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UNIT – I 

1. What do you mean by Business Environment? Define it? 

Introduction: 

No business enterprise functions in a vaccum. It is a product of business ecology i.e., business 

environment. Nature, location, product/service, size, volume price, policies and decisions of the 

business enterprise are influenced by the business environment. A business units decisions and 

performance are influenced by a wide variety of factors, which are called Business Environment. 

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

business. The literary meaning of Business Environment means the surroundings, external objects 

influences etc., Business Environment is the aggregate of all conditions, events and influences that 

surrounds and affects a business unit. Business Environment poses certain threats to a business unit. 

Business Environment gives immense opportunities for market exploitation. 

Definition: 

According to William F. Glucck and Lawrance R. Jauch, “ The Business Environment includes 

factors outside the firm, which can lead to opportunities for or threats to the firms. Although there 

are many factors, the most important of the factors are socio-economic, technological, suppliers, 

competitors and government.” 

According to Barry M. Richman and Melvyn Copen , “ Environmental factors or constraints are 

largely, if not totally, external and beyond the control of individual industrial enterprise and their 

managements. These are essentially the “givens” within which the firms and their managements 

must operate in a specific country and they vary, often greatly from country – to– country.” 

Broad sense of B.E.: some experts have used the term BE in a broad-sense. These experts talk about 

internal and external environment can be subdivided into micro and macro environment. 

Internal environment External environment 

 

         The following figure explains the various environments to business environment. 
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2. Define business environment? What are the nature and characteristic features of 

business    environment? 

Introduction: 

No business enterprise functions in a vacuum. It is a product of business ecology i.e., business 

environment. Nature, location, product/service, size, volume price, policies and decisions of 

the business enterprise are influenced by the business environment. A business units decisions 

and performance are influenced by a wide variety of factors, which are called Business 

Environment. 

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

of business. The literary meaning of Business Environment means the surroundings, external 

objects influences etc., Business Environment is the aggregate of all conditions, events and 

influences that surrounds and affects a business unit. Business Environment poses certain 

threats to a business unit. Business Environment gives immense opportunities for market 

exploitation. 

Nature and characteristics of B.E.: 

a. Symbolic relationship between B.E. factors and business decisions: 

Business decisions and performance are influenced by the B.E. factors. Eg: what business to 

do; what re the targeted customer segments, what strategies to be adopted, where-when and 

how to do business, whether to continue or expand and if yes, where and bow to expand and so 

on are influenced by a number of B.E. factors. 

b. B.E. factors are dynamic: 

The internal, micro and macro environmental factors are ever-changing. As years rollby, there 

will be a marked change in them. So, the business enterprise should adopt itself to these 

dynamic factors. 

c. No single-firm cannot change the B.E.: 

A business firm is not in a position to change the environment. It should operate within the 

“given” factors of B.E. But, along with other firms, a single firm may be in a position to alter 

and mould environment in its favor. 

d. B.E. comprises both external as well as the internal factors: 

The internal business environment factors include the value system; vision- mission 

objectives; management structure; internal power relationship; human resource; company 

image; physical assets; research and development; marketing resources and financial factors. 

These factors are controllable by the management. 

The external factors of B.E. are micro and macro. The micro B.E. are micro suppliers; 

customers; competitors; marketing intermediaries; financiers; and publics. The macro B.E. 

factors are STEPIN.-socio-cultural; technological; economic; political; international/global 

and natural environment. These factors are uncontrollable by a single firm. 

e. B.E. establishes FIRM-ENVIRONMENT: 

Formulation of strategy is establishing the firm-environment fit. The mission / objectives/goals 

should be based on an assessment of the external environment and internal environment. A 
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SWOT analysis is made. External environment has 2 components viz., business opportunities 

and threats to business. Internal environment has 2 components viz., strengths and weaknesses 

of the organization. 

f. B.E. varies from country-to-country: 

This is because countries may differ in their economic, social, political factors. 

g. Different level of influences is exerted by various factors of the business environment 

h. Within the same country, different regions may differ in respect of demographic, cultural, 

local- political situations, law and order. So, B.E. differs. 

i. As economic advances are made, social values change, political ideologies change; so also 

B.E. changes. 

j. B.E. provides opportunities and challenges, accelerator and brakes, leverages and 

limitations. 

k. B.E. is supportive for some of the business units and restrictive for some other business 

units. 

l. B.E. is dynamic and complex on national planes. 

m. B.E. is influenced by TRANSNATIONAL factors like International investment, World 

Bank, IMF, WTO, Trading blocs. 

n. B.E. factors do not pull in the same direction. There is a conflict between govt. factors and 

market forces between economic factors and the social factors and so on. 

o. Politico-govt. factors dominate the environment because political ideology and stability set 

the tone and background for business. 

3. What is business environment? Explain its scope? 

Introduction: 

No business enterprise functions in a vacuum. It is a product of business ecology i.e., business 

environment. Nature, location, product/service, size, volume price, policies and decisions of 

the business enterprise are influenced by the business environment. A business units decisions 

and performance are influenced by a wide variety of factors, which are called Business 

Environment. 

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

of business. The literary meaning of Business Environment means the surroundings, external 

objects influences etc., Business Environment is the aggregate of all conditions, events and 

influences that surrounds and affects a business unit. Business Environment poses certain 

threats to a business unit. 

Business Environment gives immense opportunities for market exploitation. 

Scope: 

The Business Environment has a scope that is external to an individual organization. In that 

sense, Business Environment refers to all external factors, which have a direct or indirect 

bearing on business decisions and activities DSTEPIN is the acronym used to explain the scope 

of Business Environment in this sense. 

a) Social environment, technological environment, economic environment, political 
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environment, international environment/global environment, and natural and demographic 

environment are the components of external environment. The scope of Business Environment 

is also referred to in a broader-sense. In that sense, Business Environment refers to both 

internal and external. 

b) Knowing the environment is an important activity. In order to know the Business 

Environment    the company should know the enacted environment. This is done by 

aggressively scoping, narrowing, and scanning the external environment. The firm develops 

domain and domain consensus. Domain refers to the range of products and services offered, 

markets served and services rendered. Organization pays more attention on these areas. When 

all the stake holders agree upon the above mentioned three areas, it is domain consensus. Task 

environment specifies the range of products to be offered; the technology to be employed and 

productive strategies to be used to counter global competition. 

c) Environmental analysis is also an important area included in the scope of Business 

Environment. Environmental analysis seeks to bring FIRM – ENVIRONMENT_FIT. The 

environmental analysis provides an understanding of current and potential changes taking 

place in task environment/micro/operational environment. E.A. provides inputs for strategic 

decision – making. E.A. provides faster strategic thinking in organizations. 

d) Competitor analysis is also brought under the ambit of B.E. The framework of competitor   

analysis has four important components viz., future goals, current strategy, assumptions and 

capabilities. 

4. “Firms which systematically analyze and diagnose the environment are more effective 

than those which don’t”- elucidate the need and importance of influence of business 

environment in the light of this statement? (or) Examine the impact of business 

environment on business? 

Introduction: 

No business enterprise functions in a vacuum. It is a product of business ecology i.e., business 

environment. Nature, location, product/service, size, volume price, policies and decisions of 

the business enterprise are influenced by the business environment. A business units decisions 

and performance are influenced by a wide variety of factors, which are called Business 

Environment. 

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

of business. The literary meaning of Business Environment means the surroundings, external 

objects influences etc., Business Environment is the aggregate of all conditions, events and 

influences that surrounds and affects a business unit. Business Environment poses certain 

threats to a business unit. Business Environment gives immense opportunities for market 

exploitation. 

Need/significance/importance of understanding and analyzing the business environment: 

1. B.E. offers immense potential: 

B.E. poses threats to a firm. It also offers immense opportunities for potential market 

exploitation. A firm is able to locate the new markets, new customers and understand the 

competitors in a better way by analysing B.E. 
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2. Effective decisions and strategies: 

B.E. factors exert lot of influence over business decisions and strategies. The business 

decisions become more effective by properly conducting environmental analysis. 

3. Dynamic B.E. instills more capabilities: 

The B.E. is dynamic and ever changing. The factors are volatile. So , a business unit is able to 

cope-up with the challenges posed by B.E. factors STEPIN. A business unit becomes more 

capable, competent and strong through conducting environmental analysis. Internal and 

external environment decide the working. 

4. Environmental analysis: 

It enables a business unit to understand its strengths and weaknesses. The external 

environmental factors open many and immense opportunities for market exploitation. They 

also warn the enterprise about threats from competitors, government policy, etc. 

5. A business is the product: 

It is the product of the technological, political, legal, economic, social, cultural, global and 

natural factors amidst which it functions/works. 

6. Survivals and success of a business firm: 

It depends on its resources and its adaptability to the environment. 

 

5. Explain the factors/components/forces/elements/constituents of the internal 

environment of the business enterprise? 

Introduction: 

No business enterprise functions in a vacuum. It is a product of business ecology i.e., business 

environment. Nature, location, product/service, size, volume price, policies and decisions of 

the business enterprise are influenced by the business environment. A business units decisions 

and performance are influenced by a wide variety of factors, which are called Business 

Environment. 

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

of business. The literary meaning of Business Environment means the surroundings, external 

objects influences etc., Business Environment is the aggregate of all conditions, events and 

influences that surrounds and affects a business unit. Business Environment poses certain 

threats to a business unit. Business Environment gives immense opportunities for market 

exploitation. 

Factors/components/forces/elements/constituents of the internal environment : 

1. Value system: 

Value system of the founders and persons holding top positions have some values. These 

values influence their policies, practices, choice of business, vision-mission and objectives of 

the organization. Eg: TISCO incorporated its social responsibility to consumers, employees, 

shareholders, society and the people in articles of association. This is due to the value system 

of JRD Tata and acceptance of it by persons at the top of Tata business domain. 
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2. Vision-mission-objectives: 

Vision-mission and objectives of the company decide the business domain, priorities, direction 

of the development, business philosophy, business policy. Eg: Ranbaxy’s thrust into the 

foreign markets and development have been driven by its mission “ TO BECOME A 

RESEARCH BASED INTERNATIONAL PHARMACEUTICAL COMPANY.” 

3. Management structure and nature: 

Some complex management structures and styles delay decision making. Quality of the board 

of directors is a vital element. There are some companies with highly qualified and responsible 

board. Some companies have dishonest and unscrupulous board. Eg: in some companies like 

WIPRO majority of the shares are held by promoters. In the case of TATA group of 

companies, the share of promoters is very vulnerable. Financial institutions had large 

shareholding in many Indian companies. 

4. Internal power relationship: 

Relationship between board members and the CEO is a critical factor. The cordiality between 

them is more important. Support enjoyed by top management from different levels of 

employees, shareholders and board of directors influences the decisions and their 

implementation. 

5. Human resources: 

Skill, quality, morale, commitment, attitude of people contribute to the strength of the 

enterprise. Employee resistance to change is a barrier to growth of an organization. 

Involvement, initiative of people vary from organization-to-organization. Eg: john towers, 

M.D. Rover group observes that a Japanese company of 30000 employees is 30000 process 

improves. Such a situation cannot be found in an Indian company. 

6. Company image and rand equity: 

Image of the company plays a significant role while raising finance, forming joint ventures, 

soliciting marketing intermediaries, entering sale or purchase contracts, launching new 

products etc., brand equity is also relevant. 

7. Physical assets and facilities: 

Production capacity, technology and efficiency of productive equipment, distribution logistics 

influence the competitiveness of the enterprise. 

8. Research and development: 

Research and development and technological capabilities determine a company’s ability to 

innovate and compete. 

9. Marketing resources: 

Marketing efficiency of the business unit depends on marketing organization, quality of the 

marketing men, brand equity and distribution network. 

10. Financial factors: 

Financial factors like financial policies, financial position and capital structure influence 

business performance. 
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6. Explain the factors/components/ forces/elements/ constituents of MICRO environment 

of the business enterprise? 

Introduction: 

No business enterprise functions in a vaccum. It is a product of business ecology i.e., business 

environment. Nature, location, product/service, size, volume price, policies and decisions of 

the business enterprise are influenced by the business environment. A business units decisions 

and performance are influenced by a wide variety of factors, which are called Business 

Environment. 

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

of business. The literary meaning of Business Environment means the surroundings, external 

objects influences etc., Business Environment is the aggregate of all conditions, events and 

influences that surrounds and affects a business unit. Business Environment poses certain 

threats to a business unit. Business Environment gives immense opportunities for market 

exploitation. 

 

Micro environment: 

“ The micro environment consists of the actors in the company’s immediate environment that 

affect the performance of the company. These include the suppliers, marketing intermediaries, 

competitors, consumers and the publics. ” - Philip Kotler. 

Micro environment is also called Task/ Operating environment. 

Factors: 

Micro environmental factors are shown in the adjoining figure. They are intimately linked with 

the company. 

The following are the factors in micro environment. 

1. Suppliers: 

Suppliers of the raw materials; other inputs and components to the company. Importance of 

reliable sources of supply is always felt by the company. When there is un-operating 

environment. Certainity of supply, companies maintain high inventory. As a result, cost 

increases. Supply chain management is very essential to the efficiency of a firm. 
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2. Customers: 

Monitoring customer sensitivity is very essential. Customer environment is increasingly 

becoming global. Depending on a single customer is too risky. In choosing the customer 

segments, and company should consider relative profitability, dependability, stability of 

demand, growth prospects and the extent of competition. 

3. Competitors: 

A firm’s competitors are “the other firms” and those who compete for the discretionary 

income of the consumers. Eg: competition for a company TVs may come from other TV 

manufacturers. Other competitors include two-wheelers, refrigerators, cooking ranges, 

stereosets, and so on. Consequent to the liberalization, the competitive environment in India 

underwent sea-change. Many companies restructured their strategies. 

4. Marketing intermediaries: 

Marketing intermediaries are the firms that aid the company in promoting, selling and 

distributing goods to final consumers. Marketing intermediaries are vital links between the 

company and the final consumers. A dislocation of the link may cost the company very 

heavily. Eg: Hindustan Unilever faced major challenge when it faced collective boycott in 

Kerala on the issue of trade margin. 

5. Financiers: 

Individual and institutional lenders. Financing capabilities, their policies and strategies, 

attitudes and activity to provide non-financial assistance are very important. 

6. Publics: 

Publics are the groups, which have actual interest in the ability of an organisation to achieve its 

targets. Media publics, citizen action publics and local publics are the examples. Growth of 

consumers publics (like NGOs)is an important development affecting business. Co-operation 

between company and publics is established for mutual benefit of the company and local 

community. 

7. Explain business environment? What are the factors / components / forces / 

constituents / elements of business environment? (or) Define business environment? 

What constitutes a business environment? Into how many parts/types can you split 

environment? (or) what is external/macro business environment? What are the 

components of business environment? (or) “A business is a product of its environment” – 

discuss (or) Describe the various factors/components of business environment having an 

impact on the business decisions? (or) what are the different environmental factors that 

influence business efficiency? 

Introduction: 

Business environment refers to all the external forces, which have a bearing on the functioning 

of business. The literal meaning for environment means surroundings, external objects, 

influences etc., Hence, it is said “A business is a product of its environment”. 

Business environment is the total of all conditions, events and influences that surround and 

affect a specific object. B.E. poses certain threats to an organization and also immense 

opportunities for market exploitation. B.E. is macro. A single unit can’t control this macro 

environment. 



9  

 

 
 

Macro environment: 

Business environment refers to all the external forces, which have a bearing on the functioning 

of business. The literal meaning for environment means surroundings, external objects, 

influences etc., hence, it is said, “A business is a product, of its environment.” 

Business environment is the total of all conditions, events and influences that surround and 

affect a specific object. Business Environment poses certain threats to an organization and also 

immense opportunities for market exploitation. Business Environment is macro. A single unit 

can’t control this macro environment. 

Factors: 

1. Sociological and cultural: 

Sociological and cultural environment refers to influence of the factors which are beyond the 

company’s gate/capacity. People’s attitude towards the role of family, marriage, role of 

women in the society, cultural aspects in society, the education level of the people, the ethical 

issues involved, social responsiveness etc., are the important components of Business 

Environment. 

Socio-cultural environment is highly relevant for a business unit. The reason is the variety of 

goods produced, the type of people it gets and its social obligation depend on the cultural 

milieu in which the firm operates. 

2. Technological: 

Technology is understood as the application of scientific knowledge to practical tasks. 

Technology reaches people through the business. Technology changes fast. Businessmen 

should always be alert to the changed technology. They should adopt the changed technology 

to the business processes. A business unit, which keeps pace with technology up gradation, 

succeeds. 

Technological factors exercise considerable influence on business. 

3. Economical: 

Industrial production agriculture, planning, basic economic philosophy, national income, per 

capita income, money supply, price level, population, savings stages in economic 

development, trade cycles are the major economic factors. These economic factors have an 

economic impact on business. Business obtains all the needed inputs from the economic 

environment. Economy absorbs the output of business units. 
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4. Political: 

Political environment refers influence exerted by legislature executive and judiciary. These 

three political institutions shape, direct and control business activities. Legislature decides a 

specific course of action. Executive implements whatever decided by legislature. Judiciary is 

the ‘watchdog’ to see that legislature and executive work in public interest within the 

boundaries of constitution. 

5. International: 

International / global environment is fast emerging as a force. Due to liberalization, Indian 

companies are looking at business issues from the global angle. Business responses and 

managerial practices must be fine-tuned to survive in the global environment. Today, 

managers understand that protected markets are no more; the world is becoming small in size 

due to advanced transportation and communication facilities; learning foreign languages is 

necessary; acquiring familiarity with strange and changing currencies is a must; facing 

political and legal uncertainties is inevitable; and adapting their products and services to 

different customer needs only makes them to survive. 

6. Natural: 

Industrial/ business activity is dependent upon nature. Till recently, business units did not care 

for ecological effects. Industries contaminated water and polluted air. Much environmental 

damage has been caused by industry. As a result, ecological imbalance has been created. 

Natural calamities like floods, cyclones, earthquakes cause lot of loss to business units. The 

bad effects of these natural environmental factors could not be mitigated by business units. 

Business continues to be dictated by nature. 

7. Demographic: 

Size and growth rate of population, life expectancy age and sex composition of population, 

work participation rate, distribution of population, employment status, rural-urban distribution 

of population, education levels, religion, caste, ethnicity and language are the demographic 

factors. These factors constitute demographic environment. Business decisions are also 

influenced by these demographic factors. 
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    UNIT 2 

1. Examine the components/factors/elements/constituents of technological environment? 

Meaning of technological environment: 

Technology is one of the important determinants of the success of a firm. Technological / technical 

environment exerts considerable influence on business. 

G.K. Galbraith defines technology as a “systematic application of scientific or other organized 

knowledge to practical tasks.” Technological factors: 

Innovations, govt. policy, technological orientations, research and development, technology import 

and absorption, technological obsolesce are the factors constituting technological environment. 

Technology is one of the factors to evaluate the global competitiveness of the firms. 

Components / factors/elements/constituents of technological environment: 

1. INNOVATION; 

It is a very important fact that provides competitive advantage. It determines success of the business 

enterprise. Introduction of a new product, use of new method of production, opening of new 

market, exploring a new source of raw material supply, reorientation of an industry or some of the 

forms of innovation. 

Radical innovation: 

Environmental innovation and next generation technology innovation are the three kinds of 

technological innovation. Product and process of innovations. 

Product innovation refers to improving the performance and safety of the product. 

Process innovation makes the product cheaper. 

1. What do you mean by sociological and cultural environment? What are its components and 

explain the features of cultural environment? 

Sociological and cultural environment refers to the influence of the sociological factors. These 

factors are beyond the capacity of the company. People’s attitude towards the role of family, 

marriage; role of women in the society; cultural aspects in the society; the education level of 

people; the ethical issues involved; social responsiveness are some of the components of 

sociological and cultural environment. Every business unit is a social organization functioning 

within a society. 

Business unit draws resources from the society. In turn, the business unit provides goods and 

services to the society. Activities of the business are very much connected with societal needs. 

Socio- cultural environment is highly relevant for a business unit. The reason is the variety of goods 

produced, the type of people it gets and its social obligations depend on the cultural mileau in 

which the firm operates. 

Components: 

1. Social norms: 

Standards of behavior. Norms define the boundaries between acceptable and un acceptable 

behavior. Eg: Dress norms, hospitality norms, religious norms are followed in social life. These are 

called social norms. Social norms influence people’s material needs. 

2. Gender roles: 

Social attitude towards gender-roles speak-out difference between males and females. Of late, there 

is a change in gender-role. The difference is slowly disappearing. Women are not confined to doors. 

They are shouldering greater responsibilities on par with males. 

3. Family structure: 
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In some societies “father” is head; in some others “mother” is the head of their families. In joint 

families “elder” heads the family. Purchase decisions, resource allocation decisions are taken by the 

head of the family. 

4. Material aspects: 

Include money, precious materials, gadgets, houses, ornaments, vehicles, estates, properties, fixed 

deposits etc., by and large Indian society is not very much after material wealth. 

But in the recent past, material possessions are valued. 

5. Spiritual aspects of life: 

Our country is a land of spirituals, land of gods, religious rituals and so on. Positive attitude 

towards spiritual aspects of life is deep-rooted in our society. 

6. Religion: 

Social attitude towards religion is widespread. Irrespective of religious-path, every person performs 

his/her rituals to seek divine blessings. Tolerance for other religious is practical. 

7. Technology: 

Indian society has been slow on technology adaptation and absorption. But now, there is a social 

change, that is pro-technology. Every society has a technological dimension. This changes quite 

often. 

8. Aesthetics: 

Sense of admiration and appreciation of finer-points of beauty. Design-cut-shade-colour and other 

outward features are receiving admiration and attention. 

9. Education: 

Education is very much valued by the society. Knowledge is power. Education explosion is taking 

place. Formal and non-formal education systems are getting prominence. 

10. Politics: 

Eradication of political ills and efforts in that direction are good politics. In our country, most of the 

intellectuals avoid politics. 

11. Recreation: 

Recreation is re-energizing. Leisure and recreation industry, such as tourism, entertainment are 

getting prominence in our society. 

12. Ameliorative interests: 

“To give” to the deserved is a good cherished value and goal. Social attitude towards ameliorative 

interest is generally positive in our country. 

13. Science: 

Indian society is becoming a scientifically advanced society. We continue value science a truth. 

Science has been our pursuit, right from the past. 

14. International community: 

Indian society underlines the concept of global cooperation in all walks of the humanity. We are 

members and we contribute to global prosperity. 

Cultural environment: 

Cultural environment refers to the influence exercised by certain social factors, which are beyond 

the company’s gate such factors include, among others, attitude of people towards work, attitude to 

wealth, family, marriage, religion, education and ethics. 

Features, nature and characteristic of culture: 

 Culture is the human product of social interaction. 

 Culture provides socially acceptable norms and patterns for meeting biological and social needs. 

 Culture is cumulative. It is handed down to generation from generation. 
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 Culture is meaningful to human beings due to symbolic qualities. 

 Culture is learned by each person in the course of his/her development in a society. 

 Culture is a basic determinant of personality. 

 Culture is dependent on society. It is independent of an individual. 

Components: 

1. Customs: 

Customs are habits. These are learnt socially; shared and transmitted from generation-to generation. 

Customs are of three types : factional-representational and mental 

2. Knowledge and beliefs: 

Knowledge refers to the level of understanding of people of “reality”. Beliefs refer to people’s 

notions about reality. Eg: Incertain sections of Hindu culture, wedding sarees are either green or 

yellow colored, because these colors are believed to indicate prosperity and divinity. 

3. Language: 

Language is a series of actual muscular acts performed in throat and mouth. Spoken language is 

behaviour. Every society has a language with unique phonetics, heritage etc.. 

4. Folkways, mores and institutions: 

Folkways are the unconscious behaviour patterns in life. Eg: shaking hands; smile at the sight of 

near and dear ones. Mores are customs, which are vital for the continued existence of group. Eg: 

Marriage, rituals, respect for authority etc., institutions are patterns of folkways and mores. Eg: 

School, family, state, temple are the institutions. 

5. Ideals: 

Things in life, which are desirable against undesirable are called ideals. Desirable and undesirable; 

pleasant and unpleasant; right and wrong; morals and immorals are the ideals. 

Business units should produce and deal with right goods and services, not the wrong ones. 

6. Festivities: 

Festivities are an integral part of culture. Every religion observes festivals in a society and culture. 

7. Values: 

Values refer to what people value most. Eg: work, honesty, humanity, hospitality, simplicity, 

integrity. Values are learned and passed on from generation-to-generation. 

8. Attitudes: 

A person’s enduring favorable or unfavorable evaluations, emotional feelings and action tendencies 

towards some object or idea. 

9. Symbols: 

Symbols have form, function and meaning. Culture may be in “symbols”. Eg: National flag is a 

symbol. Saluting a national flag is a culture taught in educational institutions. Religious symbols 

like holy cross, holy ash, kukupa, mangalyam, toe-ring are some important symbols. 

 

2. “Business activities are influenced by the social structure and the culture of a society”- 

examine this statement in the light of interdependence of business and society? 

1. The type of products to be manufactured and marketed; the marketing strategies to be employed; 

the way of organizing a business; its management; the values and norms it should adhere to, are all 

influenced by the social structure and culture of the society. 

2. The social system is influenced by the way the business works. 

3. Organization of the business, functioning of the business, innovations, transmission and 

diffusion of information and new ideas may affect society. 



 

 

4 
 

4. Business activities greatly influence the social attitudes, values, outlooks, customs etc., 

It is very difficult and impossible to change many elements of social environment in short-runs. 

Hence, a business have to adapt to these uncontrollable external is an integral part of the social 

system. It is a social institution to help accomplish the social goals. 

2. GOVT.POLICY ON TECHNOLOGY: 

Technology policy of the govt. is an important element of technological environment govt. policy 

towards foreign technology is a critical factor. 

Ex. A govt. may favour or disfavour certain types of technologies. 

In countries like India, the over emphasis on indigenous technology led to high cost and distorted 

developments. The liberalized govt policy since 1991 paved the way for more technological 

collaborations and import of latest technology. 

3. TECHNOLOGICAL ORIENTATION: 

Technology is a pervasive part of the work environment. From the largest corporations to small 

business, technology orientation is focused. It reduces labour, improves quality, provide better 

customer service or change the way the firm operates. 

4. RESEARCH AND DEVELOPMENT: 

Continuous research and development is carried out world wide to make updated technology. 

Business enterprises spend huge amounts on conducting research into technology. 

5. TECHNOLOGY IMPORTANT AND ABSORPTION: 

Much of the successful growth has due to the purchase of updated technologies from abroad. There 

is a time lag between countries in the adoption and diffusion of technologies. Developing countries 

generally lag behind the developed once. Even among the developed countries, the technology 

absorption is not similar. 

6. TECHNOLOGICAL OBSOLESCENCE: 

Modernization of business through planned obsolescence is technology management constant 

efforts are always made to drive-out old and out dated technology. When new technology is 

developed, old methods become obsolete. 

 

3. Explain the impact of technology on society? Or How does technology affect various areas? 

Or Examine the influence of technology on society, economy and plant? 

THE IMPACT OF TECHNOLOGY IS DISCUSSED UNDER 3 HEADS: 

1. SOCIAL IMPLICATIONS / TECHNOLOGY AND SOCIETY : 

The most striking influence of technology is found on society the following are the points showing 

the impact of technology on society. 

A. Technology reaches people through business: People are a great variety of goods and services, 

thanks to technology. 50% of the economic growth of USA, UK, Germany, France and Japan has 

come from technical progress achieved in their countries. 

B. High expectations of consumers: People have high expectations. They want not more of the          

same thing, but newer things. New variety of goods, superior in quality, free from pollution, more 

safe and more comfortable are to be produced and supplied to affluent consumers.  
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C. System complexity: Technology creates complexity. As a result, living becomes more complex. 

Eg, failure of power supply will cause dry water taps, closed petrol bunks, suspended elevators 

between floors, dark streets, dark houses, no TV and radio broadcasts, closed retail establishments 

and so on. More complexity in work and product systems is expected. 

 D. Social change: Technology helps to iron-out social differences. At the same time, it has created 

status differences. 

E. Creation of social systems: Along with, it technology has brought new words, new food, new 

dress and new food habits. Knowledge – society is created. Use and transfer of knowledge and 

information dominates the work. 

2. TECHNOLOGY AND ECONOMY / ECONOMIC IMPLICATIONS:  

A. Increased productivity: Technology has contributed to increased productivity in terms o 

quantity and quality. Eg. modern factories are now able to produce 10 seconds to produce one car 

and with a fewer defects, thanks to the introduction of “SIX-SIGMA” quality programmers. 

B. Spending on research and development : 

Firms are require to consider, decide and take acton on research and development. Allocation of 

resources on research and development, technology transfer, time of introducing technology, 

replacement of old technology by new one, own or out source the technology, product or process 

innovation, and spending vast amount on research and development. 

C.   Jobs tend to be more intellectual: 

A job lither to handled by an illiterate and un stilled worker now requires the services of an 

educated and competent worker. Arrangement of a production setup determines who eill be near 

whom, work flow determines who needs to talk to whom.  

D. Techno structure problems: 

Traditional incentives fail to motivate individuals, retention of people is a problem, and there is a 

difficulty in placing people in a pattern. 

E.   Bio professional and multi professional managers: 

Technocrats need to acquire skills by management education. Today’s business needs bio 

professional and multi professional managers, attention needs to be focused on KNOW- How 

(technology) and Do-How (management).  

F. Increased regulation and stiff opposition: 

Technological advancement invites opposition from the people who beat thar new innovations are a 

threat to ecology, privacy, simplicity, process innovation and product innovation and even the 

human race.  

G. Insatiable demand for capital: 

Technology demands huge investments of capital. Acquiring new ideas, and their adoption, 

educating, training, and maintain of the technocrats and managers – call for heavy investment. 

H. Rise and decline of products and organizations: 

Change in technology and new technology destroys the existing products and organizations. Eg: TV 

affected the businesses of radio-broadcasting companies and movies. A typical product and have a 

life-cycle of introduction-growth-maturity-decline-and abandonment. 
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I. Redefinition of business boundaries: 

 Companies may find themselves in a different business due to technological changes. Eg: Xeorx in 

the US landed itself in such position in its copier business, thanks to the success of Japanese firms 

in ministering-products. Because Japanese firms introduced smaller-sized copiers, Xerox found 

itself selling to different distribution channels. 

 Technology change gives rise to product substitution and differentiation. Eg: plastics replaced 

many uses of steel. Automatic-robotics-CAD/CAM have bestowed cost and quality advantages on 

many companies. 

 INTELLECTUAL PROPERTY RIGHTS   (IPR) 

 Ideas and knowledge are an increasingly important part of trade. Most of the value of new 

medicines and other high technology products lies in the amount of invention, innovation, research, 

design and testing involved. Films, music recordings, books, computer software and on-line 

services are bought and sold because of the information and creativity they contain, not usually 

because of the plastic, metal or paper used to make them. Many products that used to be traded as 

low-technology goods or commodities now contain a higher proportion of invention and design in 

their value - for example brand-named clothing or new varieties of plants. Creators can be given the 

right to prevent others from using their inventions, designs or other creations - and to use that right 

to negotiate payment in return for others using them. These are “intellectual property rights”. 

They take a number of forms. For example books, paintings and films come under copyright; 

inventions can be patented; brand names and product logos can be registered as trademarks; and so 

on. Governments and parliaments have given creators these rights as an incentive to produce ideas 

that will benefit society as a whole.  

     The WTO’s TRIPS Agreement is an attempt to narrow the gaps in the way these rights are 

protected around the world, and to bring them under common international rules. It establishes 

minimum levels of protection that each government has to give to the intellectual property of fellow 

WTO members. In doing so, it strikes a balance between the long-term benefits and possible short- 

term costs to society. Society benefits in the long-term when intellectual property protection 

encourages creation and invention, especially when the period of protection expires and the 

creations and inventions enter the public domain. Governments are allowed to reduce any short-

term costs through various exceptions, for example to tackle public health problems. And, when 

there are trade disputes over intellectual property rights, the WTO’s dispute settlement system is 

now available. 

 

TYPES OF INTELLECTUAL PROPERTY 

The areas covered by the TRIPS Agreement 

Copyright and related rights 

Trademarks, including service marks 

Geographical indications 

Industrial designs 

Patents 

Layout-designs (topographies) of integrated circuits 

Undisclosed information, including trade secrets  

The agreement covers five broad issues: 

How basic principles of the trading system and other international intellectual property agreements 

should be applied; 

How to give adequate protection to intellectual property rights; 

How countries should enforce those rights adequately in their own territories; 
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How to settle disputes on intellectual property between members of the WTO; 

Special transitional arrangements during the period when the new system is being introduced. 

 

BASIC PRINCIPLES: NATIONAL TREATMENT, MFN, BALANCED PROTECTION 

As in GATT and GATS, the starting point of the intellectual property agreement is basic principles. 

And as in the two other agreements, non- discrimination features prominently: national treatment 

(treating one’s own nationals and foreigners equally), and most-favoured-nation treatment (equal 

treatment for nationals of all trading partners in the WTO). National treatment is also a key 

principle in other intellectual property agreements outside the WTO. The TRIPS Agreement has an 

additional important principle: intellectual property protection should contribute to technical 

innovation and the transfer of technology. Both producers and users should benefit, and economic 

and social welfare should be enhanced, the agreement says. 

HOW TO PROTECT INTELLECTUAL PROPERTY: COMMON GROUND-RULES 

The second part of the TRIPS agreement looks at different kinds of intellectual property rights and 

how to protect them. The purpose is to ensure that adequate standards of protection exist in all 

member countries. Here the starting point is the obligations of the main international agreements of 

the World Intellectual Property Organization (WIPO) that already existed before the WTO was 

created: 

COPYRIGHT: A copyright provides protection for original works of authorship, fixed in a 

tangible medium of expression including literary, musical, and dramatic works, as well as 

photographs, audio and visual recordings, software, and other intellectual works. Copyright 

protection begins as soon as the work is fixed in a tangible medium. The author should begin using 

the copyright symbol immediately as a method of informing others that he intends to exercise control 

over the production, distribution, display, and or performance of the work. While it is not necessary to file 

for copyright protection, doing so will make it easier to seek court enforcement of your copyright. You 

should consult an attorney about the advantages and disadvantages of filing. 

TRADEMARK: A trademark protects the name of your product by preventing other business from 

selling a product under the same name. Having a unique and identifiable name for your product is 

an advantage for your business. Trademark law seeks to protect consumers from confusion or 

deception by preventing other businesses from using the same or a confusingly similar name for their 

products. A service mark is used when what your business sells is a service rather than a product. Being the 

first to use the name is important to protect the continuing right to use the name, but filing is important for    

enforcement   purposes. 

GEOGRAPHICAL INDICATIONS: A place name is sometimes used to identify a product. This 

“geographical indication” does not only say where the product was made. More importantly it 

identifies the products special characteristics, which are the result of the product’s origins. Well-

known examples include “Champagne”, “Scotch”, “Tequila”, and “Roquefort” cheese. Wine and 

spirits makers are particularly concerned about the use of place names to identify products, and the 

TRIPS Agreement contains special provisions for these products. But the issue is also important for 

other types of goods. Using the place name when the product was made elsewhere or when it does 

not have the usual characteristics can mislead consumers, and it can lead to unfair competition. The 

TRIPS Agreement says countries have to prevent this misuse of place names. For wines and spirits, 

the agreement provides higher levels of protection, But any country wanting to make an exception 

for these reasons must be willing to negotiate with the country, which wants to protect the 
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geographical indication in question. The agreement provides for further negotiations in the WTO to establish 

a multilateral system of notification and registration of geographical indications for wines. These are now 

part of the Doha Development Agenda and they include spirits. Also debated in WTO, is whether to 
negotiate extending this higher level of protection beyond wines and spirits. 

 

INDUSTRIAL DESIGNS: Under the TRIPS Agreement, industrial designs must be protected for 

at least 10 years. Owners of protected designs must be able to prevent the manufacture, sale or 

importation of articles bearing or embodying a design, which is a copy of the protected design. 

 

PATENTS: Inventions are crucial to the success of many businesses. If your business has 

developed a new and better product or process that is unique, useful, and non-obvious you will 

want to protect the competitive advantage this gives you by obtaining a patent. The holder of a 

patent can stop third parties from making, using or selling his invention for a period of years 

depending on the type of invention. Obtaining a patent can be complicated, so you may want to hire 

an attorney with experience in patent law to help you. If your business is one in which inventions 

are created on a continuing basis, it is very important that you have a clear understanding about 

who owns the inventions. Does your business own the inventions or do the employees who create the 

inventions own them? This can depend on the type of work arrangement you have. You will want to make 

sure workers sign an agreement that any inventions created by them while working for your business belong 
to the business. 

RESEARCH AND DEVELOPMENT 

R & D and Technological: Technology is the application of organized knowledge to help solve 
problems in our society. The organizations which are using appropriate technologies enjoy a 
better competitive advantage than that of their competitors. The organizations which do not possess 
strong Research and Development departments always lag behind in innovations which seem to be a 
prerequisite for success in today’s business. Therefore, R & D and technological capabilities of an 
organization determine a firm’s ability to innovate and compete. 

Marketing Resources: The organizations which possess a strong base of marketing resources like 
talented marketing men, strong brand image, smart sales persons, identifiable products, wider 
and smooth distribution network and high quality of different services, make an effortless inroads 
in the target market. The companies which are having so strong basis can also enjoy the fruits of 
brand extension, form extension and new product introduction etc. in the market. 

Human Resources: It involves the planning, acquisition, and development of human resources 
necessary for organizational success. It points out that people are valuable resources requiring 
careful attention and nurturing. Progressive and successful organizations treat all employees as 
valuable human resources. The organization’s strengths and weaknesses is also determined by the 
skill, quality, morale, commitment and attitudes of the employees. Organizations face difficulties 
while carrying out modernizations or restructuring process by the resistance of employees. So, 
the issues related to morale and attitudes should seriously be considered by the management. 
Moreover, global competitive pressures have made the skillful management of human resources 
more important than ever. The support from the different levels of employees supports the 
management in the different decisions and their implementations. 
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UNIT 3 

1. Explain political environment? Explain the nature, features and factors constituting 

political environment? 

Political environment refers to the influence exerted by legislature, executive and judiciary. 

Democracy has these three institutions. These three political institutions shape, direct and control 

business activities. Legislature decides a specific course of action. 

Executive (also called as Government) implements whatever decided by legislature (parliament 

and state assembly). Judiciary is the “watch dog” to see that legislature and executive work in 

public interest within the boundaries of constitution. A typical businessman interacts more with 

the executive. Politics determine economic and business policies. “ The two most powerful 

institutions in society today are business and government; where they meet on common ground, 

amicably or otherwisetogether they determine public policy, both foreign and domestic for a 

nation” – DIMOCK. 

Factors consisting of political environment: 

a. Political system: 

Political systems include the democracy and autocracy. In democracy, the government is of the 

people, by the people and for the people. Democratic systems offer equal rights and opportunities 

to the people. 

Autocracy is a government by the autocrats. People’s fundamental rights are abandoned by the 

rulers. No freedom is given to the political organs of legislature, executive, judiciary and press. 

b. Political institutions: 

The national and regional parties, their structure, and their style of functioning etc., constitute the 

political systems. In our country, the congress has been the national level political party for many 

years. Of late, many regional parties like DMK, Telugu Desam, Praja Rajyam, Trinamul 

Congress have become state level. Political parties yielding considerable influence on state 

issues. 

c. Political ideologies of the parties: 

Commitment to socialism, capitalism, communism, large industries vis-à-vis small industries, 

domestic industries vis-à-vis small industries, domestic industries vis-a-avis multinational 

corporations are some of the political ideologies of the parties. The priorities of the political 

parties shift according to their ideology. For some time, the then Janata party did not favour the 

entry of MNCs into our country. Since 1991, the reforms regime set-in under the prime 

ministership of the late Sri P.V. Narasimha Rao, of congress party. The party embarked upon 

LPG (Liberalisation, Privatization and Globalisation). This favoured Indian companies to acquire 

global perspective and FDI inflows pour in to the country. 

MNCs opened up their units in our country. 

d. Political stability: 

This is marked by the continuance of same party in power for a fairly longer period. Evenif a 

new political party assumes power, it may continue to implement the same policy of the earlier 

party. Eg: Reforms regime of Late Sri P.V. Narasimha Rao government of congress party 

continued after the congress party lost power at central and state levels. 
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This ensured stability of economic reforms in our country. 

e. Strength of opposition and political nature of parties: 

A strong opposition party is a pre-requisite in democracy. It puts a check on the ruling party in 

ensuring a safe-secure-and-clean administration. But, in practice, opposition parties are losing 

their stature sometimes in questioning the secure of propriety of the ruling party. Political 

stability and opposition unity affect business environment. 

2. Bring out the influence/impact of political environment on business? Or attempt a note 

on politics-business NEXUS? Or Write an essay on govt.-business interface? 

Political environment refers to the influence exerted by legislature, executive and judiciary. 

Democracy has these three institutions. These three political institutions shape, direct and control 

business activities. Legislature decides a specific course of action. Executive (also called as 

Government) implements whatever decided by legislature (parliament and state assembly). 

Judiciary is the “watch dog” to see that legislature and executive work in public interest within 

the boundaries of constitution. 

A typical businessman interacts more with the executive. Politics determine economic and 

business policies. “ The two most powerful institutions in society today are business and 

government; where they meet on common ground, amicably or otherwise together they 

determine public policy, both foreign and domestic for a nation” – DIMOCK. 

Factors consisting of political environment: 

1. Political system: 

Political systems include the democracy and autocracy. In democracy, the government is of the 

people, by the people and for the people. Democratic systems offer equal rights and opportunities 

to the people.Autocracy is a government by the autocrats. People’s fundamental rights are 

abandoned by the rulers. No freedom is given to the political organs of legislature, executive, 

judiciary and press. 

2. Political institutions: 

The national and regional parties, their structure, and their style of functioning etc., constitute the 

political systems. In our country, the congress has been the national level political party for many 

years. Of late, many regional parties like DMK, Telugu Desam, Praja Rajyam, Trinamul 

Congress have become state level. Political parties yielding considerable influence on state 

issues. 

3. Political ideologies of the parties: 

Commitment to socialism, capitalism, communism, large industries vis-à-vis small industries, 

domestic industries vis-à-vis small industries, domestic industries vis-a-avis multinational 

corporations are some of the political ideologies of the parties. The priorities of the political 

parties shift according to their ideology. For sometime, the then Janata party did not favour the 

entry of MNCs into our country. Since 1991, the reforms regime set-in under the prime 

ministership of the late Sri P.V. Narasimha Rao, of congress party. The party embanked upon 

LPG (Liberalisation, Privatization and Globalisation). This favoured Indian companies to acquire 

global perspective and FDI inflows pour in to the country. 

MNCs opened up their units in our country. 
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4. Political stability: 

This is marked by the continuance of same party in power for a fairly longer period. Evenif a 

new political party assumes power, it may continue to implement the same policy of the earlier 

party. Eg: Reforms regime of Late Sri P.V. Narasimha Rao government of congress party 

continued after the congress party lost power at central and state levels. 

This ensured stability of economic reforms in our country. 

5. Strength of opposition and political nature of parties: 

A strong opposition party is a pre-requisite in democracy. It puts a check on the ruling party 

inensuring a safe-secure-and-clean administration. But, in practice, opposition parties are losing 

their stature sometimes in questioning the secure of propriety of the ruling party. Political 

stability and opposition unity affect business environment. 

Impact/influence/NEXUS/Interface: 

a. Political environment influences the legal and governmental factors which in turn affect 

businesses. 

b. It is the political ideologies of the late Smt. Indira Gandhi that resulted in vast role for public 

sector; banks nationalization, 20-point programme. The Janata party industrialization-policy 

banned the entry of MNCs into our country. The successive policy statements of different 

governments at central and state level did not favour the growth of industrial sector to the extent 

desired. Again in July 1991, the congress government under the prime ministership of late Sri 

P.V. Narasimha Rao embraked on “reforms- 

regime” embarking on liberalization-privatisation-globalisation of the economy. 

c. Political stability and opposition may affect business environment. Investment policies of 

businesses, choice of location of businesses depend on political stability. Foreign direct 

investment can be attracted, when there is political stability. 

d. Politics- business NEXUS is always existent throughout the world. Stable government 

policies, efficiency and timely action by the civil servants, greater understanding among different 

ministries etc., have an influence on business. 

e. The political system comprises of capitalism, welfare capitalism, socialism, communism 

and mixed economy. Capitalism is pro-private business. Businesses are directed by market 

mechanism, least influenced by government factors. In socialist political system, businesses are 

run and closely controlled by state. In communism, businesses are like government departments. 

In a mixed system, side-by-side, public and private ownership exist. 

f. The government plays the roles as a negulator of business, as a promoter of business, as an 

entrepreneur and as a planner of business activities. In our democracy, three political institutions. 

Role of legislature on business is considerable. Executive has responsibilities to business and 

business owes many responsibilities/obligations to government. Judiciary is increasingly 

becoming activist. 

6. Explain the political institutions under democracy? Or Discuss the impact of legislature, 

executive and judiciary on business? 

The political system under democratic set-up comprises three vital institutions viz., Legislature, 
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Executive and Judiciary. 

Legislature: 

Legislature is the most powerful political institution. It is vested with the powers of policy- 

making, law making, budget approving, executive control, and acting as a mirror of public 

opinion. Parliament (LOK SABHA) and state assemblies. 

Executive: 

Executive is also called the ‘state and government’. It is the centre of political authority. It has 

powers to govern those it serves. The government controls the structure and functioning of the 

society. The government implements whatever decided by the legislature central and state 

governments. 

Judiciary: 

Judiciary determines the manner in which the work of the executive has been fulfilled. Judiciary 

sees that the exercise of authority conforms to the general rules laid down by legislature. It may 

declare that a particular order issued is, in fact, ultra vires. It also settles the disputes between 

private citizens; between citizens and governments.  

Impact/influence of the political institutions on business: 

a. The influence of legislature on business is considerable. Legislature decides the type of 

business activities the country should have; their ownership; their size of operations; their 

earnings and other related factors. 

b. A typical business person interacts more with Executive. Captains of business should 

consider the government as a big-brother who is more wiser and more matured. Business 

involvement in political activities generates varied arguments. Captains of business involve in 

political activities by funding parties or by contesting elections. Tatas supported political 

activities. They financed a number of organizations in Mumbai. Birlas run newspaper, finance 

political candidates and parties. Thus, the NEXUS between business and politics is an 

established fact. Business units make monetary contributions to political parties. 

c. No business can function and survive without governments help. Government 

establishes and enforces LAWS. Peaceful atmosphere is ensured by the law enforcement bodies. 

Government provides a system of money and credit by means of which transactions can be 

affected. Government provides infrastructural facilities, such as transportation, power, finance, 

trained personnel and civic amenities. Many developed countries use protectionist measures like 

QUOTAS and TARIFFS to protect domestic industries. 

d. India follows a common law. It is based on the cumulative wisdom of judges decisions 

on individual cases. Tradition plays a major role in common law countries like US, Canada, 

England, Australia, New Zealand, India etc., In common law countries, contracts, torts and 

agency are controlled by collections of principles deduced from specific disputes resolved in an 

adversary process. CIVIL LAW is codified legal system. It is based on a detailed set of laws 

which makeup a code. 

The power of the JUDICIARY to settle legal disputes affects business considerably. 

Judicial activism refers to the review power vested with the courts and its scope varies with the 

width of power conferred on courts. 
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7. Describe the features of different politico-economic systems and their influences on 

business environment? 

Political system and business relationship in India: 

Political system refers to the set of factors relating to political institutions, the political parties 

and their ideologies, the form of state governance and the roles of the state and its functionaries 

vis-à-vis the role of individuals and their organizations. Every country ha s political system. 

There are different forms of political system-Capitalism, welfare capitalism, socialism, 

communism and mixed economy. A brief summary of each of the forms is presented below  

A. Capitalism: 

Capitalism is political economic system. Wherein, private ownership and initiative, individual 

freedom to produce, exchange, distribute and consume, market mechanism and consumer 

sovereignty, and limited role of government are found. In short capitalism may be called as ‘free 

enterprise economy’, where state control on businesses is nil or minimum. 

The features of capitalism are: 

1. Private ownership: 

Private ownership means business enterprises are owned and run by individuals or group of 

individuals. Individuals have property rights and own factors of production. 

2. Individual initiative: 

Individuals use their brain, brawn and bank (that is capital) according to own initiatives and 

drives. There is no state direction or drive. 

3. Free enterprise: 

The above two features result in free enterprise. That is people put up businesses to produce 

goods and services and market the same. 

4. Market mechanism: 

Market mechanism refers to the power and play of demand, supply, the competition, etc. 

Demands determine investment avenues and size, demand and supply determine price and profit, 

the level of competition influences is influenced by all the above referred to. 

5. Consumer sovereignty: 

In a capitalist society consumer is the king and producers simply serve their consumer masters 

and in the process make profit. 

6. Competition: 

Competition among buyers and competition among sellers are the dominant forces in a capitalist 

society. As competition in a particular segment arises, efficiency of that segment rises. No 

imperfection is allowed to creep into the system. So, there is all round perfection, quality 

improvement, innovation etc. 

7. Entrepreneurial society: 

Capitalist society is actually an entrepreneurial society where entrepreneurs come up in good 

number and diverse activities are taken up by them. 

8. Right to save and invest: 

People have the right to save and invest. They can postpone consumption and to that extent they 

save and the savings can be freely invested adding to their wealth. 
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9. Central plan is absent: 

The government does not plan on what industries, or traders or other economic activities must be 

taken up by itself or by its citizens. It is a ‘laissez faire’ system. 

10. Bureaucracy is absent: 

As there is no government control, there is no intervention of the civil servants of the 

government. So there is no delay, no red-tape, no corruption, and so on. 

Relationship between capitalist political system and business: 

The capitalist political system is pro-private businesses. Efficiency is rewarded in the market. 

Businesses flourish through efficiency, innovation and serving, the consumers. Businesses are 

directed by market mechanism, least influenced by governmental factors. 

B. Welfare capitalism: 

Capitalism has certain limitations such as neglect of certain business not yielding good profits or 

those involving greater risk individual ‘good’. So, some state role is needed. Here in the 

government intervenes and fills up the gaps to ensure maximum social advantage. Government 

supplements and does not substitute private entrepreneurships. The characters of capitalism are 

applicable to this system in total, subject to the above referred to variation. Government 

relationship with the business takes the same pattern as in the same capitalism, except the 

government intervenes in a small way to ensure social welfare of people at large.  

C. Socialism: 

Socialistic political system is characterized by state ownership of production, exchange and 

distribution. The main features of this system are i) government ownership and/or control of 

factors of production, ii) government direction of production, exchange and distribution, iii) 

central planning of resources mobilization, allocation financing iv) left on individual freedom 

and initiative v) government interference in income distribution, vi) government direction on 

physical distribution and pricing of products vii) consumer is not the king, only the state is all 

powerful and so on. 

In a socialist political system, businesses are run and/or closely controlled by the state. 

Businesses are run by bureaucrats and not by people with business acumen. Businesses are 

distanced from profit goal. State policy determines what industry to be developed and which is 

not nurtured, sometimes even is curbed. Business is dominated by the government bodies.  

D. Communism: 

A communist political system is nothing but 100% state control of all human activities. It is also 

known as state capitalism. Production, exchange, distribution and consumption are all state 

controlled. The difference between socialism and communism, is that in communism, 

consumption is also state controlled. Businesses are run almost like government departments. 

The dominant environment of business is , truly, the government factor. 

E. Political system and business relationship in India: 

In the preceding pages, we have described different political systems and their implications for 

business. Now, turn to consider the Indian case. 

 F. Mixed economy: 

In India we adopt the ‘golden mean’ of capitalism and socialism. Side by side, public and private 

ownership exist. This system is known as mixed economy. The features of capitalism and 
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socialism are jointly present in this system. 

Private initiative freedom of enterprise, consumer sovereignty, individual savings and investment 

profit orientation and market mechanism are all there. But not entirely free of government 

control. State initiative, state enterprise, state investment, social objective like equal distribution, 

balanced development of a regions, concessions and privileges for the less privileged 

reservations for the benefit of weaker sections, etc. are found. 

8. Explain the obligations of responsibilities of business towards government? 

Business responsibilities to government: 

Business firms have a number of responsibilities to the government. Business firms must obey the laws of 

central, state and local governments. Such laws and regulations may pervade the entire gamut of a 

business enterprise. Business must go beyond obeying laws and regulations. It should look to the 

government for support, sustenance, encouragement and guidance. Business leaders must look upon 

government as a big brother who is wiser, more matured, more mellowed and less impetous element in 

business. Business must also play a vital role in helping the government to develop its functioning 

capabilities. A few important responsibilities of business towards the government are explained below: 

a. Tax payment: 

 Taxes paid by business enterprises constitute a major source of revenue to the government. 

Firms themselves pay regular taxes on their sales, inputs and income and also deduct, of source, 

income taxes from salaries and wages of employees and remit the collections to the government. 

b. Voluntary programmes: 

Business firms cooperate with government agencies on a voluntary basis in connection with 

various programmes such as withholding stated amounts from wages and salaries of employees 

for the purchase of National Savings Certificates, or giving special assistance to local 

governmental units in connection with drought relief, education, tree planting, sanitary works or 

recreational activities. In cooperation with the government, business firms train the unemployed 

and support non-descriminative recruitment of personnel and workmen. Business extends these 

facilities under the name of social responsibility. 

c. Providing information: 

Political leaders, either because of inexperience or over enthusiasm, make certain decisions 

which may not be in the overall interest of business. The onus then lies with business leaders to 

place before the decision-makers the facts and problems, individually or through forums, and 

argue for the modification or change of decisions. Business leaders possess the necessary 

knowledge and experience to place their points of view before the political leaders. 

d. Government contracts: 

Many business firms bid for government contracts and, if successful, carry out the resulting 

projects with the required specifications and standards. Housing projects, oil pipelines, turnkey 

projects and others are executed by private business houses for the government. 

e. Government service: 

Business offers services of its leaders to the government. It is not unusual for business executives 

to lead or accompany delegations to foreign countries for exploring trade and industry prospects. 

Similarly, business leaders serve on various advisory boards constituted by the government. 
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f. Political activity: 

Political participation is a much debated subject today. These are arguments for and against 

participation of business in political activities. Justifying business-politics nexus G.D. Birla once 

said, “As the Bhagavad Gita says, every man must do his duty-which means if you are a wealthy 

man, you must do your duty by your wealth, and his dharma is to provide for general welfare. If 

political action is involved in this, I don’t see why I should fight shy of it”. Edwin M. Epstein 

also support corporate involvement politics. Involvement enhances the quality of pluralism and 

provides an additional safeguard against the authoritarian potential of a mass society. 

Different viewpoints apart, business has been involved in political activities since long. They 

financed a number of organizations in Mumbai that are critical of what they call the soviet model 

of development. They were also closely connected with the establishment of Swatantra Party in 

the 1960s. birlas do much more. They run newspapers, finance, political candidates and parties 

and even contest elections on their own. Infact, they have always played an active role in 

politics, and did so even before independence, when it was much more hazardous to do so. 

Instances of this type are many. Nexus between business and politics is therefore, an established 

fact. What are the ways of involvement is the next logical question.  

9. What is government? What are its responsibilities to business? 

Government responsibilities to business: 

Government responsibilities to business are much greater than the obligations of business to the 

government. Government has the power, will and resources to decide, shape, guide and control 

business activities. Being democratically elected and having accepted the mixed economy, our 

government is clear about the role it has to play and the responsibilities it has to discharge 

towards business houses. As promoter and regulator of business activities, the government has 

been discharging its obligations quite effectively, failures notwithstanding. Specifically, the 

government’s responsibilities towards business are as follows: 

a. Establishment and enforcement of laws: 

Government establishes and enforces laws and regulations under which the business functions. 

Laws and regulations covering all aspects of business are enacted by the government. 

Government is responsible for providing the ‘rules of the game’, which make the business 

systems function smoothly and which help maintain competition, or if monopolies develop, to 

regulate them or supplement them by government operations. It is the responsibility of 

government to enforce the laws and to provide a system of courts for adjudicating differences 

between firms, individuals, or government agencies. 

b. Maintenance of order: 

Government has the responsibility of maintaining order and protecting persons and properly. It 

would be impossible to carry on business in the absence of a peaceful atmosphere. 

This is borne out by the decline in the number of industrial licenses issued to Punjab during 

1986. The total number of licenses issued during 1986 was 618. Of these, Punjab accounted for 

only 37 as against 94 the state has bagged in 1984. “This is perhaps”, remarks economic times of 

march 14, 1987, “due to the disturbed conditions prevalent in the state”. 

c. Money and credit: 

The government provides a system of money and credit by means of which transactions can be 
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affected. It is also the responsibility of the government to regulate money and credit and protect 

the integrity of the rupee, that is, to guard against rapid fall in its value. 

d. Orderly growth: 

 Orderly growth implies balanced regional development, distributive justice, full employment 

and protecting the economy against ‘booms and busts’. The government has the resources and 

capabilities to ensure orderly growth. 

e. Infrastructure: 

Business needs for its effective functioning such infrastructural facilities as transportation, 

power, finance, trained personnel and civic amenities. It is the responsibility of the government 

to provide these facilities. 

f. Information: 

Government agencies publish and provide a large volume of business information. Information 

services are provided by the departments of commerce, industry, agriculture, labour, health, 

education, banking, atomic energy etc., many state and local governments provide information 

highly useful for business. 

g. Assistance to small industries: 

Government provides the required facilities and encourages the small scale sectors to grow. 

h. Transfer of technology: 

The ISRO, a central government undertaking, has successfully spun-off more than 130 

products/processes from its labs to the Indian industry in the last decade. Out of these, 110 are in 

active production. 

i. Government competition: 

Government competes with private firms for regulating competition, improving quality, or to 

supplement private activities with government programmes. Government may regulate the prices 

changed for buyers. 

j. Inspections and licenses: 

Foods and drugs administration conducts inspection activities for assuring quality products to 

consumers. Government issues licenses to competent business establishments to carry on 

different activities. 

k. Tariffs and quotas: 

Tariffs and quotas are used by the government to protect business from foreign competition. 

Incentives and subsidies are granted by the government. 

1. What is consumerism? How does it affect business? What government has done to 

promote consumerism? CONSUMER PROTECTION ACT – 1986 

Consumerism is a movement to inform consumers and to protect them from business 

malpractices. The movement focuses on inferior and dangerous products, goods, unfair business 

practices and false or misleading advertisements. 

Unfair practices of businessman: 

 Artificial scarcity creation 

 Unreasonable hiking of prices 

 Adulteration 

 Under-measurement and under weighing 
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 Acceptance of money in advance 

 Dishonouring delivery-schedules 

 Unkept promises on after-sales service and 

 Mis-use of ads., making false claims and telling half-truths 

What government has done to promote consumerism? 

The government has passed legislations and issued notifications and orders. These are aimed at 

restraining businessman from indulging in unfair practices. As many as 50 laws exist in our 

country to protect the interests of the consumers. Among them, the most powerful one is the 

CONSUMER PROTECTION ACT – 1986 with latest amendments. 

Administrative machinery of consumer protection act – 1986: 

This act provides effective protection against unfair trade practices, unsatisfactory services and 

defective goods. The Act provides for the setting up of the National Commission – New Delhi 

head quarters; State Commissions at each State Head Quarters and District Forum at each 

District head quarters. In addition, there are consumer protection councils. All these have 

handled nearly 13 lakh cases, out of which 10 lakh cases have been settled so far. 

Other measures of the government: 

a. Inclusion of the consumer protection as an item in 20 point programme. 

b. Setting up of a consumer Advisory council 

c. Wider coverage in media through AIR; Doordarshan 

A part from the government measures the consumer should himself assert his rights. 

He/she should protect himself/herself against business malpractices. Various consumer 

movements have come up in different parts of the country. Nearly 237 and odd consumer 

organizations are working towards consumer protection. 

Effect of consumerism on business: 

Businessmen should realize their moral responsibility and avoid indulging in harmful practices 

lightened self realization is lacking. Government regulations are needed to protect consumer 

interest. A powerful consumer movement bestows certain responsibilities on business 

understanding consumer needs and producing goods and services to satisfy the needs are the 

prime- responsibility of businessman. The additional responsibilities are: 

A. Truth in ads. & labels: 

• Make honest claims and do not mislead the consumer. 

• Do not offend the standards of public decency 

• Safeguard the excessive promotion of hazardous goods 

• Observe fairness in competition between different brands of the same product – This is ad. 

Code given the Ad-club of India in 1982 

The labels are also misused. The government has passed the central packaged commodities order 

1975. This order requires that the details on the name of manufacturers, date of expiry, net 

weight, and sale price are printed on the containers and packages. 

B. Responsibility for product performance: 

Businessmen should assume full responsibility for product performance. Money back guarantee 

and guarantee-period are good. Government they alone are not enough. 

Responsibility for performance and safety throughout the product life should be assured. 
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UNIT 4 

1. Explain what do you mean by economic environment of business? Describe its nature and 

features? 

Economic environment of business refers to all those economic factors, which have a bearing on the 

functioning of a business unit. The economic environmental factors are numerous. They include: 

Growth strategy, economic systems, economic planning, industry, agriculture, infrastructure, 

financial and fiscal sectors, economic and industrial policies of the government removal of regional 

imbalances price and distribution controls, economic reforms, human resources, per-capita and 

national income 

Money supply, price level, population, savings, stages in economic development, trade cycles, GDP, 

NNP, investment, size and scope of public sector, reservation of industries, balance of payment 

position, flow of foreign investment, incentives for selected industries/regions, volume of exports and 

imports, plan outlays, government budgetary allocation, rate of inflation, public. 

Nature and features of economic environment: 

Economic environment of a country is MACRO-LEVEL. The macro-level factors relate to the means 

of production and distribution of wealth. They have an influence over business of any enterprise. 

These macro-level factors are uncontrollable by any one individual business unit. 

Business unit obtains all the needed-inputs from the economic environment. The economy absorbs 

the output of the business unit. 

The economic policies of the government especially the industrial trade, fiscal and monetary policies 

shape the opportunities for business. 

Business environment is volatile. It is not the same as it used to be prior to July 1991. Major changes 

are marked by the reforms-regime in our country. Economic reforms in various sectors of the 

economy have shaped the Indian economy to become global. 

Economic system of the country determines the parameters of the business activity. In a recessionary 

situation, the economic environment is marked by slow-down activities. 

Global economic environment is as much Important as the national economic environment. The 

notable features of present day global environment are globalization, deep economic crisis in east and 

south east Asia, underdevelopment of Russia and east Europe, global recession and dominance of 

MNC’s 
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2. Briefly describe the factors constituting the economic environment of a country? 

Economic environment of business refers to all those economic factors, which have a bearing on the 

functioning of a business unit. The economic environmental factors are numerous. They include: 

Growth strategy, economic systems, economic planning, industry, agriculture, infrastructure, 

financial and fiscal sectors, economic and industrial policies of the government removal of regional 

imbalances price and distribution controls, economic reforms, human resources, per-capita and 

national income 

Money supply, price level, population, savings, stages in economic development, trade cycles, GDP, 

NNP, investment, size and scope of public sector, reservation of industries, balance of payment 

position, flow of foreign investment, incentives for selected industries/regions, volume of exports and 

imports, plan outlays, government budgetary allocation, rate of inflation, public. 

Factors/ components/elements/constituents of the economic environment: 

i) Growth strategy: 

Growth strategy of our country was based on soviet model. It gave CENTRAL ROLE to the 

government in the control and direction of economic activity. Savings rate and growth rate could be 

increased if India invested heavily in capital goods sector at the expense of consumer goods sector. 

State emerged as mobiliser of savings and an investor and owner capital. This strategy resulted in the 

neglect of agricultural sector. 

ii) Basic economic systems: 

Capitalism, socialism and communism are the basic economic systems. Capitalism stresses the 

philosophy of individualism and private property. Socialism proposes the government should own 

and manage the tools of production. Communism also abolishes private property and property rights 

to income. It denies individual freedom.  

iii)Industry: 

During mid-60’s, India was ahead of Asian tigers in respect of industrial base. But the administrative 

controls held the country behind these Asian tigers. India has potential to become a global player in 

industrial sector. India has large low-cost and skilled work force. If India were to attain 8% GDP 

growth rate, industrial sector should overtake services sector.  

iv)National income and per capita income: 

Every sector of the economy employs the natural, human and material resources. It contributes to the 

aggregate flow of goods and services during a year. This represents the total income generated from 

different factors of production employed. this is called national income. High growth rate in N.I. 

indicates the economy is a developed one. Low growth rate in N.I. indicates the economy is a 

developing one. 

v) Human resources: 

Human resources constitute and important constituent of the total economic environment. People 

provide ready market for goods produced and services rendered by business units. India has 16% of 

world’s population, but occupies only 2.4% of the total land area.  

vi)Economic policies: 
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Economic policies of the government are an important component of economic environment. 

Industrial policy, trade policy, monetary policy and fiscal policy are the major economic policies of 

the government. 

vii) Financial system: 

Money market and the capital market are the two segments of the financial system.Money market 

refers to the demand for and supply of short-term financial transactions. Unorganized and organized 

components are found in money market. Capital market is concerned with demand for and supply of 

long-term funds.  

viii)Savings and investment: 

Investment can be undertaken in directly productive activities/ infrastructure. The investment is 

sustained by an equally high domestic savings rate. 

 ix)Inflationary trends: 

Persistent and appreciable rise in general level of prices is inflation. A business is adversely affected 

under inflation. There is a drastic redistribution of income, which reduces the aggregate demand. 

x) Balance of payments: 

Excessive current account deficit in a country is BOP is not desirable for business activity. 

Such a situation leads to a shortage of foreign exchange.  

xi) Price and distribution controls: 

The dual-pricing mechanism is adopted and public distribution system followed by the government 

for many years  

xii)Globalization: 

The world economy has steadily moved towards an international economic integration since 1950. 

Since early 1970’s, there has been a marked acceleration in the process of international integration. 

Globalization implies the expansion of economic activities across political boundaries of the nation. 

The economic and political changes have occurred in different parts of the world at greater speed. 

3. How does the economic environment affect business activities? Or Bring out the interface 

between business and economic environment? Or Examine the influence exerted by the 

economic environment on business? Or Describe the impact of economic environment on 

business activities? Or What is economic environment? How is it important for business? 

Economic environment of business refers to all those economic factors, which have a bearing on the 

functioning of a business unit. The economic environmental factors are numerous. They include: 

Growth strategy, economic systems, economic planning, industry, agriculture, infrastructure, 

financial and fiscal sectors, economic and industrial policies of the government removal of regional 

imbalances price and distribution controls, economic reforms, human resources, per-capita and 

national income. 

Money supply, price level, population, savings, stages in economic development, trade cycles, GDP, 

NNP, investment, size and scope of public sector, reservation of industries, balance of payment 

position, flow of foreign investment, incentives for selected industries/regions, volume of exports and 

imports, plan outlays, government budgetary allocation, rate of inflation, public. 
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Impact/influence/interface/effect of the economic environment on business: 

I) The economic environmental factors are more influential. The GNP, savings, investment, size and 

scope of public sector, the economic policy of the government tax policy, fiscal deficit policy, interest 

rate policy, policy on foreign finance for development, trade policy, reservation of industries for 

SSIs, incentives for selected industries etc., influence businesses vastly. 

II) The economic system, nature of the economy, composition of the economy, functioning of the 

economy, health of the economy, economic strategy, programmes, procedures adopted, economic 

controls and regulations economic trends, economic problems and prospects also influence business. 

III) In a capitalistic society, private enterprises develop. In an industrial economy, the economic health 

is better than in an agrarian economy. Structural pattern and interface among various sectors of the 

economy are important for business. 

IV) The economic environment consists of macro level factors related to production and distribution of 

wealth. These factors have an impact on the business. 

V) In countries, where investment and income are steadily increasing, business prospects are 

generally high. There are possibilities for further investments. 

VI) Economic policy of a government has a great impact on the business. Some categories of the 

business are favourable by the government policy and some are adversely affected. 

VII) An industry within the priority sector recognised by the government may get a number of 

incentives. Other industries do not get incentives. 

VIII) Liberalized economic policy has a mixed effect on Indian industry. Some companies benefitted 

in terms of resulting freedom to alter product-mix and capabilities. 

IX) Public savings in India have been traditionally invested in fixed assets and precious metals. Recent 

changes in economic and fiscal policies have led to many developments. 

X) Business fortunes and strategies are influenced by the economic policy measures. The general 

level of development of the economy has a bearing on the nature and size of demand, government 

policies affecting business etc. 

4. Bring out the salient features of BASIC ECONOMIC SYSTEMS? 

Political system and business relationship in India: 

Political system refers to the set of factors relating to political institutions, the political parties and 

their ideologies, the form of state governance and the roles of the state and its functionaries vis-à-vis 

the role of individuals and their organizations. Every country ha s political system. 

There are different forms of political system-Capitalism, welfare capitalism, socialism, 

communism and mixed economy. A brief summary of each of the forms is presented below 

a. Capitalism: 

Capitalism is political economic system. Wherein, private ownership and initiative, individual 

freedom to produce, exchange, distribute and consume, market mechanism and consumer 

sovereignty, and limited role of government are found. In short capitalism may be called as ‘free 

enterprise economy’, where state control on businesses is nil or minimum. 
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The features of capitalism are: 

1. Private ownership: 

Private ownership means business enterprises are owned and run by individuals or group of 

individuals. Individuals have property rights and own factors of production. 

2. Individual initiative: 

Individuals use their brain, brawn and bank (that is capital) according to own initiatives and drives. 

There is no state direction or drive. 

3. Free enterprise: 

The above two features result in free enterprise. That is people put up businesses to produce goods 

and services and market the same. 

4. Market mechanism: 

Market mechanism refers to the power and play of demand, supply, the competition, etc. Demands 

determine investment avenues and size, demand and supply determine price and profit, the level of 

competition influences is influenced by all the above referred to. 

5. Consumer sovereignty: 

In a capitalist society consumer is the king and producers simply serve their consumer masters and in 

the process make profit. 

6. Competition: 

Competition among buyers and competition among sellers are the dominant forces in a capitalist 

society. As competition in a particular segment arises, efficiency of that segment rises. No 

imperfection is allowed to creep into the system. So, there is all round perfection, quality 

improvement, innovation etc. 

7. Entrepreneurial society: 

Capitalist society is actually an entrepreneurial society where entrepreneurs come up in good number 

and diverse activities are taken up by them. 

8. Right to save and invest: 

People have the right to save and invest. They can postpone consumption and to that extent they save 

and the savings can be freely invested adding to their wealth. 

9. Central plan is absent: 

The government does not plan on what industries, or traders or other economic activities must be 

taken up by itself or by its citizens. It is a ‘laissez faire’ system. 

10. Bureaucracy is absent: 

As there is no government control, there is no intervention of the civil servants of the government. So 

there is no delay, no red-tape, no corruption, and so on. 

Relationship between capitalist political system and business: 

The capitalist political system is pro-private businesses. Efficiency is rewarded in the market. 

Businesses flourish through efficiency, innovation and serving, the consumers. Businesses are 

directed by market mechanism, least influenced by governmental factors. 

 

b. Welfare capitalism: 
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Capitalism has certain limitations such as neglect of certain business not yielding good profits or 

those involving greater risk individual ‘good’. So, some state role is needed. Here in the government 

intervenes and fills up the gaps to ensure maximum social advantage. Government supplements and 

does not substitute private entrepreneurships. The characters of capitalism are applicable to this 

system in total, subject to the above referred to variation. Government relationship with the business 

takes the same pattern as in the same capitalism, except the government intervenes in a small way to 

ensure social welfare of people at large. 

c. Socialism: 

Socialistic political system is characterized by state ownership of production, exchange and 

distribution. The main features of this system are i) government ownership and/or control of factors 

of production, ii) government direction of production, exchange and distribution, iii) central planning 

of resources mobilization, allocation financing iv) left on individual freedom and initiative v) 

government interference in income distribution, vi) government direction on physical distribution and 

pricing of products vii) consumer is not the king, only the state is all powerful and so on. 

In a socialist political system, businesses are run and/or closely controlled by the state. Businesses are 

run by bureaucrats and not by people with business acumen. Businesses are distanced from profit 

goal. State policy determines what industry to be developed and which is not nurtured, sometimes 

even is curbed. 

Business is dominated by the government bodies. 

d. Communism: 

A communist political system is nothing but 100% state control of all human activities. It is also 

known as state capitalism. Production, exchange, distribution and consumption are all state 

controlled. The difference between socialism and communism, is that in communism, consumption is 

also state controlled. Businesses are run almost like government departments. The dominant 

environment of business is , truly, the government factor. 

e. Political system and business relationship in India: 

In the preceding pages, we have described different political systems and their implications for 

business. Now, turn to consider the Indian case. 

f. Mixed economy: 

In India we adopt the ‘golden mean’ of capitalism and socialism. Side by side, public and private 

ownership exist. This system is known as mixed economy. The features of capitalism and socialism 

are jointly present in this system. 

Private initiative freedom of enterprise, consumer sovereignty, individual savings and investment 

profit orientation and market mechanism are all there. But not entirely free of government control. 

State initiative, state enterprise, state investment, social objective like equal distribution, balanced 

development of a regions, concessions and privileges for the less privileged reservations for the 

benefit of weaker sections, etc. are found. 

5. India is a developing economy – discuss 
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The nature of Indian economy is underdeveloped before the advent of planning. The pace of 

development has quickened since 1951. The following facts will prove that Indian economy is 

passing is passing through a crucial phase of economic development.  

A) National income trends: 

Over the four and half decades of economic planning, the economy registered significant advance. 

In 1950-51 India’s net national product at factor cost (national income) at 1980-81 prices was Rs. 

40,454 crores. Since then it had increased to Rs. 2,71,052 crores in 1997-98. The growth rate of 

national income is higher than the rate of population. This fact admitted some capital 

accumulation. 

B) Rise in per capita income: 

A rise in per capita income is considered to be a better index of growth than the growth of net 

national product. In 1950-51 India’s per capita net national product at 1980-81 prices was Rs. 

1,127. Since then it has raised by 145.0 percent and stood at Rs. 2,487 in 1997-98. Economic 

growth in India during plan period has been both inadequate and erratic.  

C) Changing sectoral distribution of domestic product: 

An important index of development is a steady decline in the contribution of agriculture and allied 

activities to gross domestic product. In 1950-51 the share of agriculture and allied activities in the 

Gross Domestic Product was 56.5 percent. It was 27.9 percent in 1996-97. The output in the 

secondary sector accounted roughly 15 percent of the gross domestic product in 1950-51. It stood 

at 29.3 percent in 1996-97.  

D) Occupational distribution of population: 

In many occupational distribution of population has not changed significance during plan period. 

In India where agriculture and allied activities accounted for 68.8 percent of work-force in 1991 

as against 72.1 percent in 1951. The census figures in 1981 and 1991 reveal the slight increase in 

work force participation in the secondary and tertiary sectors. It is 32.2 percent in 1981 and 33.2 

percent in 1991. 

E) Growth of basic capital goods industries: 

During British rule the share of basic and capital goods industries in the total industrial production 

was nearly one-fourth. Form 1956, a large number of basic and heavy industries have been set up 

to make the country’s industrial structure pretty strong. 

 F) Growth of production: 

The index of agricultural production increased by 100 percent. There is now in evidence much 

larger area under irrigation, greater use of fertilizers, mechanization and of improved agricultural 

practices. Indian agriculture has been greatly stabilized by the adoption of modern technology in 

farming. India stands out as a third world country which has now achieved selfsufficiency in food 

grains despite its rapidly galloping population. 

 1950-51 1997-98 

All food grains 55 193 Million Tones 

Area under irrigation 22.56 89(1996-97)Million hectares 

Use of fertilizers 70 16500 thousand tonnes 

Consumption of pesticides 100 tonnes 73650 tonnes 
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G) Expansion in social overhead capital: 

Infrastructural facilities often referred to as economic and social overheads. Indian planners were 

fully aware of the link between infrastructural facilities and general economic development. Their 

development can also assured better human living. 

Tremendous amount of progress achieved in the transport, banking, irrigation, education and 

communications. There has been a spectacular progress in the field of education and public health. 

The rate of literacy increased to 52 percent of the population. 

 H) Science and technology: 

For rapid economic progress the application of science and technology to all economic and non-

economic activities has become essential. In 1958 the science policy resolution was adopted to 

provide positive incentives for the development and utilization of science and technology in nation 

building activities. In fact, India has at present the third largest pool of scientists, engineers and 

doctors. India today ranks second in the world as regards qualified science and technology man 

power. Our achievements in nuclear energy and in space technology have put India in the small select 

company of scientifically most developed countries. 

Thus, it may be concluded that the Indian economy. Is at once an underdeveloped but now a 

developing economy. Further, the Indian economy during past four and a half decades has progressed 

structurally. It is on the way to self-generating and self-reliant stage. 

6. Describe the characteristic features of India as a mixed economy? 

The Indian economy is a mixed economy. It has acquired this form with the growth of a large public 

sector since independence. Bhabatosh Datta has aptly remarked, “In examining the mixed economy 

thus introduced, one has to remember that no economy has ever been completely unmixed. Even 

before independence, India had a fairly important public sector, the most important component of 

which was the railway system. There may be various grades of mixture between the impractible 

extremes of one hundred percent laiseez-faire and onehundred percent socialist production.” In India, 

the second five year plan summed up the objectives of the planned development in the phrase 

‘socialist pattern of society’ implying that “the basic criterion for determining lines of advance must 

not be private profit, but social gain….” And yet the character of the economy that has emerged as a 

result of planned development does not resemble even remotely socialism. Nationalization of banks, 

setting up a number of enterprises in the public sector and such other measures may create an illusion 

that the economy has advanced towards socialism but in fact socio-economic relations have not 

undergone any such change as to warrant the conclusion that the Indian economy has drifted away 

from its capitalist form. Sukhamoy Chakravarty made pertinent observation in the mid-eighties, “… 

as of now, there is no evidence that despite the growth of a large public sector.” India has moved to 

any significant extent closer to a ‘socialist society’, in any meaningful sense of the term. If the 

present trends are not going to be reversed, it is possible that India will witness in the closing decade 

of this century a considerably enlarged private sector with further erosion of the role of planning in 

the traditional sense of the term. However, in many respects character of the Indian economy has 

been different from that of the capitalist economies of the eighteenth century Europe. The two factors 

in the Indian economy, viz., the growth of the public sector and economic planning made it distinctly 
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different from the capitalist economies of the west in the earlier phase of their development. Some 

economists taking note of the public sector and economic planning in India’s economy prefer to 

characterize it as state capitalism. In essence, however, state capitalism is the same thing as the mixed 

economy. We explain below such features of India’s economy which determine its character as a 

mixed economy. 

1. Private ownership of the means of production: 

Under Indian constitution private ownership of the means of production has been allowed. It is this 

reason why the private sector in this country remains pervasive. At present a big segment of the 

industrial sector is in private hands. As a matter of fact, with the exception of some basic industries, 

all other industries including heavy engineering, electronics, textiles, jute, sugar, cement, leather, 

vegetable oil, soap, detergents, consumer durables, liquor, etc. are in private sector. 

Agriculture, the principal economic activity in the country, is also in the private sector as the 

ownership of agricultural land is entirely personal. These facts suggest that the production in such an 

economy will be done for the market and the activity of the producers will be motivated primarily by 

profit. In agriculture, no doubt, small farmers do not have marketable surplus and, therefore, their 

behaviour as producers is generally not responsive to market changes. 

2. Predominance of the market: 

Market holds a predominant position in the Indian economy. At present this country has markets for 

commodities as well as productive factors. In these markets prices are determined by the interplay of 

demand and supply forces. Business firms guided by the product prices usually decide as to what 

commodities they will produce. Even the choice of inputs depends on their prices. 

However, the market mechanism in India has not been completely free from the state control. In 

1951, industries (Development and Regulation) Act was passed to provide a regulatory system for 

industrial activity in the country. The state had wanted to evolve a licensing system under the 

provisions of the Act, as an effective instrument of industrial planning. In practice, this objective 

could not be realized. Jagdish Bhagwati and Padma Desai have extensively analysed the working of 

the licensing system of India and have noted that the Licensing Committee had not followed any 

fixed criteria or principle for granting licenses either for establishing new industrial unit or for 

expanding the capacities of existing units. The approach of Licensing Committee had been generally 

adhoc. Apart from the licensing system, the government had introduced certain other controls and 

incentive measures for influencing the decisions in the markets. Among these, most notable were 

import controls, distribution of essential goods at fair price shops and government purchase of 

agricultural products at support prices. These controls and incentive measures, however do not alter 

the basic character of market mechanism. Their importance lies only in their capacity to undermine 

the irrationality of certain market decisions by changing them for the better. G. Thimmaiah is 

however, of the view that the license and control system in this country has failed in this direction. 

Contrary to the expectations of the Indian planners, the private sector could not be made ineffective 

in its irrational decisions under the license and control system. 
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3. Monopoly trends: 

Since independence, monopoly houses have grown rapidly and with it the concentration of economic 

power in the country has increased. This trend was first noted by the committee on distribution of 

income and levels of living chaired by P.C. Mahalanobis. The committee stated in its report, “it is 

also evident that the working of planned economy has contributed to this growth of big companies in 

Indian economy.” Rapid growth of monopolies in the country was later on confirmed by the 

monopolies enquiry commission. According to the commission, there were 75 big business houses in 

1963-64 controlling 44 percent of the paid up capital of all non-government and nonbanking 

companies of the country. Since, then monopoly trends appear to have become stronger and the grip 

of big business on the economy seems to have increased, in spite of the governmental measures to 

control them. Each of the 4 big business houses in 1998-99 had control over capital assets worth Rs. 

15,000 crore or more and assets of two of them viz. Tata and Reliance were as large as Rs. 47,446 

crore and Rs. 33,757 crore respectively. One can have idea of the growth of private monopolies 

during the 1990s from the simple fact that these big business houses managed to increase their assets 

by more than three times in a time span of five years. 

4. Public sector: 

In India, a large public sector co-exists with the private sector and this fact alone is enough to 

determine the character of the economy as mixed. The creation of a large public sector by the 

government in this country has not been inspired by any ideological considerations. At the time of 

independence the private enterprise lacking both resources and will to make heavy investments had 

expected from the government to develop infrastructure and basic capital goods industries. The 

government’s intervention in the form of expansion of public sector was thus a historical necessity 

and it did not aim at altering the character of the economy. In India’s essentially capitalistic 

economy, creation of a large public sectors, by no means, a novel experiment. In a number of western 

countries the state has not only intervened in their economies in a big way but has also engaged itself 

in various productive and distributive functions. The development role of the state has been more 

direct and pronounced particularly in those countries where industrialization was somewhat delayed. 

Therefore, the presence of the public sector in this country or an active role played by the state in 

promoting the development of the economy provides no guarantee that the character of the economy 

would not be capitalistic. At best these factors would make it a mixed economy which, in essence, is 

a variant of capitalism. 

5. Economic planning: 

Economic planning has been an integral part of the Indian economy since 1951. The nature of 

planning in India has always been different from the one adopted in former Soviet Union and other 

East European countries. This country adopted planning while retaining its capitalistic structure, the 

basic character of the country’s economy. Therefore, the character of the Indian economy has not 

undergone any change since independence. It still continues to be a mixed economy. 

The Indian experience shows that the mixed economy framework is a feasible propositions for a 

developing country as it allows for a modest rate of growth, which is both steady and less subject to 

fluctuations in the economic activity at the international level. This requires over time substantial 

growth. 

The mixed economy framework in India has tended to favour relatively rich on account of their 

strong economic position. Suresh D. Tendulkar contends that when the feature of market based 

decentralized economic activity in the private sector in mixed economy. 
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7. What is Fiscal policy? What are its objectives? 

Fiscal policy refers to the policy of the government regarding taxation, public expenditure and public 

debt. Fiscal policy is that part of the government policy, which is concerned with raising revenue 

through taxation and other means. It is related to deciding the level and pattern of expenditure. 

Union budget: 

The fiscal policy operate through budget. Budget is an estimate of government expenditure and 

revenue for the financial year. The budget is presented to the parliament yearly by the Union Finance 

Minister. 

Budget approval is a big exercise without budget, no tax can be levied, no expenditure can be 

incurred and government can spend only on approved items. 

State budget: 

Every state government also prepares and presents a budget in the state assembly. 

According to the provisions of the constitution, our central government and state governments have 

been preparing annual budgets. They are placed before parliament. And respective state assemblies 

every year. The budgets are approved. The governments spend and raise revenues as stipulated in the 

yearly budgets. 

Components of union budget: 

Budget can be divided into revenue budget and capital budget. It is shown in the below chart: 

 
 

Revenue Budget: 

It deals with revenue receipts and revenue expenditure. Revenue receipts include receipts from taxes, 

interest receipts and dividends and profits. Revenue expenditure is mainly on government 

administration. 

Capital budget: 

Statement of all capital expenditure and capital receipts. Capital receipts include market loans, 

external aid, deposits and provident funds. Capital expenditure includes payment for imports, 

external debt-servicing etc., 

Objectives of Fiscal policy: 



12 
 

Taxation, public expenditure, government borrowing and deficit financing are used to: 

1. Accelerating the rate of investment 

2. Promoting socially desirable investment 

3. Achieving rapid economic development 

4. Achieving full employment 

5. Promoting foreign trade 

6. Reducing inequalities of income, and 

7. Establishing a welfare state. 

Influence / impact / evaluation of fiscal policy: 

a. The government influences business activities through fiscal measures. 

b. All the governments the world-over use fiscal policy measures to regulate their economic 

activities in order to achieve the above-said objectives. 

c. Post-liberalization witnessed significant developments (a) Tax structures and tax levies are 

simplified (b) Better tax administration and (c) Long term fiscal policy measures. 

The effectiveness of our fiscal policy is assessed from the following three angles: 

First, fiscal policy and savings and capital formation: Fiscal policy has failed to produce enough- 

savings for public investment. 

Second, fiscal policy and economic inequalities: Over the years, the gap between the rich and poor 

has widened. 

Third, fiscal policy and inflation control: Fiscal policy has been successful in controlling inflation. 

Rate of inflation stood at around 5% during the last two/three years. 

• Fiscal policy contributes to the acceleration of economic growth. It increases the rate of 

investment through public expenditure. 

• Taxation and public expenditure play an important role by directing resources from unproductive 

channels to useful capital-formation. 

• Fiscal policy, along with other policy tools, play an important role in achieving the development 

goals. 

11. Define monetary policy? What are its objectives? What are the methods of credit control 

and evaluation of monetary policy? 

Monetary policy is a policy statement, through which the Reserve Bank of India targets a KEY-SET 

of indicators to ensure price stability. These KEY-SET of indicators are: 

a. Money supply 

b. Interest rates, and 

c. Inflation 

The RBI announces monetary policy bi-annual. 

Interpretations of Monetary policy: 

The Monetary policy has 2 interpretations: 

a. Broader sense: 
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Monetary policy refers to all those measures (monetary and non-monetary) taken by the 

government. It influences the cost and supply of money. 

b. Narrower sense: 

Steps taken by the Reserve Bank to regulate the cost and supply of money and credit. 

Objectives: 

a) To stabilize prices 

b) To provide full employment 

c) To foster economic growth 

d) To regulate the supply of money 

Extent of money: 

Before introducing the measures for the expansion and contradiction of money supply, the RBI 

measures the extent of money and credit available in the economy. M1 to M4 are the indices used by 

RBI to measure the supply of money at a given point of time. 

M1 = Money supply with public 

M2 = M1 + post office savings and bank deposits M3 = M2 + Time deposits of public with banks M4 

= M3 + Total post office deposits M1 is called ‘narrow money’. M3 is called ‘broad money’ 

RBI’s monetary policy: 

It has been described as the controlled-expansion one. 

Expansion of money: 

Money is pumped into the economy through the a) issue of currency by RBI b) Budgetary operations 

of the Government and c) borrowings by the government from abroad. 

Contraction of money: 

Unlimited expansion of money and credit results in hyper-inflation. Hyper-inflation hits all sections 

of society. RBI has a responsibility to ensure that money supply is within manageable limits. For this 

purpose, RBI uses different control measures called as “CREDIT CONTROL MEASURE.” 

Credit control measures: 

Steps/measures used by the RBI to control the credit fall into the following two categories:  

A. General credit controls: 

Bank rate, open market operations, variation of cash reserve ratio and statutory liquidity ratio are 

called general credit controls. They affect total quantity of credit. 

Bank rate: 

Bank rate is called as discount rate. It is the rate at which RBI rediscounts or lends money to 

commercial banks. During inflation, bank rate is increased so that the banks increase the interest rate 

on borrowing. Borrowers feel bank loans are costly and discouraged to borrow. Money supply 

expands. 

During the period of deflation, the RBI reduces bank rate. Borrowers feel decrease the interest rate. 

Borrowers feel bank loans are cheap and encouraged to borrow. Money supply contracts. 

Open market operations: 
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Purchase and sale of securities, foreign exchange and gold by the government is called open market 

operations. Purchase of securities and gold from the public leads to expansion of money. Sale of 

securities and gold to public leads to contraction of money. 

Variation of cash reserve ratio (CRR): 

It is the percentage of cash maintained by the commercial banks with the reserve bank of India. RBI 

varies CRR between 3% to 15% of time and demand deposits. When RBI raises CRR, banks are 

supposed to increase the amount of deposits with RBI. As a result, money supply is contracted. When 

RBI decreases CRR, banks decrease the amount of deposit with RBI. Therefore, more money supply. 

Statutory liquidity ratio (SLR): 

In addition to CRR, commercial banks should keep a certain percentage of its total demand and time 

deposits with RBI in liquid assets such as cash, gold, etc., when SLR is raised, money supply 

contracts and vice versa. 

Liberalization of the bill market scheme: 

Under this, commercial banks get additional finance from RBI with additional funds at their disposal, 

commercial banks will be able to advance further credit. 

A. Selective credit controls: 

 RBI insists on the banks to fix minimum margins for lending against specific securities. 

 Fixing a quota/ceiling on the amounts of credit for certain purposes. 

 Charging discriminatory rates of interest on certain types of advances. 

 Moral suasion- RBI issues circulars to the banks to exercise control over credit. 

 Direct action- RBI takes action on the banks, that do not obey the instructions given by the RBI. 

Evaluation of the impact / influence of monetary policy: 

Monetary policy is of greater importance now-a-days. Government depends more on monetary policy 

to regulate the economy. 

Strengths of monetary policy: 

 Decision-making and implementation is faster than fiscal policy. 

 RBI relied more on selective credit controls and less on quantitative controls. Thus, the monetary 

policy brought less pressure on the banks. 

 Monetary policy has been responsive to the needs of economy. 

Weaknesses of monetary policy: 

 It is said that the RBI has failed in expansion and control of money and credit. Major component 

of the increase in money supply was the RBI credit to central government. 

 It is said that the monetary of RBI did not play effective role in controlling the inflation. 

 Central government opened flood gates of monetary growth. It asked RBI to plug small banks. 

 RBI cannot cover the operations of non-banking financial institutions. 
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 The powers and weapons of the RBI cover only the commercial banks. RBI control measures 

do not have any effect on the inflationary pressures brought out by the deficit financing and 

shortage of goods. 

12. Examine the salient features of the New Industrial policy – 1991? 

Industrial policy is an important document. Industrial policy displays the implementation of 

government’s regulatory and promotional roles. Industrial policy refers to the government policy 

towards the establishment, functioning, growth and management of the industries. Industrial policy 

speaks on the aspects of foreign capital, labour, tariffs, and other related aspects. Industrial policy has 

no legal sanction. Its violation cannot be challenged in a court of law. 

The first industrial policy resolution was issued by the government of India on April 6, 1948. This 

was known as the first industrial policy 1948. The features of the policy: 

 Dual role of public and private sectors. 

 Division of industries. 

 Importance of small and cottage industries.  Importance of foreign capital. 

Industrial policy 1956: 

On April 20, 1956 the government of India adopted another Industrial Policy Resolution which 

replaced the 1948 resolution. The new resolution had become necessary due to the changes and 

developments that had taken place during eight years. After completion of first five year the 

government was introduced the second five year plan for the sake of industries. The target of 

investment in heavy industries and mining fixed at Rs.890 crores. 

The features of industrial policy 1956: 

 Accelerating the growth of economy and speeding up industrialization 

 Expansion of the public sector development of heavy and machine making industry. 

 Increase employment opportunities, improvement of living standards and working conditions. 

 Prevention of monopolies and concentration of economic power. 

This policy divided industries into FIRST SCHEDULE (17 industries), SECOND SCHEDULE (12 

industries) and THIRD SCHEDULE (remaining open to private sector). 

Industrial policy 1991/ New industrial policy: 

On July 24,1991 the government of Sri Late P.V. Narasimha Rao announced a new industrial policy. 

Several new departures in the new policy: 

a. Scrapping of industrial licensing and registration 

b. End to monopoly law 

c. A more welcoming approach to foreign investments and 

d. Redefining the role of public sector. 

Objectives: 

• Unshackle the Indian industrial economy from unnecessary bureaucratic controls. 

• To correct the distortions or weaknesses involved in the policy. 

• To abolish restrictions on direct foreign investment. 
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• To liberalize home industry from restrictions of MRTP Act. 

• To maintain a sustained growth in productivity.  

• To reduce the load of public sector enterprises. 

Features: 

• Abolition of industrial licensing: 

In order to liberalise the economy and to bring transparency in the policy, the new policy has 

abolished the system of industrial licensing except 18 industries. The industries under licensing are 

coal and liquate, petroleum and its distillation products, distillation and brewing of alcoholic drinks, 

sugar, animal fat and oils, cigars and cigarattes of tobacco and manufactured tobacco substitutes, 

asbestos, plywood and other wood products, raw hides and skins, leather and other leather products, 

motor car, paper , hazardous chemicals, drugs and pharmaceuticals, entertainment electronics etc.. 

These items are in small scale sector. 

• Role of public sector: 

The public sector enterprises were not showing good results inspite of huge investments. 

The new policy reduced the list of industries from 18 to 8 reserved for public sector. The industries 

are i) arms and ammunition ii)atomic energy iii) coal and lignite iv) mineral oils v) mining of iron 

ore, managanese ore etc. vi) mixing of copper, lead, zinc, tin etc. vii) minerals specified in the 

schedule to the atomic energy viii) rail transport. In 1993 the government reduced the reserved 

industries from8 to 6 and in may 2001 even arms and ammunition sector was opened to private 

sector. Now there is only 3 industries reserved for public sector. 

• Concessions from monopolies act: 

The new policy states that the pre-entry scrutiny of investment decisions by so called MRTP 

companies will no longer be required. It was not necessary to obtain approval of the centre for 

expansion, establishment of new undertakings, merger, amalgamation and take over and appointment 

of directors under certain circumstances. The emphasis now will be placed on controlling and 

regulating monopolistic restrictive and unfair trade practices. 

• Foreign investment and technology: 

The new policy prepared a list of 34 industries where automatic permission will be available for 

direct investment up to 51 percent foreign equity. The industries included in this list were metallurgy, 

boiler and steam generating plants, electrical equipment, telecommunication, transportation, 

industrial and agricultural machinery, chemicals, hotels, tourism industry etc. automatic permission 

will be given for foreign technology agreement. In some sectors the FDI’s could goto 100 percent in 

1997-98 but it was permitted in 2000-01. The business are  pharma sector, airports, hotel and tourism 

industry, courier services and mass rapid transport system and internet service providers etc..  
   Location policy liberalised: 

The new policy mentioned that in location other than cities of more than 10 lakh population no 

industrial approvals from the centre will be required except industries subject to compulsory 

licensing. However electronics, computer software and printing industry may be located within 

25KM on peripher. Amandment in location policy was made during 1997-98. 

• Abolition of phased manufacturing programmer: 

In order to increase indianisation, a phased manufacturing programme was enforced earlier. The 

new policy has totally abolished such programmes as the government feels due to substantial 

reforms of trade option policy and devaluation of rupee there is no need to reforce such 

programme. 
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UNIT 5 

NRI Investments in India 

Developing countries require more and more investments to accelerate the rate of growth. India 

has embarked on a plan to industrialize the country to accelerate antipoverty programmes. The 

liberalization process started since 1991 is to attract more investments from outside the country. 

Non-Resident Indians have always been making a contribution in Indian economy. The present 

policy of Indian Government is to amend laws which placed obstacles in attracting foreign 

investments and simplifying rules and regulations for setting up new undertakings. 

Meaning of NRI: Before discussing the gambut of NRI investments, it will be necessary to 

know who is a Non-resident Indian. The term Non-resident is very broad and includes : (i) Non- 

resident persons of Indian Nationality and (ii) Non-resident foreign citizens. Non-resident 

foreign citizens may further be of two types : (a) Non-resident foreign citizens of Indian origin 

and (b) Non-resident foreign citizens of non-Indian origin. 

Non-resident Indians have different meaning under Foreign Exchange Regulation Act (FERA), 

1973 and Income Tax Act, 1961. It is the nationality and purpose of stay of an individual outside 

India which is relevant for determining the residential status for FERA whereas period of stay 

outside India determines the status of a person under Income Tax Act. Non-resident persons of 

Indian origin are given special treatment in respect of investment in India. They are almost 

treated at par with non-resident Indian nationals and are collectively referred to as Non-resident 

Indians (NRI). 

Non-resident Indians are covered under the following categories : 

(a) Indian citizens who stay abroad for employment, business or vocation or for other purposes 

stating their intention to stay abroad for indefinite period. 

(b) Indian citizens working abroad on assignments with Foreign      

Government/Government Agencies or International Agencies etc. 

(c) Officials of the Central and State Government and public sector undertakings deputed abroad 

on temporary assignments or posted to their offices abroad. 

Modes of NRI Investment : The role of NRI’s in Indian economy has been well recognized by 

the Government which has constantly made efforts to encourage their deposits and investments. 

Government has been devising schemes which give higher returns, providing liberalizations in 

existing schemes, simplifying procedures and removing bureaucratic bottlenecks. The changes in 

New Industrial Policy, 1991 are designed to attract significant capital flows into India on a 

sustained basis. They are also aimed to encourage technology collaborations between Indian and 

foreign companies. 

NRI investments are both direct and indirect. Direct investments are in shares, debentures, other 

securities, etc. and indirect investments are in the form of mopping up their surplus funds into 

savings accounts, mutual funds etc. Some of the investment schemes for NRI’s are discussed 

here : 

1. Investments in Govt. Securities, UTI Units etc. NRI’s can freely purchase Central and State 

Governments securities and units of UTI by either transferring money from foreign countries 

through normal banking channels or by withdrawing money from their accounts in India. The 

banks are also allowed to credit interest, dividend, sale and maturity proceeds to the non-resident 

accounts or through stock exchanges in India provided it is done through authorized dealers.  
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2. Investment in SBI Bonds and India Development Bonds. State Bank of India issued ‘NRI 

Bonds’ in 1988 and India Development bonds in 1991 for NRI’s. These were close ended 

schemes and investments are not allowed now in these schemes. 

3. Investments in Proprietorship/Partnership Concerns. The Central Government has 

allowed NRI’s to invest by way of capital contribution in any proprietary or partnership concern 

engaged in any industrial, commercial or trading activity on re-patriation basis. The profits 

accruing to the NRI may be credited to ordinary Non-resident Rupee Account or may be plouged 

back in the business itself. The funds must come through normal banking channels. The business 

where investment has to be made should not deal in land and immovable property. There is no 

need to obtain prior approval of Reserve Bank but it can be informed of the details later on. 

4. Investment in New Issues of Shares/Debentures. In 1992, NRI’s have been allowed to take 

up or subscribe on non-repatriation basis the shares or convertible debentures issued, whether by 

public issue or private placement, by a company incorporated in India. They can also be given 

rights/bonus shares and these certificates can be sent  out of India. Any income accruing from such 

investments or sale price of these securities will be credited to their NRI accounts. 

Investments in new issues under the forty (40) per cent scheme are now allowed on re- partition 

basis also. NRI’s can subscribe to new issues of shares or convertible debentures of any new or 

existing company with the right of repatriation of the capital invested and income earned thereon, 

provided the aggregate issue, to non-residents quality for the facility of repatriation does not 

exceed 40 per cent of the face value of the new issue. Such investment can be made only in private 

or public limited companies raising capital for setting up new industrial/manufacturing projects or 

for expansion or diversification etc. Such investments can also be made in companies engaged in 

hospitals, hotels, shipping, development of computer software and oil exploration services. 

5. Deposits with Companies. Companies can accept deposits from NRI’s within the limits 

prescribed by RBI. The company accepting such deposits will apply for permission to RBI with 

details of deposits and NRI’s will not be required to get separate permission. 

6. Investment in Commercial Paper & Mutual funds. NRI’s can invest in Commercial paper 

issued by Indian Companies in non-repatriation basis. CP issued to NRI’s will not be 

transferable. They are also allowed to invest in mutual funds floated by private/public sector 

banks/financial institutions. Such investments can also be made through secondary market. The 

funds accepting such investments will get an approval from RBI. 

7. Investment in Priority Industries. NRI’s are permitted to invest with full repatriation 

benefits up to 100 per cent in the issue of equity shares or convertible debentures of a 

private/public limited company engaged in or proposing to engage in high priority industries. 

The investments by NRI’s should cover foreign exchange requirements for import of capital 

goods. Any income out of these investments can be freely remitted except in case of consumer 

goods industries where the outflow on account of dividend is balanced by export earnings of the 

company. The proposed project should not be located within 25 km. form the periphery of the 

city having a population of more than 10 lakhs as per 1991 census. It means that Government 

wants to utilize NRI funds for industrializing new areas or under-developed areas. 

8. Investment in Other Industries. NRI’s can invest in sick industrial units. Such units must be 

incurring losses for consecutive three years, its shares are selling at a discount for 2 years and 

financial institutions have formulated rehabilitation plans for such sick units. Such investments 

are allowed on the following conditions. 
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(i) Investments can be made either by purchasing equity shares of existing share holders or by 

subscribing to new issues of such companies. 

(ii) Bulk investment on private placement basis even up to 100 per cent of 

equity capital of sick unit. 

(iii) The funds should come either as fresh foreign remittances or from NRI accounts. 

(iv) The capital brought in will not be repatriated before 5 years. 

(v) The sick unit will not be allowed to deal in real estate business or agricultural 

plantation activities. 

9. Investment in Housing & Real Estate Development. NRI’s are permitted to 

invest up to 100 per cent in the new issue of equity shares/convertible debentures of 

Indian Companies engaged in the following areas : 

(i) Development of serviced plots and construction of built up residential premises ; 

(ii) Real estate covering construction of residential and commercial 

premises including Business centres and offices. 

(iii) Development of township; 

(iv) City and region level urban infrastructure including roads bridges; 

(v) Manufacturing of building materials 

(vi) Financing of housing development. 

A permission from RBI is essential for making investments in above mentioned schemes. 

Repatriation of original investment is now allowed before 3 years. 

The need for NRI investments is realized by the Govt. of India and that is why it has made a 

number of schemes for attracting their funds. Various laws have been amended to simplify the 

procedures for bringing NRI funds into the country. Indian economy needs more and more 

investments in every activity. Infrastructural investments are inadequate to develop a base for 

accelerating industrialization. Both direct and indirect investments are allowed to NRI’s. They 

can take part in industrial activity by even investing 100 per cent money in certain areas. On the 

other hand they can invest in mutual fund schemes and may deposit funds with Commercial 

banks which too ultimately will be used for productive purposes. 

NRI Deposits 

Non-resident Indian (NRI) deposits have been used as another important source of foreign 

capital in India. In fact, these NRI deposits constituted a major part of country’s capital inflows 

during the past decade. The Government of India offered many incentives to non- resident 

Indians to set up industries in India. It also offered attractive rates of interests on NRI deposits. 

NRI deposits in India have been either in the form of Non-Resident External Rupee (NRER) 

deposits, or in Foreign Currency Non- Residents (FCNR) accounts. The interest rates offered on 

NRER deposits have been 2 per cent higher than the rates applicable to domestic deposits of 

comparable maturities and in case of FCNR accounts, the rates of interest have been in line with 

interest rates prevailing in the international capital markets. RBI introduced a new scheme in 

November 1990 to encourage further deposits from non-resident Indians. 

Inspite of the fact that NRI deposits have been an important constituent of external finance, these 

are not free from a few limitations : 

(a) The cost of raising external finance through NRI deposits is higher as compared to some 

methods. 

(b) NRI deposits are ‘fair weather friends’ in the sense that in difficult period when balance of 

payment position is not good, these deposits are the first to take a capital flight and thus create 
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further serious foreign reserves crisis in the country. 

 

1. Bring out the challenges of globalization? Or Examine what are the challenges 

of International business? 

Globalization is a fact of life companies have adopted international focus Indian businessman 

are looking around for the new partners, suppliers and buyers. 

Increasingly, small businesses are also going global. In our country, exports from SSI sector 

account for 44% of our total exports. Thus, there is growing tendency of globalization. 

Increasing globalization poses several challenges to the business. 

Challenges of globalization/challenges of international business: 

1. Maintaining competitiveness: 

Innovation-quality-cost and service are important factors to maintain competitiveness. Labour 

costs, interest rates, exchange rates and economies of scale make a country competitive. The 

way to gain competitive advantage is the ability to innovate continuously. Most successful 

MNCs like 3-m proves this claim. Eg: 3-m generates 30% of its annual income from products 

marketed in the last four years due to innovation. 

2. Government and trade regulations: 

Government intervention for the purpose of protecting domestic industries leads to less 

movement of goods and services across the borders. Many people think that government 

should limit competition from foreign goods in the interest of protecting local business and 

jobs. Eg: in the US, people question why the Japanese are allowed to set-up auto-plants in the 

US, while the farmers of US cannot sell rice in Japan. 

Member-countries of WTO meet and negotiate periodically to discuss the ways of minimizing 

trade barriers. 

3. Developing an international perspective: 

Firms operating in international / global markets need to develop an international perspective. 

Three ways are important in this regard : 

Experience: 

Hiring people with global exposure. MNCs hire global managers with overseas perspective. 

Focus: 

Emphasizing global-orientation to hiring, remunerating, performance appraisal, promotions and 

the like. 

Attitude: 

Companies should screen candidates carefully for overseas assignments and depute only 

individuals with right attitudes. 

4. Managing diversity: 

Workforce of any MNC comprise people from different countries. Workforce is multi-cultured, 

religions, languages and dialects, educational attainment, skills, values, ages, races, genders. 

Managing such a workforce is a challenging task for any executive. 
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5. Need to maintain good corporate citizenship: 

An MNC will be successful, if only it creates and sustains the image of a good corporate 

citizenship. Good corporate citizenship is reflected in honesty and social responsiveness.  

Dimensions of International Business Environment 

Globalization, the phenomenon which shook the world economy at the end of 20 th century 

has a principal role in making today’s international business environment so dynamic and 

profound. The international environment for a business firm comprises of several crucial factors 

such as WTO principles and agreements, other international treaties or agreements, economic 

and business conditions. Similarly, there are certain other factors like, hike in the crude oil price, 

variation in gold price etc. 

The WTO principles and regulations have extensive impact on Indian business. For instance, 

Acceptance of product patents, critically impacts the pharmaceutical industry. Similarly, the  

import  and investment liberalizations mandated by WTO, have considerably changed the 

competitive environment in India. 

Economic situations in other countries may also have an effect on business. For example, if the 

economic conditions in a company’s export markets is better, export prospects will also be good 

and vice versa. Recession in other countries can increase the import  threats,  including  dumping.  

The recent economic crisis of 2008, is a major example demonstrating how an economic 

slowdown can be detrimental to the international trade, as it one of  the largest components of  the  

global economy.  The financial crisis of 2007–08 is considered by many economists to have been 

the worst financial  crisis since the Great Depression of the 1930s. It threatened  the  collapse  of  

large  financial institutions, which was prevented by the bailout of banks by national governments, 

but stock markets still   dropped   worldwide.    

International political factors can also affect business, like war or  political  tensions  or 

uncertainties, strained political relations between the nation and other countries. The recent 

economic crisis emerged in Greece, crucial political turmoil prevailing in countries like Syria, 

Iraq, Libiya etc    are examples of this. 
 

progress in information and communication technologies smooth the progress of cross  border 

spread of cultures, significantly influence attitudes, aspirations, tastes, preferences and even 

customs, traditions and values. This has significant implications for the business. 

Challenges in International Business Environment 

1. The impact of political risk. 

Political risk was defined by Wells (1998) as the challenges faced by investors that result from 

some sort of government action, and sometimes inaction. Political risk implies negative business 

consequences due to the behaviour of governments and public sector organisations (Suder 2004). 

The most important political risk has been the threat of nationalization (Brooks et al 2004). 

However, Jones (2001) observes that dramatic events such as wars, assassinations and  

sequestrations are rare in the international business arena Another important political risk is 

represented by corruption practices (Hill 2005).  For  instance, a company may lose a contract 

because of a government’s unethical dealings (Madura 2006). To mitigate this risk, Transparency 

International has created a corruption index that can be available to all interested (Jones 2001). 
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Generally, to minimize political risk, companies can respond through political behaviour such  as 

lobbying the central government (Suder 2004). Another solution is to negotiate a  better  deal 

with the government; for instance, an investor can seek a reduction of tax levels in exchange for 

accommodating the government (Brink 2004). 

2. Foreign Exchange Risks. 

Foreign exchange risk is a financial risk that exists when a  financial  transaction  is  denominated 

in a currency other than that of the base currency of the company.  The  firm’s  value of 

investment may subject to oscillations due to the deviations in the value of currencies, thus 

exposing the firm to huge risk. 

3. Supply Chain Risks. 

The sequence of processes involved in the production and distribution of  a  commodity  is called 

a supply chain. Supply chain risks include: 

a) External supply chain risks 

      There are five main types of external risks: 

 Demand risks – because of arising of unpredictable or misunderstood customer or end-

customer demand 

 Supply risks - caused by any interruptions to the flow of product, whether raw material or 

parts, within the supply chain. 

 Environmental risks - from outside the supply chain; usually related to economic, 

social, governmental, and climate factors, including the threat of terrorism 

 Physical plant risks - caused by the condition of a supplier's physical facility and 

regulatory compliance. 

b) Internal supply chain risks 

Internal risks provide better opportunities for mitigation because they are within the 

business's control. 

 Manufacturing risks - caused by disruptions of internal operations or processes 

 Business risks - caused by changes in key personnel, management,  reporting  

structures  or  business Processes, such as the way purchasers communicate to suppliers 

and customers 

 Planning and control risks - caused by inadequate assessment and planning, which 

amount to ineffective management. 

           All these should be viewed vigilantly in international business environment. 

4. Compliance and Regulations 

The firm must comply with the tax laws of different countries as well as statutory export 

regulations. Some countries have strict policies about the types of business practices allowed in  

their countries that often include human resource and pension restrictions and rules if we hire a 

foreign workforce. 

5. Culture and Language 

If a firm’s sales are increasingly going overseas, it should find ways to overcome the language 

barriers that may crop up in emails and phone calls.  At the  same  time, cultural differences can  

play a big role in our success in the global market.  In China, the color red is a symbol of luck,  

while in other countries, it represents a warning sign. Religious and cultural boundaries must be 
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understood well to run effective marketing campaigns abroad. 

6. National and international Accounting  standards. 

Always there will be a huge difference between the accounting  standards  practiced  by  different 

countries. Similarly, accounting practices differ in accordance with the relationship between the 

business and its shareholders. For instance, the  tradition of family-owned companies  in Germany 

has created an environment of professional secrecy which does not require high transparency 

(Walton et al 2003). By comparison, the  US has a  tradition of  transparency due to  the relatively 

large amount of shareholders. Inflation accounting also differs amongst different countries. Such 

challenges of differences should be effectively overcome. 

7. Environmental Impact 

Recycling is rapidly becoming a common practice in most U.S. companies as business leaders 

recognize the impact of their actions on global environmental issues. A firm may be challenged to 

include  successful recycling programs because  of the prevailing environmental protection norms  

in certain regions. Food, energy and transportation companies all face environmental pressures to 

use fewer natural resources and offer products made with recyclable materials. 

  FOREIGN EXCHANGE MANAGEMENT ACT (FEMA) (MNS’C) 

FEMA came in to effect from January.1, 2000, by replacing  the  Foreign  Exchange  Regulations 

Act (FERA) of 1973. FERA was an act to regulate certain payments dealing in foreign exchange, 

securities, the import & export of currency and acquisition of immovable property by foreigners. 

FEMA extends to the whole of India and also applies to all branches, offices and agencies outside 

India, owned or controlled by a person resident in India. 

Objectives 

1. To facilitate external trade and payments. 

2. To promote the orderly development and maintenance of foreign exchange market. 

The reserve bank of India is assigned an important role in the administration of this Act. This Act 

empowers the central government to impose restrictions on foreign exchange and foreign security 

dealings and payments to and receipts from any person outside India. 

It imposes restrictions on persons resident in India on acquiring, holding or owning foreign 

exchange, foreign security, and immovable property abroad and transfer of foreign  exchange  or  

foreign security abroad. 

The FEMA permits dealings in foreign exchange through authorized persons for current  account 

transaction. However the central government can impose reasonable restrictions in public interest. 

For a capital account transaction, it needs the permission of RBI. 

Multinational Corporations’ Role and Recent Trends-Problems and Consequences 

The multinational company is a conglomerate organization which carries out multiple and diverse 

economic activities and it consists of a parent company and a large number of subsidiaries 

operating in various countries of the world. (Dura, 2007). 

MNC may be defined as a company, which operates in a number of countries and has  production 

and service facilities outside the country of its origin. Their activities have both good and bad 

impacts on the economy. They take decisions on a global basis. They operate in different 

institutional forms like wholly owned Subsidiaries, joint venture etc. Soon after independence 
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foreign capital began to flow in to India in the form of direct investments. The purpose of the 

government     was to secure advanced, technical and industrial know how. 

Features of MNCs 

Following are the main features of MNCs: 

 Location – MNCs have their headquarters in home countries and have their operational 

division spread across foreign countries to minimize the cost. 

 Capital Assets – Major portion of the capital assets of the parent company is owned by the 

citizens of the company’s home country. 

 Board of Directors – Majority of the members of the Board of Directors are citizens of the 

home country. 

 MNCs are large-sized corporation and exercise a great degree of economic dominance. 

Merits of MNCs 

3. Economic Development: -The Developing countries require both foreign capital and 

technology  to  take  advantage  of  available  resources  for  their  economic  and  industrial  

growth. MNCs  can supply the required financial, technical and other resources to needy countries 

in exchange    for economic gains. 

4. Technology Gap: - Technology is necessary to bring down cost of production  and  produce 

quality goods on a large scale. The services of MNCs can be of great help to bridge the 

technological gab between developed and developing countries. 

5. Industrial Growth: - MNCs assist local producers to enter the global markets through their 

well established international network of production and marketing. And there by ensure industrial 

growth. 

6. Marketing Opportunities: - MNCs have access to many markets in different countries.  They 

have the necessary skills and expertise to market products at international level. For example, an 

Indian Company can enter into Joint Venture with a foreign company to sell its product in the 

international market. 

7. Work Culture: - MNCs introduces a work culture of excellence, professionalism and fairness 

in deals. The sole objective of Multinational is profit Maximation. To achieve this,  the  

Multinationals use various strategies like product innovation, technology up gradation,  

professional management etc. 

8. Export Promotion:  - MNCs assist developing countries in earnings foreign exchange. This 

can  be done by promoting and developing export oriented and import substitute industries. 

9. Research and Development: -The resources and experience of MNCs in the field of research 

enables the host country to establish efficient research and development system. It is a fact that 

many MNCs are now shifting their research units to countries like India to avail of monetary 

incentives and cheap labour. 

10.Integration 

MNCs provide an efficient means of integrating national economies. 

Demerits of MNCs 

1. Problem of Technology: The capital intensive technologies innovated and developed by 

MNCs may not fit the developmental need of developing economies. 
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2. Political Interference: The MNCs are often criticised for their interference in the political 

affairs  of developing nations. They exert influence on the decision making process of the 

governments of developing nations through their financial and other resources. 

3. Self-Interest: MNCs always give priority for their self-interest rather than considering the 

development of host country. They are more interested in making profits at any cost, by 

utilising  the abundant resource base of host countries. 

4. Outflow of foreign Exchange: The running of MNC is a trouble on the inadequate resources 

of developing countries. They charge high price in the form of commission and royalty paid by 

local subsidiary to its parent company. This leads to outflow of foreign exchange. 

5. Exploitation: MNCs, being financially very strong,  assume  destructive  marketing strategies 

to  sell their products, adopt all ways to eradicate competition and build monopoly in the 

market. 
 
6. Investment: Another allegation against MNCs is that they would like to invest either in low 

risk areas or in high profitability ventures and they avoid issues like social welfare, areas of 

national priority etc. 

7. Artificial Demand: - MNCs often create  artificial and unwarranted demand by making 

massive  use of the advertising and sales promotion techniques. 

 

8.Cultural problems: The MNCs undermine local culture and traditions. The  spending pattern  

of  the people may change in accordance with their marketing strategies. 

 

 

 


