealt in”.
(S.C. Kuchal, Corporation Finance: Principles and Problems, Chaitanya Publishing
Co., Allahabad, 1976., p. 261) ‘

4.18. Major Stock Exchanges of India

- B_on'ibay"Stock Exchange

The Bombay Stock Exchange is one of the oldest stock exchanges of India and
'Asia and it is also one of the biggest stock exchanges of the world.-It'is said to be

~ the nerve of the Indian economy which reveals the health of economy. The Bombay

Stock Exchange had a turnover of T 6,8,028 crore and a market capitalization of
T 9,12,842 crore in 1999-2000. Its' business is-no more confined to Mumbai alone.

In March 2000 it had 275 cities covered by the BOLT network-and an increase in the
nuinber of Trader Work Stations to 3803. Its daily turnover had increased from ¥ 11

crore in 1979-80 to ¥ 4587 crore in 2000-01. -

It was established in 1857 and at that time its membership fee was just ¥ 1.
It increased to X 5 in 1877, % 1000 in 1896, T 2,500 in 1916,-X 6,600 in 1929, -and

% 62,000 during post World War I1 period. It was more than ¥ 3 crore in 1992, and

was about T 2 crore in 1997: .

S

‘The BSE mtroduced ‘Bombay On-Line Tradmg (BOLT) System on January

19, 1995, it provides a quote—dnvcn automated trading t‘aclhty with an order book

funotlomng as an aux111ary Jobber The process of transferring the equity scrips listed
on the BSE from trading in the ring to the'BOLT system was completed on July 3,
1995. The BSE began debt trading also on the BOLT system from June 26, 1995 in
respect of 60 acnvely traded debentures. .

¥ "f .
National Stock Exchange -' - .
The, NSE was mcorporated m- November 1992. with an equlty capltal of ? 25

crore. Tt is sponsored by IDBI and co-sponsored by other term-lending institutions,
LIC, GIC, other insurance companies, banks and finaficial institutions, viz., SBI

. Capital Market Ltd., Infrastructure Leasing and Financial Services Ltd. (ILFS), Stock

Holding Corporatlons Ltd. (SHCL), and the International Securities’ Consultancy
(ISC) of Hong Kong which have helped in‘setting up of the NSE.-NSE has a fully
.antomated, electronic, screen-based tradmg system through which it has overcome
gcographlcal barrier.

“The market t:apltahzatlon of NSE was T 10,20,426 crore on March 1, 2000. The
objectives of NSE are:
s To prowde ‘fair, efficient and_transparent nationwide trading facnhty for

~‘equities, debt mstrument and hybrids.

- o To provide ‘access to investor all over the country through an appropnate
commumoatlon network.

-~y

-
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"» Toenable shorté’r settlement cycles and book entry:settlement systems. -
<o To bring the Indian stock market'in line with infernational markets.

» To promote the secondary market in debt’ instruments such as: govemment
-and corporate bonds. :

'NSR has an order-driven market and it allows members to trade. through
their office through commumcatlon networks. NSE is the first exchange in India'to

"introduce mark to market, system of margin which reduced the risk of default by
. members. , :

.
4 19. Over the Counter Exchange of India (OTCEI)

The OTCEI is primarily | meant for small mzed compames and small mvestors

| This exchange- has the advantages of transparency, fast settlements and potential
| to-reach.the nooks and corners of the country. OTCEI was modelled on National .
* Association of Securities Dealers Automated ‘Quotation System (NASDAQ) in'the

US In the USA all of’f—exchange tradmg was- referred to as the Over the Counter
{OTC) Market. .

OTCEI was mcorporated 2s a company in 1990 under the Compames Act. It
became operational in 1992 and was the first stock exchange in India to introduce
screen based automated ring less trading system. It is promoted by. the UTI, ICICI,

i IDBI, IFCI, LIC, GIC, SBI Caps, and CANBANK as a company under Section 25 of
| the Companies Act 1956, with its headquarters at Mumbal :

Its objective are: () to help companies raise capital from ‘the market.at’ the
cheapest costs and on optimal terms, (b) to help investors to access capital’ market
safely and convemently, (c) to cater to the neéeds of the companies “which cannot be-
listed on. other’ official exchange, (d) to ehmmate the problems of illiquid securities,*
delayed settlements, and unfair prices.faced by the investors. 4

Apart from the. above stock exchanges there. are ‘other national and reglonal
stock exchanges m: -

hBenga_l.ur‘u

" Ahmedabad % 2.
3. Bhubaneshwar 4. Kolkata
5. Kochi 3 _'Coimbato?e
7. Dethi 8. Guwahati
+ 9. Hyderabad N 10. Jaipur
11. Ludhiana 12. Madhya Pradesh’
13. Chennai " 14. ‘Magadh
15. Mangalore 16. Saurashtra-Kutch
17 Uttar Pradesh - 18. Vadodara
19. Pune - :

Recognition of Stock Exchange

The Securities Contract Regulation Act, 1956 provides- inter alia for recognition
of stock exchanges and regulation of their functioning,” licensing dealers, recognition
" of contracts, controlling speculation, restricting ri ights of equitable holders of shares

-



.
~and empowermg the. govemment to compel any public* limited company to get its Legal Framework

~ shares listed. “ - “ .

Under the Secuﬁties,Contract Regulation Act, the. g(ivernmem has promulgated
the Securities Contract (Rules),1957 for carrying into efféct the objects of legislations.
The rules are statutory and constitute a code of standardized regulatlons applicable to Notes"
all recogmzed exchanges.

£

i

. -4:20. -Llstlng of S_ecurities ) L p : | .

Llstmg of Securities on a recognized. stock exchange means that fhey are . .
- admitted on-a recognized stock exchange which pro\ndes a forum for purchase and
t sale of securities. : . .

According to Section 73 of the Companies Act, 1956 every company mtendmg

o offer shares or.debentures to the publlc for subscription by issue of a prospectus g
o has to first make an application to one or rhore recogmzed stock exchanges for their.
- listing, . ‘ ' .

‘o

Obljgation on'Listed Companies

' Listed companies have to follow the following obligations:

"1. Subject themselves to various. regulatory measures of SEBI and stock
exchanges. - . ¢ : . .
2. Submit required books;. documents and. papers and disclose any other
information which the stock-exchange asks for; ‘

32 Send. to all sha:eholders the notices of Annual General Meetmgs Annual
. . Reports-etc. and B

‘4. Place their securities'with the public. -

* Stock Brokers ‘ .

\ Stock Brokers are’ members of. recogmzed stock. exchanges which buy, sell or |
, otherwise deal in securities. For a-brokerto deal in securities on:a recognized stock:
# -exchange, itis obhgatory'that he should be registered as a stock broker with the SEBI.
. | Sub:Brokers = . g | ‘
y A sub-broker-is not.a member of'a stock exchange. He' acts as.an-agent of a
stock broker or otherwise assist the investor in buying, selling or dealing in: securmes

| ‘through suchsstock broker. For dealing in securities,"a sub-broker must- obtam a
certificate of registrajclon from the SEBL. _ ' .

| { Stock’ Exchange Operations

i 5
b 17 Bulls and Bear: A bull i 1s a buyer in the stock market. He is-optimistic

about the security pnces*A bear'is a seller of securities. HlS expectation

! is that the market.would-go. down. When abear sells W:thout owning the
shares; it is called short trade. , . :

2. Order/Customer ‘Driven: and Quote/Dealer Driven Trading System: ' T
Trading in‘a stock exchange takes-place either on the basis of the auction
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systemn on a trading floor which i is order-drlven or customer-driven’ or a

broker-dealér market which is quote—dnven or dealer—dfiven. In an order- ¢

driven system, customers buy and sell orders and reach.at central pomt _
where they are matched. In'a quote driven system dealers compete to give
customers the best prlce . :

3 Market Maker: Market makers make both bid and offer at the same time,
The quoted price they would charge from a prospective buyer i is offer price
or asking price. The quotéd price which they would pay to a prospective
seller of a security is known as bid pnce - o

4. Margm Trading: When investors buy securities on margm they. buy
- some shares with cash and borrow from the broker to pay for additional
“shares, using the paid shares as collateral. The margin customer has to sign

.3 margin agreement, pledging securities as loan collateral. '

To lend'the clients margined securities, the brokers also ask the customers to
sign a stock loan consent form.

4' 21 Badla-System/Carry Forward Transactiohe

The ‘Badla System involves trading for clearing with‘a facnllty of carrying
forward the transaction from one settlement period to another. They don’t pay the
entire amount at the time of.the purchase but against the security of blank transfer
deed and share certificates. The Badla rates were fixed on the basis of demand and

supply conditions and weré on*a fortnightly basis. Badla led to high speculati.e

activity which is why this system was banned by the SEBI since December 1993
and later was introduced in a modified manner. Badla system involves the followmg

. Transfer of market position .
Stock lending/short selling
Borrowing/lending in money market.

— W N

- Transfer ‘of Market Position: Carry forward facility ‘means that the
buyer/seller can ‘cither settle the transactions at the end of a settlement
“period by actual payment/receipt-and acceptance/transfer of. the security
or carry forward the transactions from one settlement _period to another by
reversing the transactions.

2. Short Lending/Short Selling: Short sellers “are those who sell shares
 without owning them. Thus they provide scape for hi gher mvestment Ina
falling market; the short seller has to purchase to cover his sales position.
Similarly, in a rising market those who have centracted to purchase, have
: to sell securities to square their position, thus arrestmg further rise in share-
prices.

In. November 18, 1996, the SEBI decided to make it mandatory for short
sellers to report.their short sales: position at the end of each day.

3. Borrowmg/Lendmg in Money Market:. In the Badla system both
bulls and bears either need resources to cover their position till the next
settlement or have surplus resources. As a result, in most cases, either they

~ have to borrow from'the money market or turn into lenders to the money
market. S

+
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Revised Forward Trading System . _
The SEBI introduced modified forward tradmg system on October 6, 1995

. effective from October 9, 1995, Capital adequacy norms of 3% had been stipulated for -
-individual brokers and 6% for corporate/institutional brokers. Due to implementation

of capital adequacy norms, the limit of 25% of the turnover imposed on carry forward
deals by the brokers has been removed.

Instead of monthly audit, the brokers are now allowed self-certification on their

-status on settlements. The SEBI has reserved the right to re-chéck the certification.

Now transactions can be carried forward for a maximum of 90 days, but squaring off

is permitted only up to fifth settlement, i.e., 75 days. Transactions remaining open at:

the expiry of this time limit have to be compulsonly settled by delivery or payment
as the case may be, .

" Stock exchanges are allowed to resume forward tradmgfcan‘y forward .

transactions only after | permission from the SEBIL The permission-is granted only if

the stock exchange has screen-hased trading, effective monitoring, surveillance and |-

reporting system and fulfil§ other infrastructural requirements.

Derivatives Trading

“ e Derivatives: These are -financial mstmmentséhat -are valued accordmg
to the expected price movements of an underlying asset, which may be a
commodity, currency, or a security. Examples of denvatwes are futures,
soptions, swaps, etc.

e Futures: These are agreements to buy or sell:a fixed quantity of a particular
commodity, currency, or security for delivery at a fixed date in the future at-
had a fixed price.-Unlike an option, a future contract involves a definite purchase

or sale and not an option to buy or sell.

. Opncns. These are instruments granting the right to buy or sell a fixed

quantity’ of a commodity, currency; security, etc. at.a particular date at a
_particular pnce (also called exercised price). Unlike futures, the purchaser of
an optlon is not obllged to buy or sell at the exercise price and will only do so
ifit'is proﬁtable the purchaser may allow the option to lapse, in'which case
only the initial purchase price of the option is lost.

¢ Swaps: These are means by which intending partles can exchange their cash

flows, usually through the mtermedlary of a bank. A Currency Swap will |

enable® parties to exchange the currency they possess:for, the currency they
" need. An Interest Rate Swap (IRS) is an agreement between two parties to

exchange interest obligations (or recelpts) for a given notlonal principle for |

a defined period.

4.22, Capital Issues (Contract) Act (CICA), 1947

According to the CICA Act, companies had to obtain prior approval for any-

new issue, and for pricing or public and rights issue. This act gives powers to
Government of India to regulate the timing of new issues by private sector companies,
the composition of securities to be issued, interest rates which can be offered on

debentures and preference shares the timing and frequency of bonus 1ssues the.

amount of prior allotment to promoters, floatation costs, and the premium charged on

1]

Legal Framework

Notes

Sgif-Instructional Material 133




* - .
Business Environment

Notes ™

k!

F}

134 Seif-Instructional Material

T

at

securities, Now this Act has been repealed by Capital Issues (Control) Repeal Act,

1 992

4 23. Roles and Functnon of SEBI

" Asmajor development in: the Indjan stock market took place in 1988 when

"Securities and Exchange Board of .India- (SEBI) was established through an
‘1 administrative order on the llnes of the Securities and Invest.ment Board of the UK. .
| Butit became really powerful i in 1992 when the CICA wis repealed and the ofﬁcc of

“Controller of Capital Issues was abolished. The Securities and Exchange Board Act
of 1992 provides for the establishment of a board to protect’ the intérest of investors

and to promote the development and regulation of the securities market. The Board

of the SEBI consists of six members comprising the chairfnan two members from thef

| amongst the official of the ministries of the central government dealing with ﬁnance '
| and law, two rnembers who are professional and have éxpertise or special knowledge
| relating to securities market, and one:member form the RBL

‘The SEBI is entrusted with the following functions:

¢ Regulating the business in stock exchanges and any other securities market

e Registering‘and regulating the working of stock- brokers, sub-brokers, share
transfer agents, bankers to an issue, merchant bankers, underwriters, portfoho
managers, investment.advisers and such other mtermedlanes who may be
.associated wrth ‘securities market in-any manner

¢ Registering and regulating the working -of collective mvestment schemes
including mutual funds ¢ -

o« Promoting and regulating selfaregulatoi'y organizations:

= Prohibiting fraudutent and unfair trade practices relating to securities market;

: Promoting, mvestors education and training of mtermedlanes of securities

market : :

.0 Prohxbmng 1n51der trading in securities

.- Regulatmg substantial acqu:smon of shares.and take-overs, and mergers of

companies *

o~ Calling for information from, ‘undertaking inspection, conducting i mqulnes
and audits .of the stock exchange and intermediaries and self-regulatory
orgamzatlon in the sectrities market . -

. Levymg fees or other changes for carrymg out the above purposes

The SEBI ‘has five operatlonal departments. Bemdes that it has two more,

departments—the. legal department and the investigation department. Théir scope-is

as follows:

o The Primary Market Policy, Intermediaries, Self-Regulatory Orgamzauom
(SROs), and Investor Gnevances and Guidance Department: It looks

et

after all policy’ thattérs and regulatory issues in respect. of primary market, i

registration, ‘merchant “bankers, portfollo management serwces, investment .
advisers, debentures trustees, underwriters, the SROs and invésfor grievances,
guidance; education and‘association. ..
o The Issue Management and Intermediaries Départment: 1t is responsible
for vetting of all prospectuses and letters of offer for public and rights issues,
= f



for coordinating with the primary market pollcy, for registration, regulatlon
and monitoring of issue-related intermediaries.

The Secondary Market Policy, Operation and Exchange Admtmstraaon,

~ New Investment' Products and Insider Trading Department: 1t is

responsible for all policy and regulatory issues of the secondary market

and new investment products, registration and monitoring of members of |

stock exchanges administration of some of the stock exchanges market
surveillance and monitoring of pnce movements and ms:der trading; and the
EDP and SEB! s database.

The Secondmy Market Exchange Admsmstraaon, Inspectwn and Non-
member Intermediaries Depdrtment' It- looks after the smaller stock |

‘ exchanges of Guwahati, Indote, Mangalore, etc: It i is. also responsible for

inspection of all stock exchanges, registration, regulatlon and monitoring or
non-member 1ntermedlanes such as sub-brokers. :
Institutional Invesnnem, Mergers and Acqmsmon, Research and
Publication, and International Relations and IOSCO Department: It looks
after pollcy, registration and monitoring of Foreign, Institutional Investors
(Fils), domestic mutual funds, merger and substantial acquisition of shares,
and IOSCO (Intemanonal Organization -of Securities Commissions)
membershlp, and research, pubhcatlon and Annual Report of SEBI

Legal ‘Department: This department looks after all legal matters under the
supervnsnon of the General Counsel.

Invesugaaon Department: This department cames out mspectnon and
investigation under the supervision of the Chief of Investigation.

The SEBI has its regional offices at Kolkata, Chennai and Delhi. The SEBI
has also formed two non-statutory advisory commitiées, the Primary Market
Advisory Committee and the Secondary Market Advisory Committee with
the members from market player recognized. investors associates and other
eminent persons. The SEBI is also a member of- International Organization
of Securities Commiissions (F0SCO).

Powers and Scope of the SEBI

The functional area of the SEBI is very wide. It is the rule maker, a custodian,
and a watch dog of the security market. In brief, it has the full power to regulate:
(i) depositors and participants, (i) custodians, (i) debentures trustees and trust
deeds, (iv) FIls, (v) inside’ traders, (vi) mutual fund, (i) portfolio manager,
(viii} investment advisers, (:x) merchant bankers, (x) registrars to issue and share
transfer agents, {xi) stock brokers and sub-brokers, (xif) underwriters, (xiif) venture

capital funds; and (xiv) bankers to issue.

The SEBI can issue guldelmes in respect of the following:

Information disclosure, operatlonal transparency; and investor protection.
Development of financial institutions.

Priding of issues.

Bonus issues. . .
Preferential issues.
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. o Firm allotment and transfer of shares among promoters. %
The SEBI is empowered to register any agency or’ intermediary - who may

be associated with the sécuritiés market, ex_eept under and in accordance with:the

conditions of a certificate of registration issued by the SERI.

After the suspensron of the CICA (Capital Issues Control Act 194?) the SEBI

= .. lisnow authonzed to govern‘all the matter related 1o issué of capital The SCRA also-
authorizes the SEBI to conduct inquiries into the working of the stock exchange they
are required to submit their anpual reports to the SEBI and requires the approval of

B - - | the SEBI for amending their riles and bye laws; the SEBI ¢an direct them'to amend- .,

&

-
g “their bye-laws and rules mcludmg reconstitution of their govermng boardsfeouncnls
. ' and it is empowered to’ hce;‘tsc Security dealers operating outside their Junsdlctton

s " The SEBI hasbeen empowered to demand explanation; to summor the attendance

: and call for documents from all categones of market 1ntermed1anes in order to enable’

| itto 1nvest1gate 1rregulant1{es _impose penalties, and- mmate prosecutlon Itis also

N empowered to notify its regulanons and file complaints in courts without the'| prior

. ' | Primary Securities Market,
£ I

9.

. | 10.
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_approval of the Governmert of India. - $

Certain Guidelines and;Re’fdrms Introdbced" by the SEBI

ol

* 10 price the issuesXThey can list the shares ona stock’ exchange
6. Not less than'20% of equlty (issued). should’ be: oﬂ‘ered to publ;c g

*

L -

L

- L

Sy

1,
v,r. :

The issues of capltal no longer requn*es any consent from any authonty for
making issue and for pncnng it. RS v :

The SEBI raised the standards of d:sclosure in publlc issues and. enhanced
the transparency.

3. The offer document is now made public even at the. draﬁ stage

Compames w1thout track record’ makmg first-issue can prlce the i xssue at
par only. At the: ﬁrst JIssue companies are free to pnce thelr secuntles,
provided they- have shown nét profits.in the 1mmed1ately precedlng three
years subject to- thelr fulﬁlllng the extstmg dlselosurz requxrements EE

. Compames with three years’ track record or- companies. w thou __track

record, but prornoted by companies with five years of track record are free

For issues*above ¥ 100 crgre,’ book bu:ldmgsreqmrement has been

e

introduced. - *

. The pncmg of preferential allotment scheme a{mmlmum of 50% of the
net offer to the. public is.to be reserved for individual investors- applymg
for securities not exccedmg 1000 securities, and the remaining part & can be

allotted to apphcanons for more than I 000’ secuntles o

Draft prospectus will be vetted by the SEBI to ensure adequacy of
disclosure.,

E . _ _
Bankers to an. 1ssue and portfoho managers have to be reglstered w:th the
SEBI ' S : ¥ -
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Existing listed companies -are allowed’ to raise fresh capltal by freely
pricing their further issues. However, price should. be determined in
consultation with the lead managers to the issues. The high and low prices
for the last two years should be indicated in the offer document. The draft
proposal will be vetted by SEBI to ensure adequacy of dlgclosqre

Secondary Market and Varibua-lntermgdiajr’ies |

11.

i 13.

14,

Investment Protection Measures

The SEBI has mt:roduced an automated complaints handhng system to deal with-

10.

12.

11,

4.24.

. 1.
o2

3.

| -4
| 5.
6

The governing Body and various commiittees of Stcck‘}gxchaqge_s (SEs)

have been recogmzed restructured and broad based. -

-

Inspection of all 22'SEs has been carried out to determine, inter alia, the
extent of compliance with the directives of the SEB_I

Corporate membership of the SE is now alioya%ed,_ encouraged, and
preferred. The Articles of Association of the SEs have been amended so as
to increase their membership. - )

All the SEs have been-asked to get estabhshed wnth a clearing house or a

clearing corporation.

The BSE has been asked to reduce its trading pcnod or settlement cycle
from 14 to 7 days for B group shares. , :

All the recommendatlons of the Dave Commxttec for improving the
working of the OTCEI have been accepted.

In accordance with the recommendations of G.S. Patel Comm1ttee the

'BSE has been allowed to introduce'a revised: cary forward system (CFS)

of trading. Other SEs can introduce: forward trading only.With the prior

‘permission of the SEBL ST

Brokers are required to segregate the client and its own account.

The capital adequacy norms of 3%. for mchwdual brokcrs and 6% for
corporate brokers introduced. ,

Both brokers and sub-brokers have been broﬁg_ht.within the regpiatory
fold for the first time now; and the concept of the dua] registration of stock

- brokers with the SEBI and the SEs has been introduced.
Panel action can now be taken directly by the SEBI against any member |

of a stock exchange for violation of any provision of the SEBI Act.

It has been mandatory for stockbrokers to disclose the transaction price
and brokerage separately -in the contract notes issued by -them to their
clients. '

Compulsory.cudit of the ._brokers’ books and ﬁl!ing of the audit reports -

with the SEBI has now been made mandatory. -

Insider trading:has.been prohibited and such trading has been made a
criminal offcncc punlshable in accordance with the provision of the SEBI
y:

investor complamrs To create an awareness, the SEBI issues fortnightly prcss releases,
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disclosing namies to the companies against whom maximum number of complaints
have been received. A representative of the SEBI now supervises the aliotment of

. shares process. Besides many other measures, it also issues advertisements frequently

Notes
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to make investors aware of various issues of the secuntles market and of their rights
.and remedies. '

Clas_sifiéatlon of;CompIaints 3

The complaints recéived by the SEBI are categoﬁzed in five types:

Type I: Non-receipts of refund ordersf'allotment letters/stock mvestment
1}rpe 1I: 'Nob- -receipt of dividend : o

Type HI: Non-receipt of share certificates/bonus shares.

" Type IV: Non-receipt of debentures certificate/interest ;on debentures/
redemption amount of debentures/interest on delayed payment of '
interest.

Type V: Non-receipt of annual reports, nght issue fomlsfmterest on delayed -
receipt of refund orders/dividends. r

Insider Training

[Insider training in securities is prohibited by the SEBI under- Insider Trading
Regulations 1992. Insider training can be defined as the sale or purchase of securities
by persons who possess.price sensitive information about the company, on account of
'their fiduciary capacity involving confidence or trust. The SEBI Insider Regulations
1992 defines the insider as any person who is or was connected with company and who
is reasonably expected to have access by virtue of such connection, to unpublished
price sensitive information with respect to the securities of the company, or who has
received or has had access to such unpublished price sensitive infonn_ation. Broadly, -
insiders can bé of, two types: (4), Primary Insidér, e.g., Directors, stock exchanges,
merchant bankers, registrars, brokers of the company, top executives, auditors, banks,
etc., (b) Secondary insider, e.g., dealers, agents, other employees etc., (¢) Others
havmg access 10 pnce sensitive 1nformat10n due to their proximity with the company.

The SEBI Insider Regulatxons 1992 prohibits insider lradmg and 1ays down
that no insider should:

tf ' 1. 'Either on his own behalf or on.behalf of :ahy other person, deals in

securities of a company listed on any stock exchange on the basis of any
unpublished price sensitive infémiation, or A

2. Commumcate any unpubllshed price sensitive information to any person,
with or without his or her request for such information except as required
in the ordinary course of business or under any law; or

3. Counsel or procure any other peison to.deal in securities of any company
on the basis of unpublished price sensitive information.

‘I Underwriting

Underwriters make. a commitment to get the underwritten issue subscribed.
ejther by. others or by themselves. They agree to take unsubscribed portions of the
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issue. They render this service for a commission agreed upon between the issuing '

company and the underwriter subject to the cellmg under the Companies Act

Underwriter .services are. available from. brokers, investment compames
commercial banks and term-lending institutions. Only such person (an individual,
firm or a company) who has obtained certificate of registration from the SEBI, can act

as an underwriter. Merchant bankers and stock broKers already have avalid certificaté :

from the: SEBI for working as underwriters,

4‘25 “Introduction | 3 T

Economic policy refers to the actions that government take in the economic
field. It covers the systems for setting interest rate and government budget as well

as the labour market, national ownership and many other areas of government .

. f mterventlons into the economy.

In our Indian mixed economy, there are two types‘of policies—fiscal policy and
monetary policy. Fiscal policy is a govemment policy concerned with raising revenue
and pattern of expenditure while the ‘monetary policy is the economic policy of the,
government relating to currency and credit money. Industrial policy - incorporates
fiscal and monetary policies and govemnents attitude towards public and private
sectors, and also regarding foreign capltal Another type of policy is mdustnal
hcensmg pohcy, which is govern by the Industries Act, 1951

‘4.26. Flscal Policy

| .. Fiscal policy may be defined as Government policy r:cur:r:ear'iw:;J with raising |

revenue and pattern of expenditure in order to achieve the objectives of the economic

pohcy In other words, Governments expenditure and tax-raising policy is called |
fiscal policy. The revenue can be raised through taxation and other measures. In a |.
! developing economy, the objective of the fiscal policy is to accelerate the rate of |*

economic growth, social justice and price stability.

Objective of Fiscal Policy
In our Indian mixed | economy, fiscal policy has got the following purposes:

development. Undeveloped economies suffer from low per capita income,

lesser development .and low. capital formation. Rich ‘persons use their’

surplus funds in unproductive “activities. Progressive’ taxation, one of
the measures of: fiscal policy, will force people to save. It will also check
wasteful expendlture

A

{ -2. Distributive Justice: Social unrest and class-struggle are the result of

economic inequatity. It is due to the inequality of income between rich

and poor. Industrialists, traders, speculators, smugglers and profiteers, |

grow ticher and the general masses grow poorer. In order to reduce the
inequality of inc_:dr'ne,- wealth tax, income tax, gift tax, estate duty, etc. are
levied. The revenue received from taxation is transferred to poor people in
the form of free medical, health, education, and other welfare features.

-

| 4

.]. Economic Developmem. It is used. as an instrument for economic
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- 3. Price Stabdlty ‘Inflation grows in developing economy, The purchasmg .
power of the people increases at faster rate than the increase in the supply
of goods. The result is the increase in‘the price. Inflation badly affects the
fixed income group and weaker sections of the economy. The state must
intervene to regulate prices.

The fiscal policy or budgetary policy of Government consists of taxation, public
expenditure and management of public debt.
Fiscal Policy Measures

1. Increasmg and decreasing government expenditure.
2. Raising or lowering tax rates.
3. Changmg mode of financing government expendlture

' Taxation

Both .the Central and the State Governments may exercise their powers of
taxatlon subject to the provisions of the constitution. The guiding principles of
taxation policies are economic development, price stability and checking inequality
of income. _ :

The Government earns revenue through both tax and non-tax sources. It incurs
revénue and capital expcnd:tures Expenditures can also be classified as developmental
and non-developmental expenditure. . . -

The government. frames its effective revenue and expenditure’policy to correct
excess and deficit demand;

' 4.27. Monetary Policy oy

Money is the basic component of every monetary policy. Money consmts of
both currency (money is"circulation) and bank money, also known as credit money
(Cheques, Bank Drafts, etc). Monetary policy of the Govemnment includes:

_ () Money supply, its composition, direction and cost of borrowing, (i) Credit
poliEy, regulating bank reserves, note issue, creating sound banking structure.

Monetary policy may be defined as the economic policy of the Government
relating to ciurrency and credit money. According to Radcliffe “committee "economic
policy of the. Government in the monetary field” is its monetary policy.

re r

Y
Role of Monetary.Policy in an Economy

In a developing economy, the role .of the monetary policy is both regulatory
and promotional. In a developing economy, the Government has to raise investment
through credit expansion and deficit financing. The Government has to incur
developmental expenditure. It causes inflation, which results in continuous rise in

i prices. In this way, it becomes the duty of Government to regulate the monetary.

supply in such a way that the inflation may be kept within limit.

The Central Government will have to promote financial institutions, Wthh will
improve the capltal market and speed up the rate of Industrialization. The regulatlon :
and promotion of monetary supply has got more significance in developmg economy

_ because of:

s
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(i) Absence of organlzed money market ¥ : _ r
“ (u) Lesser use of credit morey, _ E L
w (m)" Presence of non -moneterized sector, and _ :
I (rv) Low level of per caplta Incotne and investment. ]'\
< LN B
.4, 28 Industrlal Policy S

By the term mdustnal poilcy we-mean the formu!ar:on of principles and rules

: for the industrialization of the country. Industrial pohcy mcorporates Jiscal and

manetmy policies, the tartﬁ' policy, Iabour - policy ana‘ Govemmenrs attitude towards

: pubhc and pnvate sectors. and also regardmg foreign capttal

" At the tnne of: independente the industrial development in India was confined
largely to consumer goods .industries. As. far as, capital goods industries were

concerned these lagged behmd The country had & narfow industrial base and had

to trnport from pin to locomotive. British Government had adopted the lalssez faire
pohcy towards industries, - €xcept: protectlon provrded to-a few 1ndustr1es dunng the
First World War. In 1923, the polrcy of drscnmmatmg protectton was followed on the

-.'recommendatton of fiscal commrssron '@m "

After mdependence 1t was realized that an appropriate mdustnal | policy of state
intetvention was’ essential for the rapid mdustnahzatlon*and development of the
Indtan Economy Moreover, fora country like India; whtch has-adopted planiing for
development industrial policy is 1mportant for several reasons

2 b{; o -

4.29, Industrlal ‘Policy Resolut:on 1948¢ N

¥

Independent Indra s mdustnal -policy ‘Wwas ﬁrst announced in 1948 Thrs
envrsaged a. mixed~ economy ‘with an overall responsrbtllty of the Government for

p!anned development of mdust?'tes and theu‘ regulanon m rhe mterest of the count?y '

LLLLL

mterest 1t reserved an approprlate area for prlvate sector ¥

1. Classrﬁcation of industrie3° The mdustnes were divided into four broad :

.categortes In-the. first. eategory mdustnes llke manufacture of arms and
;3mmumt10ns producuon and control of atomic energy, railway transport
were o, be the exclusive monopoly of the Government of India. °

e 'ln the second category the new umts could only be setup by the Government .

land the. exrstmg units could be taken over by the Governnmierit Industries
__ : :., hke coal iron, and steel aircraft manufaeture -ship- bulldtng, mineral oils,

R etc were in, thts category b

In the thtrd category certain bas:c industries of importance were included.
In case of these industries 1t was decided: that these will be planned and
regulated by the Central Government This’ ‘category included salt, tractors
heavy rnachmery, machme-tools fertrhzer ‘cement, sugar paper, air, and
sea. transport etc.

- 'Rernannng mdustnes were left for the fourth category Thts category was
open o’ the pnvate sector. £

R
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2. The role of sma[l-scale industries was requlred and the Govemment
assumed the responsibility to develop it. .
3. The concept of mixed economy, i.e. co-existence of both private and
public sector was introduced.

4. The Government declared that there will be no natlonalmatlon in the next
10 years. '

-

5. Labour parnclpatlon in management was recognized.

6. Ae regard foreign capital it was clarified that (i) There will be no
discrimination between domestic and foreign capital, (i) Reasonable
-margin, of profit will be allowed, and (m) Due compensatlon to foreign
* concerns in case of nationalization.

Industnal Development ‘and Regulation -Act was passed In 1951 for the
enforcement of the policy. As per the provisions of the act industries being éstablished

_with a capital of 20, ,00,000 or more needed an industrial licence

The industrial policy of 1948 was Stablhty based. It almed at ereatmg mdusmal
peace to encourage private domestic and fofeign investment

The policy achieved industrial stability. After certain years it was felt that

the industrial policy of 1948 could not achieve rapid industrial development Thus,
the pohcy was modified and Development oriented 1ndustr1al policy of 1956 was
announced. :

4.30. Industrial Policy 1956

Since the adoption of first Industrial Policy Resolution in 1948, , many mgmﬁeant
changes had taken place in the economy introduction of the constitution in 1950,
acceptance of socialistic pattern of society as the national objective by the parliament
in 1954, and completion.of first five-year plan in March, 1956. ;

The Second Industrial policy resolution was adopted in Aprif I 256.

For providing more employment and équitable distribution of national income
the 1mportance of cottage and small-scale industries was recognized.

Industrial Pollcy Resolution emphasmed on the need of balanced reg:onal
deve!opment and a'eve!opment of technical and managerial caders. Stress was also
given to maintain industrial peace by providing more amenities-in incentives -for
industrial workers. It was assured, that Government will not discriminate between
foreign and Indian units. In case of nationalization of foreign units due compensation
will be paid. Foreéign capital will be welcomed keeping in view the national interest.

| Provisions of the policy are summarized herewith:

1. New classification of industries in three categories,
Coordinated development of public and private sector.
Promotion of village and small-scale industries. |
Balanced regionel development.

Workers” participation in management.

A

Unchanged attitude towards foreigri capital.

s




Critical Evaluation of Industrial Policy—1956 ~ Legal Framework
() It laid down economic constitution, of the country.
(i) Permit industrial base with' priority in ‘favour of heavy and basic industries.
'(g'ii) Adopled Russian model of industrial growth. ™ )

() Discrimination between the professed and practiced policy. Rapld
) expansion of public sector, stifl greater expansmn of private industrial |
monopoly-and houses. . *

Notes

4.31. Industrial, Policy 1977

With the change in.Government at the centre in 1977 a new industrial policy
«/  resolution was adopted in December; 1977 by the Janta Government. The main
ob_]ectwes of this industria! policy resolution were step up: () the rate of Industrial
growth (if) to ralse the level of employment, (#if) productivity of the workers and”
(i) to develop more cottage and small-scale industries. 5 -

This industrial policy stressed the need of sétting up of cottage and small-- |.
scale industries widely dJspersed in_rural areas and small towns. In this policy the”|
government cleatly states that what ever can be produced by cottage : and small-scale
industries must only be produced by them, Government expanded the list  of reserved
items for industries for 180 to more than 800 items. For the development of these -]
industries, it was proposed to_set up- district industries centre in each- district. Like
the' industrial development bank other financial institutions and the nationalized
banks were asked to set up separate department. to deal excluswely with the credit :

- requirements of the small-scale industries.

The area of-operation of the Iarge-sca!e Industries was hm:red ‘to ‘basic -
industries, capital goods industries and high technology industries. The large houses .
were asked to rély on internally generated resources for their expansion.

This policy stressed the need of dispersal, of mdusmes away from the large |
metropohtan cities and simplification of licensing procedures a7
, In this policy it was realized that public sector should also be used effectlvely as
a stabilizing force for maintaining essential supplies, for the consumers.
In this pohcy ‘resolution”it was stressed that workers’ pamc:patxon in the '
management of industries should bé encouraged in order to minimize labour unrest.

'Under thxs resolution Goyernment realized the necessity of import of technology
in sophlsncated and hlgh priority areas, where we have not developed domestic_
technology and skills.. : .

As faras foreign collaboration was concerned, itwas stated that majonty interest
in ownership and effective controt should be in Indian hands, except in highly export
oriented and sophisticated technology areas.

F)

. Government will ‘take all precautions while taking over the sick units, so that
public. money may not be wasted simply for keepmg the workers employed

Critical Appraisal of Industrial Pollcy, 1977 o

v The industrial, policy of Indian Government prof_es'sed to "provide a .new.
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Business Eﬁvfmn’ment - alternative. socno-cconomrc ﬁamework, but it could not:do so “It: hoasted to develop
- *small-scale and cottage mdustnes rap1dly, buit allocated only 2% (i.e£1410 crore) of

-the total sixth plan outlay of 69,380 crores. Even second five year plan spent 4% of ~
“all total cutlay on: small-scale ‘and v:llage industries. Notable measures taken:were as.

. ", under. A = i i .
Notes -
- () Settmg up of sttnct mdustnes centres’ .
(u) Begmnmg 1mport of items reserved for small scale sector.
! (u:) Ralsmg of mdustnal licensing lumt from ? one crore to. 3 crores
.4.32. Changes In the Industrlal Pollcy Smce 1884
The Government of- ane-Mmlster Late Sh. Ra_uv Gandhi has introduced the
_ e followmg major changes:_ : L
T ¥ L. Liberalization of llcensed capacity Thc Govemment granted automatic
increase to those industries which wanted to achieve economics of large— :
* scale due to modermzatlon on January 30,1986. The Government decided-
to delrcence 23 mdustnes for MRTP and FERA companles provided the
BRI company 18 located in centrally declared backward areas. » ¢+
- 2. _New concept of broad handmg' Under the scheme, licenses were isshed
_ 1 . interms of broad categoncs of items such as machirie tools, imotorized two-
. . wheeler, four-wheeler paper and | paper pulp, chemical and electromcs The
, _ ; . conipemies could produce any of such items - subject to overall’ hcensed
N T C
A Raisnng of asset limit for MRTP Compames* The limit was ralsed from

%20 crores t5.T100 crores, . Consequently 112 companies went out of the

. ;_--_r . &% purview of MRTP dct. In December 1985, 22 companies were delicenced
“ w . for MRTP and F ERA comparues " e
i .\v, . _ -

e

I | = 433 Industrial Llcensmg

-

Industnal L:censmg system rneans;the comrol of the government | over the
location, expansron and setting up of: a private industrial undenakmg. with.a
view-to channefrzmg it, -in. accordance wuh plan prioritiés and targets. The mam‘
:'.ob;ectlves of Llcensmg Pohcy are: (i) to check the concentration of economic’ power
|- in industrial sector, (if) to reduce the reglonal ¢conomic dlspantles, (iiiy to encourage
.-.cottage small-scale and medlum sized mdustnes and (:v) to channehze the mdustnal

-
2 T

-'mvestment in accordance w1th plan pnontles : » T, g, B *a
ln order to aclueve the above mentioned ob_lectlves the Govemment of India
¥ passed followmg acts or adopted mdustnal hcensmg resolutlon R
3 . " . ) 4 ' b _‘-'x* " s
: Industries (Development and Regulatlon) Act 1951 S g #

The lndustrles (Development ang: Regulanon) Act (Was passed m 1951 to‘
“ . e nnplement the industrial pollcy resolutlon of 1948. Undcr th;s Act no. new mdustnal
) o | unit could be estabhshed thhout a llcense from the Central Govt ¢

Dr. RK: Hazari revnewed the workmg of mdustnal llcensmg under the act and
_pointed out that there was no faﬂow up of kcenses 50 that the Govi; knew little about

S
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_ -the: progress in Implémentation of licenses. The mdustnal hcensnng d1d not bnng .

about balancod regional development. .
Government of India appointed- mdustnal Llcensmg Pohcy Inqmrj’ Commlrree

in 1967, headed by Dr. Dutt. This committee submltted its report in 1969 and pomted
out that there had been a substantial growth of big biisiness-in India. It revealed that -
"90% of financial assrstance from the term financing institutions had: gono to the few
large industrial hotises in the private sector.and lesser than 10% to' cooperatwe and

public sector. Cominercial banks had favoured big business units in advancing | loans.

Industrial Licensing pohcy "had also _faded to_ protect the interests. of smaH—scaIe X
- and medium-sized, ihdustries. ‘Backward areas- had also been: neglected dnd thus, the |
‘obJectwe of balanced reglonal development has’ ot been achieved. ‘

Industrlal Llcenslng Pohcy, 1970

J.
On the recommendations of Hazari and Dutt committee, _new Industtial
_Licensing- Pollcy was announced in 1970. Followmg are the main features of this

* policy: : . - .
(?) Industrial output was divided 'into ﬁve sectors viz. Core Sector, Jomt
* Sector, Medium Sectors, Small-scale and Co-operatwc sector .
_ @) Co—operatwe sector will be given preference m giving hcense v
(:‘1’:‘) Backward areas will, be ‘preferred while grantmg new lxcenSe
(iv) The existing policy of reservatlon for the small-scale sector was to be
' 'contlnued the area of such reservation was to be extended

@) 'I'he Timit for licensing of new undertakmgs and substantlal expans:on :

of exits units was raised from ¥25°lakhs to ¥ one crore fixed investment

subject to other condmon
1‘ . i

il

In 1973, the industrial heensmg pohcy was hberallzed and a hst of basn: :
ctitical a strategic industries. was drawn up. Large houses and Foreign' concems were '

made ehglble participate in these industries provnded that itém ‘was niot reserved for

. productlon inthe pubhc sector as per 1956 Industrial pohcy resolutlon and also for the | .

small sector.-Co- operanves a small and medium entrepreneur were. to be encouraged

to participate in the production mass consumptlon goods P

In 1975, the Government ﬁzrther liberalized: mdusma;' hcensmg policy a.
* delicensed 21 industries. and perrmtted unlimited . expanswn beyond the licensed

capac:tles forelgn companies and monopoly houses in 30 industries.. _ s 0
. In the 1978 Industrial Licensing policy resolunon the limit for takmg indistrial

,hcer was raised from T one crore to. T 3 crores. Llcensmg system for the nnport ‘of

capital good was simplified. : ;o 2

- In the 1980 Industnal Llcensmg Pohcy, the number of goods reserved for
cottage a small- scale industries weré increased from 807 to 834. Llcensmg procedure

was further simplified and the maximum t1me limit of issuing llcense was reduced
from 90 days: to days : . . " . :

e

L
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+» The Year 1982 was declared the productivity year and the industries were
allowed increase their productive capacity. The Licensing pollcy for the year 1983-
84 further raise the limit of taking license from ¥ 3 crores to ¥ 5 crofes. To reduce

* the problem of region imbalances in industrial sector, Government announced certain

Notes .
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concessnons to those who set up the mdustnes in backward areas.

| Privatization of the Economy

Privatization means removing strict contro} over priVate sector and miaking them
free to take necessary. decisions. Since 1ndependcnce we accorded top priority to the

-

‘| public sector but the desired result could not be achieved with the encouragement of

the public sector. Now the new economic policy tries to expand private sectors. In
order to encourage private sector following measures have been adopted '

Measures to. Encourage Prlvate Sector in the Economy

.

(i) Redur:tmn in the number of reserved. public sector mdustnes The
" government through its economic policy reduced the number of mdustnes *
for publlc sector.from 17 to 4. It means that the private sector can now set -
up thirteen more industries in different ﬁelds

Increasmg the share of private sector investment: It has now. been planned
to reduce the shate of pubhc sector investment to 45% It mcreases the -
share of private, sector 10°55%. . S

@),

Selfmg the share of ‘public enterprises: It has now been declded to increase’
the participation of general public and workers and selling them the shares
- of public enterprises. :

{#d)

(#v) No insistance on conversion: Now the ﬁnanclal corporatlons cannot insist -
: " the industries for conversion of theu* loans into equlty shares. '

4.34. import Policy

« We adopted restrictive import policy up.to 1974 in order to- avoid .unnecessary
burden of foreign exchange It was also a measure to protect the.country from .

‘excessive dependence in foréign funds. It was a step towards ﬁnanclal self-relxance '

Imports were restricted by the following ways: _ . _
(/) High unport duties - L B ‘_ L,
@ Resmctlon on the unported quantity :
(m) Import substitution.

Smce 1981-82 the 1mport pollcy became- more llberal as regards quanuty and .
value of i 1mports

[ : . ’ -

Direction. of India’s Import's

The relative share of oﬁncipal 'éqpplying countries has been changing from

-period to period. Some of the important changes have been summarized herewith.

1. -United Kingdom (UK): It was the most important source of i 1mports during
“colonial period but losmg ground since-independence. Its share was 19%
in"1951-52 but declined to 6. 7% in 1990-91.. In some years it was as low
.2 5% and 6%




. 2 United States of America (USA): The share of USA which was 34% in
1950-51 declined.to 9% in 1988 -89. It has further risen to12% in 1990-
91.

.~ Though our main imports from USA consisted of food grains, but we have
. been more or less self-sufficient so we do not import food grains from
.USA at present

3. Germany: During the World War 11, trade w1th Japan ceasod It revwed n
1950-51. Import from Germany which was 3% in'1950- 51 rose to 10% in
,1987-88 and 8%:in 1990-91. '

ah

4, Japan: Import from Japan also ceased in the. World War Il ang revived in |

1950-51. Its share 3% increased to 4% 1969-70, ‘9% in 1985 86, 10% in
1987-88 and 7.5% in 1990-91.

v 5. Belgium: Imports of rough diamond from Belgium has accorded 1t an

~ important place. During 1990-91 we imported 6.3% of our imports. -

6. USSR: Though rmports from USSR dunng 1950-51 was negligible, i.e.

0. 2% but it increased gradually to 11% in 1969-70, 9% in 1985-86, 6%

- in 1987-88 and 5.9% in 1990-91. The recent disintegration of USSR has
* given set back to trade with that country.

7. Saudi Arabia, Kuwait, Iran and Irag: The share of these -countries in
India’s 1mports is increasing; The. four counmes taken together account
for our ll% imports. _ ’

" Pakistan, Chma, Burma, Sn Lanka UAE and Kenya do not_have any
significant place in our imports. :

.'4:35. Exoorls P°“¢¥. __

COmpositlon of Exports

L

Our traditional exports of jute and cotton which accounted for 19% and 20%
-respectively have declined to .9%.and 6: 5% in 1990- 91. Exports of spices also
declined from 4.2% in 1950-51 to 7% in 1990- 91. During 1950-51 we exported
edible oils but now the table has turned now we have'started importing edible oils.
Tea ‘was also a major- item ‘of‘our exports. Its share during 1950-51 was-13% but it

has declined to 3% in 1990-91, We also exported manufactured tobacco. Its share.
- was 2.3% in 1950- 51-but it has declined to .8%. Leather and leather manufacture is -

the only lradmonal 1tem which has maintained its exports. Its share which was 4%in
1950-51 rose to 8%. Our important ¢xports items are-as under:

1: .Gems and jewellery: This item has shown rcmarkable increase. It has

increased from negligible amount in-1950-51 to 5200 crores in 1990-91,
i:e., contributing 16% of the total exports. A large part of forcign exchange

carnings from exports of gems and Jewellery is used for unports of rough |

‘d1amonds

5 Readymade garments and hana’:craﬁ‘s Its share was negligible during
1950-51. Tts export started in. 1974-75 and shot up in 1980s. Its exports
during 1974-78 was 660 _crores, during- 1980-85, 1900 crores and it
increased to 4,012 crores in 1990- 91 Its export oceuples second pOSlthll

* - L8gal Framework
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in our exports; next to- -gems and jewellery .but in terms of:net forelgn'
-exchange it holds' tOp position. Hand made carpets are also the i important

item of exports. Its share is about 13% at present,
Engmeenng goods: It includes items. like sewing machines, fans, blcycles,

_ electrical and non-electrical machmery, ‘transport equxpments and even
household apphances It has been a major item-of exports and accounted- .

for 12%in 1990 91, whereas its, share has been 9% durmg 1980s.
Metallic ores.tlt mcludes iron, mlca and manganese Its contribution to

the total exports is: 1050 crores: or 3. 2% of the' total exports, Its exports A
will ‘haye to be cut short because if is.a major element of iron and steel

mdustry Tt is never wise to export such exhaustible minerals like iron ore.
Crude oil: During the sixth plan period our anntial average export of crude

oil was worth 810 crores. We'had to export surplus becausé we dld not’

have reqtured reﬁmng capacity. As we have now enough reﬁmng capacity,
s it is'not exported since 1986-87.. , .

Petroleum products: Excess petroleum products have been exported to
nelghbourmg countries like Nepal and Bhutan Itshareis almost negligible.

Fishand ﬁsk preparations: Its cxport has incréased from 0.4%in 1950-51

to-3% in 1990- 91.. We have con51derable potential for - ‘raising the.
productlon and exports of fresh water. and marine fish, We export fish and’

fish preparations mainly to Japan. = 4

Rice and oil cakes: Since 1980 rice specially Basmati is being exported i

to guif countries. Its contribution in our total exports accounted 2% in

1990-91. Oil cakes are bemg recently exported. Its export was negligible =

in 1950- Sl but now it amounts to<1.4%. Qil. cakes are nutrition’s feed for
cattle, so we should use it for the development: of our husbandry, '

Miscellaneous items for exports: It includes' raw cotton, juices, frults
vegetables mica chemicals and other allied products

A

& Table showing Composnﬁon of Indian exports .

L ER m‘xrlri,g.} & I T
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- (i) | Petroletim products ; *

(i) | Gems and jewellery 14

(#) | Agrobased commodities . | 12 | 14 | 10 | c12
(i) | Readymade garments -9 11 12 |

{v) | Engineering goods 9 9 12
' (vi) | Teaand mate “ 6 5 4 | 3
-(vii) | Ifon'ore 5 4 3 3:
(viii) | Leather and leather 7 A B 8
........ in ‘f‘.‘f’.f"f‘?f'f‘f-‘ff‘ff‘:‘f’.‘f‘.g__s.l_‘?ii
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Initially we adopted the policy of i tmport avo:dance and substltutlon and d1d not
emphamse on export promotlon The policy did not: achleve much; Since 1974- 75,

growmg 1mports Duie to- the pressure of” mtematlonal monetary agenmes and aid”

giving, western countries we had to adopt vanety of export promotlon &
Export- Promotton\Measures_' . )
i (a) Fiscal Méasures: - __— o -I;i

1 Cash:assistance Was allowed on export linder.cash c.‘mpensatory scheme
(CCS) By 1988 89 assnstance was available on- 260 export items. .

«/

export proﬁt were totally exempted from. tax o

5 3 Duty free, "liberal or concess:onal unport of raw mm‘enals requtred for

expon purposes L . ‘o . ,

L ik *
3« 4 Remrss:on of excise dutzes and indirect taxes on exported goods.

S. Introduction”of exporr rep!emshmenr scheme in Whlcll exports were
allocated foreign exchange for the import. of raw matenals used in the

\.
t

< «‘5‘?” N free trade :f:th the rest of the world and a tax hollday of five years:. .
; 3 ‘3" years tax holiday and orher concess:ons to 100% export ortented umts;ﬁ
|.“ 4 Reiaxarzon of control .on exports rExports of large number of i 1tems were

- " decontroiled. ¢ L. Y o _ . .
. I i -, ‘ -
- X Stmphﬁcatton of exparr pmcedure and 1 formalities.
e ow s 6 Idennszmg sectors and industries (thrust areas) for promotmg the EXpOIts. .|
© Flnanciat Measures: i s g
‘ o S Y - ¥
_ 1 Granzmg ioans on concessmnal terms for ﬁnancmg exports and productlon .
" s of export goods S T ST S )
- & _ JRN
i .':-_ ) S . h -~ ar 5 ﬂ} -
d . ¥ .
: # s - ) .
; 3 . 3?, b . | q_; a n _;?‘ i
" o ¥ @ v o I
. Yoo R _

it was. realized that without' growth i in the exports it was Very dlfﬁculttto ﬁnance the

"2. 'Income tax. concess:ons was- granted on profits; ﬁ‘om exports In 1988-—89 -

productlon of export goods. ‘;‘ PR : -
& e, ',_.\ LY "-& . % ~ .
% (b) Re.'axaﬂon of COnrrofs' wow Y, ,; - S PR Tk S
. C 1 Ltberahzanous of mdustnal licensi for settmg up and expanston expom
P L ‘fng
N -_rnﬁ N onented umts v & ‘5' ';? - " ‘%’* » DE 'tr_h 119‘ LI T 3 iy
RS .»fEstabhshment of Export Pmcessmg Zories (EPZs) at Bombay, Kandla, | -

Ty ' 3 - u‘rlv{edr.a‘r Fatta,?dea and Cochm Umts located‘tn these zones were allowed : -

Legal Framework
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2. Formation of export-import bank: The bark-has been grarlztin_g financial
assistance at concessional rates of interest to Indian exporters.

3. Créatg'on of rechnfcal devefopmé}er fund for ﬁnanoing foreign exchange
requirements for the import of machinery and technology. °

4. Creation for pmductmty ﬁmd for 1mprovmg productlon techmque of

[

. export goods. .

As a result of fiscal relaxation and ﬁnancml measures applred for export
-promotion there has been improvement in our exports eammgs which’ rnay be
summansedasunder :

Ratio of Aggregate Exports to GDP
‘Fourth plan (1970-74) 3.7%
Fifth plan (1974-79) 5.4%
: 1979-80 5.6%
Sixth plan (1980-85) ' ' 49%
Seventh plan (3 years) (1985-88) 4.4%
1988-89 s 5.2%
1990-91 61%

The above table shows gradual 1mprovement in the export eammgs

. Dlrection of Exports

Direction of Indlan .exports has been changmg from penod to penod as in the
case of i imports. It may- be summanzed as under:
1. United ngdom (UK) It-was the most important: export market in the
= colonial penod During 1950 51, it accounted for 22% of the total exports
but it gradually declined to 7% in 1990-91.
2." Union of Soviet Socialist Repubhc (USSR) Its"share in 1950 51.-was
' neghg:blemerely 2% of the total exports butntlncreasedtolﬁ%m 1990-91.
' The disintegration of USSR has given a set back to Indian export to USSR.

3. United Stares of. Amenca ( USA): The share of USA in the Indian exports
market contmues to rank mgmﬁcantly It accounted for 18.5%, the second
biggest market for Indian exports in 1950 51. Even in 1990- 91 its share '

" stands-at 15%.

R 4. Canada: lts.share in the total exports of India has declined to 9% in
1990-91 as against 2.2% in 1950—51

5. Japan: It is at present the third largest market for.Indian goods. Its share
- in'the Indian exports'is 9.3% as against 1.6%'in 1950-51.
Regulation of Foreign Investment ST

FDI inflow in India is increasing over the past several years. However, there is
tremendous potential for absorbing greater flow of FDI in the coming years. Several-

| efforts are being__made.to_attrsct greater inflow of FD in the country by taking actions

-
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both on pollcy and implementation front. India needs greater flow of FDI to meet its Légal Framework
growing need of deve]oplng infrastructure in a big way. ) ] _ *

Foreign DIrect Investment (FDI). " o

FDL, is now considered as .an important driver of growth in the country. Notes
Govemment of - India is, .therefore;: making all efforts to attract and facilitate FDI *
from abroad to complemem and supplemenl domestic investment. Non-Resident :
Indians (NRIs) including Overseas Corporate. Bodies (OCBs), predominantly owned :

by NRIs, are invited to invest in the country. . J
In order to make the investment in India attractive, mvestment and returms on ' i
thern are: %

_ (i) Freely repatnable except where the approval is subject to specific-
1 conditions: such as lock-in. penod on original investment, dividend cap,
. foreign exchange neutrality, etc. as per the notified sectoral policy. -

(éf). The condition of dividend balancing that was applicablé to FDI in 22
specified consumer goods industriés: stands withdrawn for dmdends
4 declared after 14th July 2000, the date on whlch_ Press Note No. 7 of 2000
g series was issued. -

FDt is allowed up to 100% under the automatic route in all activities/sectors 5
except the following which will require‘approval of the Government: ) |
» Activities/items that require an Industrial License; - i
e Proposals in-which the foreign collaborator has a previous/existing venture/
tic up-in India in the same. Prior. Governmenit approval for new proposals
would be required only in cases where the foreign investor has an existing |
.joirit venture, technology transfer, trade mark agreement in the same field. .
With the amendment of the Press Note 18, Jomt ventures formed with forelgn
investment before December 12 2004 would be considered as “exxstmg IVs”
which will fall under the ambit of Press Note 18 The foreign partner in such
_ JV has to obtain a No Ohjectlon Certificate (NOC) from the Indian partner
3 " for startmg new venture in India in the “same” field of activity.

» All proposals relating to acquisition of shares’l p; an existing Indian company’
bya foréign/N RI investor. -

+ All proposals falling outside notified sectorat policy/caps or under sectors in |-
which FDI is not permitted. .

) FDI policy is, reviewed on an ongoing basis .and measures for its further
liberalization are takep. Change in sectoral policya’sec‘:torai‘ equity cap is notified from
time to time through Press Notes by the Secretariat for Industrial Assistance (SIA) in
the Department of Industrial Policy & Promotion. Policy announcement by SIA are
subsequently notified by RBF under FEMA. K )

Automatic Route . v

{a) FDI in sectors/activities under, automatic route does not requxre any prior
approval either by the Government or the RBL !

(b) The investors are required to notify the‘Regtonai office concerned of RBI
of receipt of inward remnttances within 30 days of such recelpt and Wlll
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have to file the requiréd documents with that office wnthm 30 days after
issue of shares to foreign investors.

{c) Foreign_investors have to, "however, keep in mmd that they may invest
frecly. under the Attornatic Route described above but where such
investment does not conform to policies of Government of India, a
specific approval from Government fnust be sought. For examplc there
are Government guldehnes on location of industrial units, or there are
certain items like explosives or liquor that need an industrial license. If the
Indian company does not conform to the locational guidelines or needs an
Industrial license then it cannot issue shares under the Automatic Route.

(d) The present Automatic Route allows Indian companies engaged in ail
industries except for certain select industries/sectors to issue shares to
foreign investors up to 100% of their paid-up capital in Indian companies.

(¢) There are also some areas where' though Automatic-Route is available,
foreign investors cannot invest beyond a certain percentage of the paid-up-
capital of the Indian companies or where mvestment is subject to some

“other conditions.

‘Government Approval Route - ok

Government approval is required for FDI in all ac;t_ivitiés which are not covered
in automatic route. Areas/Sectors/Activities hitherto not open to FDI/NRI investment
shall continue to be so unless otherwise decided and notified by Government.

An investor has the option to make an application for prior Government approval
even when the proposed activity is under the automatic route.

Application in FC-IL form for proposals requiring prior Government’s approval
'should be submitted to FIPB. Applications in plain paper carrying all relevant details

are also accepted. There is not fee on such application.

- The following information should form part of the proposals submitted to FIPB:

-~ (¢) Whether the applicant has had or has any previous/existing financial/
technical collaboration or trade mark agreement in India in the same or
allied field for which approval has been sought; and

(b) If 50, details thereof and the justification for proposmg ‘the new venture/
technical collaboration (including trade’ marks)

(c) Foreign investment proposals received in the DEA are placed before the
Foreign Investment Promotion Board' (FIPB) within 15 days of receipt.
The decision of the Government in all cases is usually conveyed by the
DEA within 30 days. -

{dy Applications can also be submitted with Indian Missions abroad who..
will forward them to the Department of Economic Affairs for further
. processing.

FDI1 is not permissible in the following cases
(/) Lottery Business, or

(ify Gambling and Betting, or

(i) Business of Chit Fund




L
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b

(iv)
)

- vi)
(vii)

(viii)

(ixy

Nidhi Company

Housing and Real Estate Busmess (to.a certain extent has been opened
For details please see note on Construction) +

Trading in Transferable Development Rights (TDRs)

Retail Trading (discussions are being held to opén this area-B2B and Cash
& Carry are permitted)
Atomic Energy ¥

Agricultural or plantation activities or Agriculture (excluding Floriculture,
Horticulture, Development of Seéds; Animal Husbandry, Pisiculture and
Cultivation of Vegetables, Mushrooms, etc. under controlled conditions

and services related to agro and allied sectors) and Plantations (other than.

Tea plantations)-

+

General Permission of RBI under FEMA

(@)

(b)-

{(c)

@)

General permission has been granted by RBI under Foreign-Exchange

Management Act (FEMA) in respect: of. proposals approved by the |.

Government.

Indian companies getting foreign investment approval through FIPB
route do not require any further clearance from+RBI. The clearance is
not required for the purpose of* recewmg inward remittance and issue of
shares to the foreign investors. §

The companies are, however required to notify the Regional office |

concerned of the RBI of receipt of inward remittances within 30 days of
such’ receipt. - ;

They also need to file the required documents with the concerned Regional

offices of the RBI within 30 days after issue of shares to the forengn_'

investors or NR_Is.

FDI in EOUsISEZs!Industrial ParkIEHTPISTPISpecIaI Economic

Zones (SEZs).

(@)

G

()

@

FDI through Capitalization of lmport Payables

FDIis pennitted up to 100% under automatic route for setting up of special
Economic Zone and Export oriented units. (EOU) subject to sectoral
NOMS. ’

Uniits in SEZ qualify for approval through automatic route subject to
sectoral norms. '

Details about the type of activities permitted are available in the Foreign

Trade Policy issued by Department of Commerce. Proposals not covered |
“under the automatic route require approval by FIPB.

Proposals not covered under the automatic route would be consrdered and
approved by FIPB.

-

FDI inflows through capitalization of import payables are required to be under

the following modes; -

-
[
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regulations and environmental regulations.

1t e

({) By inward remlttances through normal bankmg channels or

(i) By debit 0 the specified account of: person’ concerned mamtamed in an
authorized dealer/authorized bank. )
ssue of equity to non-residents agamst other modes of FDI 1nﬂoWs or in kind
is.not permissible. : . '
However, Issue of | equlty shares agamst lump sum fee, royalty’payable and
external commercial borrowings (ECBs) in convertible foreign currency are permitted,

| subject to meeting all applicable tax liabilities and sector specific guidelines.

1 'FDlin SSI° Unlts

Capital Norm A small-scale unit cannot- have more than 24 per cent equtty in

| its paid up’capital from any industrial undertakmg, either foreign or “domestic. If the

equity, from another company (including foreign equity) exceeds 24 per cent, even 1f
the investment in plant and machinery.in the unit does not exceed Rs'1 crore, the unit
loses its small-scale status. oo

Locational Resmct:ons lndustrial undertakings are free to select the location
of a project. Industrial License is required if the proposed location is w:thm 25 km of .
‘the Standard Urban Area limits of 23 city having population of 1 million as per 1991
" census. :

Locational restriction does not apply

' (i) Ifthe unit were to be locited in an area de51gnated as an “1ndustnal area

before the 25th-July, 1991.

(ify Electronics, Computer software and Prtnttng and any other andust:ry,
‘which may be.notified in future as non-pollutmg mdustty” are exempt
 from such locational restriction. :

The location of indusirial units is subject to applicable local’zoning and landJuse
!
Foreign Collaboratton Agreements (Technology Agreement)

In order to promote technologlcal capabtltty in Indian’ 1ndustry, acqulsxtlon
of foreign technology is. encouraged through foreign technology collaboratton

| agreements,

Foreign technology agreements are penmtted elther through auutomatic route or
with pnor approval from the Government. ’ s

.

Scope of Technology Collaboratlon

- The terms of payment under foreign technology collaboratlon which are eligible
for. approval through the automatic route and by the Govemment approval route are:

* Technical know-how fees,- Payment for desrgn and drawing, Payment for

| engineering service and royalty e

Payments for hiring of foreign teéhnicians, Deputation of Indian technicians

| abroad, and Testing of indigenous raw material, products, 1nd1genously developed

technology in foreign countries are governed by, separate RBI procedures and rules
and are not covered by the foreign technology collaboratton approval Slmllarly, -
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payments for imports of plant and machinery and raw material are also. not covered
by the foretgn technology collaborat:on approval

Automatlc Route ° E s

1

- Government has delegated powers to Reserve Bank of India to allow payments
for fore:gn technology collaboration by Indian companles under automatic route

Sl.lbj ect to the followmg limits:’ - A
!

! (#) ‘The lump sum payments not exceeding US$ Z'Million; <
. (iD- Royalty payable being limited to 5 per cent for domestic sales and 8 per

“cent for. exports. The aforesaid royalty litmiits ‘are net-of taxes and are |*

calculated according to standard co'nditions

-~

“Terms of payment qualifying for automatic route is irrespective of the extent of |

foreign equity in the Indian company v

" POLICY TOWARDS SIGK UNITS 55,

Accordmg to the Reserve Bank of India (RBI) a small-scale unit i is consndered
as a sick unit if it has-“incurred cash loss in the prev1ous accountmg year and is

hkely to continue to iricur cash- loss in the current accounting year'and has on erosion :

on account of cumulative cash losses to the extent of 50:per cent of those of its net
WOl Lo \

Accordlng to ICICI, a sick 1ndustry is one whose financial v1ab1]1ty is threatened
_by adverse factors. present’ and contlnumg The adverse factor nmlght relate to
management, market fiscal burden, labour relations or any other. When the impact of
factors reaches a point where a company begins to, incurred cash losses leading to
erosion of its funds, there is threat to its financial stablllty -

The snck industrial compames (special provision) act 1985, deﬁned sickness.
in terms of “cash losses for two-consecutive financial years and accumulated loses
equahng or exceeding the net worth of the company at the endof t /1e second financial

. P

< : L

| 437 Symptoms of Sickness . /

The persistence of many signals for a long period of time is termed as symptoms
of sickness, the various symptoms ultunately reflect on the .plant performance

“(capacity utilization, financial capital ratio, share market value practices in the diverse-

areas of finance, -production, marketing and labour relation in the industry)..Some of
the important symptoms are:

Deteriorating financial ratio

Delay in the audit of aniual account
Persisting shortage of cash flow
Continuous tumble in the prgce of the shares

Delay in the payment of statutory dues s

A

Widespread use of creative accounting s
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7. Frequent request for loans
8. Morale degration of the employees
9. Desperation amongst the top and middle managenal level.

However, the financial ratios, in each case cannot be considered as frue
symptoms of mdustnal sickness.

It is over to two main factors:

1. The sickness proné unit: To present a better and sound i 1mage one must
do lot of window dressing.

2. Financial data: It may be availabie after a gap of one year. -

However, an early identification of symptoms makes the task of detectmg easier
and fast.

4.38. Causes

Some of the commeon causes leading to failing health of small units are discussed
as follows: ' '

1. Problems in Production:

Problems in i::roduction may arise due to: ) !
() Machine breakdowns, poor maintenance |
(i) Poor quality of raw materials ) -
(iii) Poor labour productivity ' |
(iv) Power shortage
) (v). Lack of production, planning, and control’
(vi) Delayed supplies from sub-contractors
(vii) Poor industrial relations.
2. Lack of drders ‘

A unit may suffer as it does not get enough orders to match its anticipated
or targeted production targets. :

The lack of orders could be due to any of the followmg reasons:
(i) Competition

(i) Recession .

(#if} Low quality technical incompetence

~ (#v) lrregular deliveries

] Poor marketing efforts

{vi) Obsolescence

3. Lack of Raw Materials:

Diminished or iaoor supply of raw materials could be-due to:
(i) National or regional shortage -

(ii) High cost '

(i1t} Ovcrdue payments to supplxers

(iv) Poor quahty



. r—

kS
»
]
i

. T T e e T ——————a— e

(v} Uncertain suppliers . o
(vi) Lack of planning. _
4, Cash Crunch: v
This arises due to any of the following:
(#) Deliberate diversion of funds
(i) Well-intentioned butunwise diversior (e.g., unplanned diversification)
(#i)) Poor collections
(i) Unplanned payments to creditors
(v) High inventory
(v) Unproductive and flamboyant expenditure .
5. Increased Cost of Raw Material: - ) .

This is a common cause that may lead to the smkness ofa unit, It could be
due to:

(?) Increased costs not covered in selling prices due to faulty costing

(if) Large orders booked at fixed prices in an inflationary market

(ii) High material wastage

(iv) High inventory costs.
_ 6. Increased Overhead Costs:. oo !
| lncrqaée'd overhead costs may arise due to:
{(f) Inefficient production
{#) Unutilized capacity _
(7ii) Heavy borrowings, high-inferest charges
(iv) Increased administration or selling costs
(v} Unplanned capital expenditure ' B

(vi) New product development or diversification,

4.39. Criteria to Identify Sickness/Incipient Sickness

In order to measure sickness, information on, whether the unit has outstanding
source(s) of the loan (institutional/non-institutional), whether there was delay in
institutional loan for more than 12 months and whether there was erosion in the extent

of 50'per cent of the net worth during the previous accounting year, was collected in |,

the Census.

On the basis of this information, the definition given by the Kohii Committee
measure sickness. In other to measure incipient sickness, the continuous decline.in-
three consecutwe years was identified as a suitable indicator,*and so information

given was contlnuous decline in gross output compared to the previous two financial
data collected.

Thus, the following criteria was adapted to idéntity sick/incipient sick census:

(i) Continuous decline in gross output compared to the previous two financial
years, '
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Business Environment (#7) Delay in repayment of institutional loan, for more than 12 months; and
(iif) Erosion in the net worth to the extent of 50 per cent of the net worth during
the accounting year. _
» ' Sickness/incipient being a leading question, the enumerators were asked from

Notes . the entreprerieurs of the units satisfying at least one of the above criteria, and has not
been running satisfactorily. 4 -
¥ it

' 4.40. Reasons and their Consequences of Sickness

Reasons:

3

It cannot be attributed to a single factor alone. In fact, it is cumulative effect of
many factors interrelated/independent of each other.

~ The main reasons for the sickness can be categoried as:
1. External or Exogenous causes
2. Internal or Endogenous causes

r | 1. Exogenous Causes

There may be several exogenous factors causing a unit swk It may vary from -
k " time to time for industry to industry and/or even one time to other or the same industry.
The important external reasons.may be:

(i) Shortage of financial resources . ?
(i}:) Labour unrest/strike '
(iti) Lack of demands of the product
(iv) "Change in industrial policy
(v) Poor ‘inventory_ maintenance
(vi} Untimely supply of/purchase of raw materials
(vif) Natural calamities like food, earthquake, drought, etc.
(\é;'i:‘) Recessionary trends hovering the industry.
All the above factors can be broadly classified as:
() Governmental policy
N | (%) Natural calamities
(). Environmental conditions
2. Endoéenous Reasons _
" These are mainly due to some internal deficiencies in several functional areas,

viz. personnel, production, marketing, management and/or finance,

~ Majority of the projects.(54%) are found to be sick due to internal reasons like
poor management, labour problems, operative problems, poor implementation and/ -
or lack of sufficient working capital. -
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Stages of Sickness . :

Fist Stage

It happens during planning and construction stage. The unit may be located
at an uneconomical lotation, adopted an ineﬁicignt method of: production and/or
‘planned to produce an obsolete item.

Second Stage

: Unit might have committed some mistakes during récruitment, training of the
workers, unestimation of various 1nputs {fund, labour, power, water, etc.). It cannot
be corrected easily at late hours

1Y

- }
Third Stage
It may arise even if the umit is in full swing. 1t may be due to demand of product

Whlch mlght have changed. New technologies might have taken place and/or new or
‘more competitors have entered in the market. -

Consequences

The main consequences of enterprises sickness are:
. Emergence of industrial unrest ?
. Wastage of resources
. Loss of tax payers revenues'

5. Loss of employment opportunities

. - Adverse effect on prospective énﬁcpreneurs

. Hardship to'the public
- 8. Market ﬂuétuatibp.
Various consequences of industrial sickness; .

(¢} Huge Financial Losses to the Banks and the Financial Institutions .

(i) Rise of Industrial Unrest
(iiiy Adverse Effect on Prospective Investors and Entrepreneurs

1
2
3
4. Finangial Joss to-banks/finaricial institutions
5
6
4

-~

(v} Loss of Revenue
(v} Unemployment Problem Lot
(vi) Scarce Resource v

4 a, Prevention of Slckness i} _

Government
“These are: .
1. Term lending institutions, ,
2. Commercial banks, '

i, Term Lending Instltunons Commercxal Banks Entrepreneurshlp and the .
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3. Entrépreneurs, and
4. The government..

1. Term Lending Institutions

a7
If the term lending mstltutmns take the followmg steps, sickness can be
prevcr_lted
(i) Proper appraisal of management of the project ’ . :

(i) ‘Ascertaining the marketability of the end products of the unit before
! lending

(i) Extra cafe in assessing the su1tab111ty, technical fea81b111ty of plant and

machinery if it is second- hand oné ,

() Ensunng.the tlmely unplementatlon of the project.

2. Commercial Banks

Since the commercial banks are the ones pr0v1d1ng resources’ for serving
successfully, they have to take the followmg steps to prevent sickness;

(i) Noticing that the withdrawals in the account do not exceed the permissible
drawing power continuously over a period of time '

(7)) Frequent scrutiny of the ledger account with the master intelligences
(i} Frequent interaction with the entrepreneur

3. The Entreﬁreneur -

The successful running of the unit surely depends on the ability and sustainable
effort of the entrepreneur. It is the entrepreneur who_conceives, implements, and
manages the project to avert sickness in the unit.

They can prevent sickness by:
() Selecting fl}e supplier of the machinery with care
(if). Doing the homework properly
. (1’:’1") Paying adequate attention to the deficiencies in the unit
(iv) Careful selection of the partners. S S

‘4. The Government O

"The Government too can help in controllmg sickness by not makmg sudden
changes in the industrial pol:cy such as — the followmg, which may destabilize the
small units:-

() Several changes Irelat'ed to existing units’
» (i) Policy to discourage new investment
(iii) Withdrawal of subsidies
(iv) - Opening up of feserved items.for big industries.
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4.42. Summary

e An.act to provide, keeping in view of the economic development of the
country, for the establishment of a,corhmission to prevent practices having
adverse effect on competition, to promote and sustain competition in markets,

to protect the interests of consumers and to ensure freedom of trade carried '

“on by other-participants in markets, in lndla, and for matters connected
therewith or incidental thereto.

The Competition Act was repealed i in 2009. The Act has been succeeded by

the competition Act 2002. The competition bill was introduced in Lok Sabha

by Finance Minister Arun J aitley on 6 august 2001,

The ‘major elements of competition low: (1) Anti-compeiitive agreement,
(2) Abuse of dominance; (3) Merger, amalgamatlons and acquisitions control.
Remedies under the competition Act, 2002: (1) Jurisdiction, (2) Competition
Advocacy, (3) Confidentiality, (4) Penalties.

FEMA (Foreign Exchange Management Act) is a regulatory mechanism
that enables the Reserve Bank of India and the Central government to pass
regulations and rules relating to foreign-exchange in tune with the Foreign
Trade Policy of India.

The Foreign Exchange Regulation Act was introduced in 1947, later replaced
with the Foreign Exchange Regulation Act, 1973 (FERA). This was further
replaced by FEMA, which came into effect from June 1, 2000.

The purpose of FEMA is to consolidate and amend the law relating to foreign

exchange with the objective of facilitating external trade and payment and for .

promoting the orderly development and maintenance of the foreign exchange
market in India. FEMA envisages that the RBI will have key role in the
management of foreign-exchange. The RBI delegates its puwer to authorized
persons to deal in foreign exchange with suitable guidelines. -

FEMA allows free transactions on current account subject to reasonable
restrictions that may be imposed. It also eases the regulation regarding the
capital account transaction.

‘Regul_atlons relating to export of goods and services from India are contained
in the Foreign Exchange Management (Export of Goods and Services)

Regulations 2000. Under FEMA, restrictions are only on the physical |-

possessions and retention of foreign currency and not in respect “of foreign
currency kept in perm1551ble accounts with authorized dealers (banks).

- FEMA ‘has eased the regulation over transactions in foreign exchange and
security. The. Directorate of Enforcement has.been-formed to ensure that the
provisions of the Act are adhered to.

The emergence of eapital markets can be traced back to the second half
of the eighteenth century when the transactions were limited to loan stock
transactions of the East India Company. The Bombay Stock Exchange was
formalized in 1875 with the establishment of ‘Native Share and Share Brokers
Association’. The stock exchanges of Calcutta and Madras were established

in 1908 and the Delhi Stock Exchange'in 1947: There are 23 stock exchanges

in India and their organization varies. Some are public limited companies
(15), while others are limited by guarantees (5) or are vol;mtary non-profit
makmg organizations.
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The SCR Act and the ‘Securities Com:racts (Regulation). Rules "(1957)
constitute the legal framework for the regulatlon of Stock Exchanges and
protection of the interest of investors, .

The Sccurltles and Exchange Board of India. Act 1992. provides for the
establlshmcnt of the’ Securities. and. Exchange Board of India (SEBI) to
protect the interest of securities. and to promote the devélopment of and to " -
regulate the securities market. o

_ Underthe SCR Act, an exchange is defined as anybody of mdmduals, whether.
1ncorporated or not constituted for the purpose of assisting, regulating or
controlling the business of buymg, selling or deahng In securities.

The Bombay Stock Exchange is oné of the oldest stock exchanges of India
.and Asia; and it is als6 lone of the biggest of the world. The Bombay Stock
Exchange had a turnover of ¥ 68,028 crore and. @ market capltahzatlon of
T 9,12,842 crore in 1999-2000. .The NSE was mcorporatcd in November
1992 with an equity capital of T’ 25 crore. "The NSE has a fully autornated '
electronic, screen-based trading.system. The OTCE! is primarily-meant for
small size companies and small investors. This exchange has the advantages
of transparency, fast setllements .and potential to reach the nooks and comers
of the country.

‘According to Section 73 of the Compamcs Act, 1956, every company
intending to offer shares or debentures to the public for subscription by issue
of a prospectus has to first' make an application to one or more recognized * .
stock exchanges for their listing: -~ '
Stock brokers are members of recogmzcd stock exchanges who buy, sell or
otherwise deal in securities. A bull is'a buyer in the stofk market. A bear is
a seller of securities. The Badla system’involved trading for clearing with
a “facility of: carrying forward the transaction from one settlement period to
another.' The SEBL introduced modified forward trading system on, Ociober
6, 1995 effectivé from October 9, 1995..

Ca{ntal Issnes (Contract), Act (CICA), 1947. According to the CICA At
companies had to obtain prior approval for any new issue, and for pricing or
‘public and right issiie. Now this Act has been repealed. by the Capital Issues
(Control) cheal Act, 1992, -

A-major development in the Indian stock market took place i in 1988 when
Securities-dnd Exchange Board of India. (SEBI) :was established. The SEBI
is -now authorized to govern all the matters related to issue of capltal The
SCRA ilso ‘authorizés the SEBI to conduct i inquiries into the working of thé
stock exchange; they are required to submlt their'annual reports to.the SEBI
and it requires the approval of the SEBI for amendmg their rules and bye
laws The SEBI can direct them: to amend their bye-laws and rules including:
reconstitution of . thelr governing boardsfcouncrls and it is empowered to
license secunty dealers operatmg outside their Junsdlctlon

Flscal pollcy many be dcﬁned as Government policy concerned with raising
revenue and. pattern of expenditure in order to achieve the objcctwes of the
economic policy, -

Monetary pollcy may be defined as the-economic policy of the Government
relatmg to currency and credit .money. According to Radchjfe commitiee
“economic policy-of the Government in the monetary field” is its monetary

policy.
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¢ By the term mdusmal policy 3 We mean the formulatlon of principles and
rules for the industrialization of the country.

. # Industrial Licensing system:means the control government over the location,

expansion and setting up of a private, industrial undertaking, with a view to

channelising it, in accordance with plan priorities and targets.

» The sick industrial- companieis'(special provision) act 1985, defined sickness

in'terms of “Cash losses'for/two consecutive financial years and accumulated
losés equaling or cxceedmg the net worth of the company at the end of the

" second financial years.” . St

e Some symptoms of -sickness, .are: (1) Detenoratmg ﬁnanc:al ratlo
"(2) Delay in the audit of annual account, (3) Pemstmg shortage of cash flow,
(4) Continuous tumble in the price of the :shares, (5) Delay in the payment’
of statutory dues, (6} Widespread use. of creative accountmg, (?) Frequent
request for loans, (8) Morale degradation of the: employees. (9) Desperatlon
amongst the top and middle managerial level.

* Some of the.common causes’ leading to failing health' of small units: (1)
'Problems in production; (2)-Lack of orders, (3) Lack of raw materials, (4)
Cash crunch, (5) Increased cost of raw matenals {6) Increased overhead costs.

¢ Prevention of Slckness (1) Term leadmg institutions, (2) CommerCIa] banks,

q

(3) Entrepreneurship, (4) Governments.
‘ 3 1

4.43. Review Exercises

1: What is competition in the market? !
2. "Why do we need competition of in the market?
3. Whatisan anti-éompetitive agreement:? .

4. What constitutes competition law and policy?

5. What constitutes abuse of dominance? v
6. What constitutes.competition law and policy? g
7. What is meant by unifair competition?,

8. Who can make a'reference on a co}npetitive policy?
9. Explain Foreign Exchange Management Act.

10. Differentiate between FERA and FEMA:

11. Discuss the role of the RBI in enforcing FEMA.

12. What do };bu mean by Capital Account Transaction? 1

“13.. Describe the scope of FEMA and- dlscuss the difference between FERA
and FEMA., *

14. Discuss the role of the RBI in enforcing FEMA

~

15.. What is Capltal Account Transaction? Dlscuss the role of FEMA in |

regulating Capltal and Current Account Transactlons
16. Discuss how the Dlrgcto_rate of Enforcement puts FEMA into effect.
.17. What do you mean by Over the Counter Exchange of India? .
18. Define the term Derivatives.

“ A

.Legal Framework

T
1 !
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36.
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. What is the goal of a sick time policy?

38.

What do you understand by the term Swaps?
List the functions of the SEBL.
Déscribe briefly the development of stock exchange in India.

-Discuss the function and powers of the SEBL

Critically evaluate-the guidelines and reform the SEBI introduced.
Write short notes on: *
(¢} Badla Syétem v

(i) Carry Forward Transactions

(iify Derivatives

(iv) Insider Trading . '

(v) Underwriting ' .

What is meant by fiscal policy? | . ¥
State the meaning of monetary policy. * .

. What do yu:l inean by Industrial Policy?

What is industrial licensing?

P

What do you mean by the term “Exports™?
What does FDI stand for? .

‘ State any four items exported by India.

What should you look for-in a sick time policy?

What is a typical amount of sick days for an empio;ér‘?
What dre the important symptoms-of sickness? |
What is the criteria to identify sickness?

Write reasons and éonsequences of sickness. «

What are the prevention of sickness?
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‘Review Exercises

5 0. Learmng Objectives

After gomg through this unit, you will be able to: oo

¥

Know methods to ensure security and safety of E-business fransaction:

5.4,

Explain scope of outsourcing.

Explain CSR Amendments under the companies, (Amendment) Act. 2019.
State need for corporate social Responsibility.

Explam major environmental pollution control activities. v

RENDSIN BUSINESS ENVIRONMENT

v

Introduction

Commierce,.as we know is the sale; exchange or transfer of goods and sérvices

with'profit motive. Modém business is not independent. Tt cannot work in isolation.

The basic motive of every business activity is the profit. it rs the profit-which
encourages and motivates the entreprenuer to undertake. business actwmes

For earnmg more profit the available resources of the business should be
fully explo;ted Efforts should be’ made to produce maximum at minimum cost and’

sacrifice. |

Modern business system is beéing aﬂected by new Internet-based business
system known as E-business systems. This is due to market saturation, competition,

_segmentatipn, change in technology and changes in the extemal environment that

create deeper global repercuss:ons

The intemnet is_opening up more opportunities for business—for retailers,
wholesalers, manufacturers and service sector. The technology is also being used

‘internally within organizations to streamline and transform sales, marketmg,n

production; ﬁnance, administration and personnel departments. As a resiilt the flow

- .
-
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of information is being enhanced to replace paper-based tasks and systems with more
efficient methods. The benéfits of electronic commerce are not just available to large
corporations and government departments. Small and medium business houses are
also discovering new cost-effective opportunities in using Internet-related technology
to help their business operations locally and internationally.

5.2. Meaning of E-bu;ihess

The term business indicates wide range of activities involving various functions
liké production, .finance, marketing, research and development, ¢tc. when these
business functions aré aligned'to technology through computerized networking it
takes the form of E-business. Hence, E-business may be defined as the conduct of
industry, trade and commerce using the computer networks.

5.3. Meaning of Electronic Commerce (E-commerce)

Internet commerce or E-commerce (electronic commerce) is on-line electronic

technology connected via the Internet to assist and enhance a variety of business |

processes, functions and systems. Using the Internet for commerce means far more
than simply processmg payment transactlons t

The ‘Gartner Group’ focuses on mter enterprise’ systems in their résearch
and strategles and defines electronic comnierce as electronic communication
among enterprises, including customers, suppliers,. busmess partners, government
orgamzanons and financial institutions.

5.4. Definitions of E-commerce

‘ “It is an electronic commumcat:on among enterprises, including customers,
suppliers, business partners, government organizations.and financial institutions”.
~—Dr. Janardhan

Thl_xs,\we can understand “E-commerce is a genéral concept covering any
‘business transdction executed electronically between parties such as companies
(business-to-business), companies and  consumers (business-to-consumers),

consumers and consumers, business and the public sector and between consumers |

and the public sector’.. .

Therefore, we can say that, electronic commerce is a generic name for a range of -

technologies that allows the transfer of business. information using electronic means.
This would, therefore, include techriologies such as Electronic Data Interchange,
Universal Product Cerrgﬁcanon or Article Numbering, Geograph:cai Positioning

System, etc. which.allows the exchange of information reducing human intervention |.

doa m;n:mum.

5.5. E-business vlsE-pommerce

Though both the terms are used intra changeabily but there is precise distinction
" between the two. E-business is broader than E-commerce as business is wider than

- commerce.
\I‘.
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E-commerce covers the interaction of the firm with its customers and suppliers
over the internet, whereas E-business includes E-commerce and other électronically
conducted business functions, such as production, prodict development, accounting,
finance, ihventory management and human resourge management.

'5.6. Opportuhities of E-business

The opportunities 'of electronic business are not just available to large

* corporations and government departments but many smail to medium businesses are
.also dlscovenng new cost-effective opportunities by using Internet related technology

to help their businéss operatlons locally or internationally. -~

Moreover, E-business offers great opportunities for developing countries. It can
help them to enter the prosperous global marketplace and hence serve to reduce’the
gap between rich-and poor countries. .

In today’s business world corporate appllcatlons of electronic business_have
focussed on computer-to-computer interactions. The output of .one computer
program becomes the input to another. The system that.is used to. generate a,
printed purchase. order and mail it to the supplier now sends the purchase order
as an electronic data interchange. message to a computer at the:supplier’s facility

, The order.is automatically, electromcally received and input by-the supplier’s’ own

order processing software and does not have to be keyed in, Payments are sumlarly
automatic with electronic funds transfers. (EFT) replacing cheques. It makes-no
sense to spend money on paper and-people when two computers can-structure the’
transaction for a few amount. :

57 Scope of E-business

As we know. that business is a broader term which mcludes industry, trade and

commerce. As such’it includes all types of business tmnsactlons, such as productlon

finance, rnarketmg, personnel, administration and also-managerial activities like,
planning, organizing and controMing. It is carried on through computer network.
.Electronic business can also be viewed in term of parties concemned. In this context a
firm’s electronic transactions and network can be categonzed as follows {

1. B2B — a firm’s transactions with other businesses | 7/
2. B2C — a f