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.4.2 External Factors . _ . |
:'h: external factors or forces refer to those individuals and groups O agencies with which

= i ot ke di d frequent contact in the course gf
& a particular business organisation comes into direct an q i |
L joning. These individuals and groups are also known as stakeholders because they
st EEF : i ' d performance of the particular buainﬁss
have a stake [Financial interest] in the working bl iy 4 i e
organisation. They exist and operate in the organisation’s imme {3 e l.}]:lﬂl'lﬂ g . Iroment,
However, the micro forces may not influence all the firms in a particular iIndustry i
the same manner. For example, one firm'’s supplier environment may be entirely differen
from that of another firm which has in-house supplies. Even when all the competing firmg
in an industry have similar micro environment, their relative success depends on hoy
effectively they face the micro forces. '
Micro environment consists of the following external elements :
~Customers: The people who buy a firm's products and services arc its cCustomers, A
busfhiess exists to create and satisfy customers. A firm may have different types of customers
like individuals, households, Government departments, commercial establishments. etc. Fel
ﬂﬂfﬂpjﬂ, the customers of a paper company may include students, teachers. educational
Institutions, business firms and other users of stationery,

i order to be successful a company must understand and meet the needs and
ﬂﬂﬂﬂﬂhﬂﬂs of jts customers, A firm can select the larget customer ooy Ip or market segment
on the basis of factors like profitability, elasticity of SRl x £
Eﬂmpetitiun d . e ) dild, dependa D1lity, degree of

and growth prospects, It is generally risky to depend upon = Hm;,] R
g.,mup.‘Thf: customer environment is becoming global due to e RERAOuE e L_lhlumer
liberalisation of the cconomy. With the UI'It‘IIiI{ 5 [ Indi fcreasing globalisation and
the customer : ' & Up of Indian market an 1-

. 15 bEEDﬂ]ln maor . : Al dlld
& more global in the matter o1 shopping.

. # Competitors-:
L Ors: A companvy - : -
Competitors are i ﬁm.: ni.r:]]a}f have both direct and indirect ¢ mpetitors. Direct
5 W I l it % g . y vl Ih' ':E
Ch ofter the same qf similar

1 a W i o [l ] ]f "'I':' . a | = i s
TV faces direct tompetition from other brang JIL i]Llth ————
AHAS like

Oreign markets,

and other firms
tHon, Indian companies
410nal corporations




..,1  or any other pmthlchun problem nfﬂlﬂ’ﬂupphﬂrn‘ﬁ? m nte
anufacturing iﬁﬂiﬂrﬂfhm, it is advisable to develop and sustain multiple sources of
supply. /S companies like Maruti Udyog undertake vendor development to ensure
timely ‘a mgular supply of materials and parts.

Marketing Intermediaries (Middlemen) : Several marketing intermediaries help a
company in promoting, selling and distributing its products to consumers, Middlemen like
agents, wholesalers, and retailers serve as a link between the company and its customers.
Transportation firms and warehouses assist in the physical distribution of products.
Advertising agencies, marketing research agencies and insurance companies are other
types of marketing hltﬂmlediaﬁe?{jﬂuntrywidﬂ retail distribution network has contributed
significantly to the success of companies like Hindustan Unilever and Dabur India.

vﬂ’ Financiers: The shareholders, financial institutions, debenture holders and banks
provide finance to a company. Financial capacity, policies and attitudes of financiers are
important factors for the company. For example, the company cannot raise funds through
shares if the financiers are not risk taking. ~
!(( Publics: Publics include all those groups who have an actual or potential, interest

in the company or who influence the company’s ability to achieve its objectives. Media
groups. envlmnmf:ntahﬂta non-government organisations (NGOs) and local Ll::-nunumty

are examples of ]:'Jlll".l]'th These publics can have both positive and negative lmpaﬂt
on a business firm. For example, media groups can be used to disseminate useful
information. A company can cooperate with the local people to improve its image as
well as to provide some benefit to the people, On the negative side, local community
concerned with public health can force a company to suspend operations or to take
pollution control measures. Non-government organisations often organise protests against
firms suspected of being guilty for child labour, cruelty against animals and damage to
nature. For example, one of the leading companies in India was attacked by the media
for writing advertisements on rocks near a famous hill station. Such activities of publics

can tarnish the image of business.

1.5 MACRO ENVIRONMENT

Macro environment refers to the general environment or remote environment within which
a business firm and forces in its micro environment operate. A company does not directly
or regularly interact with the macro environment. Therefore, macro environment is also
known as Indirect Action Environment. Forces in the macro environment, however, create
Opportunities for and pose threats to the company. The macro environment forces are less
Controllable than the micro forces. Therefore, success of an enterprise depends on its ability
10 adapt to the macro environment. For example, when there is a substantial increase in
the cost of imported raw materials due to depreciation of the Rupee, production of such

mﬂteﬂa]s within the. country may become necessary.
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‘of un enterprise which creates a strategic disadvantage. @000
“ * The main internal fac = e K o620y iy § !
ebim) = Internal Tactors which influence business organisation are as follows:

[\ 1. Corporate Culture: The values, beliefs and attitudes of the founders and top
Wmt “.fthﬂ company exercise a strong influence on what the company stands for,
10w it does things and what it considers important. When the value system is shared by
all the members, the organisation is likely to be more successful) The value system of
Narayana Murthi and its acceptance by those at the helm of affairs have been responsible
for the high ethical standards of Infosys Technulc}g}_ﬁhinﬁlaﬂy, the strong culture have
contributed to the success of Wipro Corporation and Tata Steel (formerly TISCQ).

\~ 2. Mission and Objectives: The business philosophy and purpose of a company
guide its priorities, business strategies, product market scope and development process.
The mission of Dhirubhai Ambani to make Reliance the biggest group in the private
sector prompted him to launch world scale plants in petrochemicals and other industries. /
Ranbaxy’s mission “to become a research based international pharmaceutical company™
led it to enter foreign markets. Similarly, mission and purpose of other companies have
guided their thrust area and portfolio strategy.

« /3. Top Management diructure: The composition of the board of directors, the
degree of professionalisation of management and the organisational structure of a company
have important bearing on its business decisions. The board of directors sets the direction
and monitors the performance of the company. Companies having highly qualified and
responsible boards out perform those lacking such boards of directors. Sound management
structures and styles facilitate timely decision-making. The shareholding pattem _nf a
company also influence its functinning.) Some cumlf‘naniﬂs are c]nsely.hald‘ (like Wipro)
where the promoters hold majority of the sharaﬁ’ In widely hel:cl companies (like Tata StE'_f:l}
Lromoters hold minority of the shares. Namm.eesr nf_finfmclal institutions may exercise
Vontrol over decision-making when the financial institutions have large shareholding in

‘e company. Lord Swaraj Paul could not acquire control over DCM and Escorfs gue o

ial instituti these companies.
The support extended by financial institutions 10 the promoters of ‘
e . lationship between the board of directors

L ' : ' ower re

= Power Structure: The internal p + .
und the chief executive is an important factor. The extent to which top mgnagement enjoys
e /ﬁwels also has an important bearing

4,

*he support of shareholders and employees at different
S 1si . ine of the company.
‘n decision-making and working y



~ Changes in habits and preferences of people have increased the demand for Jife style
pmm as designer clothes, consumer electronics, ete. Rise in middle class has led

to public investment in corporate sector,
echnological Environment: Technological environment refers to the state of

and technology in the country and related aspects such as the rate of technological A
d -

c!mngﬂ. institutional arrangements for the development and applications of new technology
(research and development systems), manufacturing processes and equipment, etc.
Technology means systematic application of scientific and other organised knowledge to

practical tasks. For example, robots are being used in industry. _
Technological environment depends upon several factors such as spirit of invention

and innovation among people, facilities for research and development, incentives and
concessions for development and application of new technology, legal protection for
intellectual property rights, access to foreign technology, etc.

Technological environment exercises a significant influence on industry and
cnmmhé‘r'c& Advancements in technology help to improve productivity and quality.
Technn!ngmal progress increases compeltitiveness of industry by reducing costs. But
advanced technology requires huge capital investment and skilled manpower.[Rapid changes
in technology increase obsolescence of plant, machinery and skills, New technology often
faces resistance due to changes required in organisations, skills and human relationships.
For example, digital watches resulted in the death of traditional watches. Cable TV has

affected radio and cinema. Xerogra-phy damaged carbon paper business, Colour television
wiped out the market for black and white television. Shopping malls are affecting retail

business in big cities.
4. Political Environment: The political environment consists of the forces concerning

—————

management of public affairs and their impact on business. The main components of
T ——

political environment are as follows:

/(9} Constitutional framework.
(BY The political system—nature and ideology (e.g. democracy) political parties and

power centres,
me J rnrﬂl nl.li.lhl.unr“ cuihi=-state relations.
ontical phllnﬂnph}' and stapinty of the government. 2020.05.21 2
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Fig, 1.4 Components of Micro Environment | 1 .
) Envi : t: The economic environment consists of the facioyg 3 ._]
ic Environment: 11 L5 oA AR S ] 2
fumesl}rfggﬂl::mg means of production and distribution of wealth. It includes a Sugh ‘
forces of economic, development which influence the pmﬁducl market scope of bugjy el .
The mains components of economic environment are as follows: :
“The nature of economic system of the country—property rights, n_nwncrsh Ip of f‘aﬂm‘ |
"W of production, functioning of price mechanism, économic planning (five Year plaps |
1 : : : % :
and annual budgets), role of public sector. production relations.
1 : : . Ci
Jgj Structural anatomy of the cconomy-—occupational distribution of labour. slructu,c;j 4
of national output, pattern of capital investment, composition of trad

e, .*:Imc[urd-
equilibrium between different sectors (agriculture, industry, services)
3 . Ci
ﬂ[}rgumsatmn and development of the capital market.
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“Economic policies- Industrial policy, monetary policy, fiscal policy Al

ﬁ'Stﬂgc and pace of economic growth in the country Ir

_E::::rnc:miu Indices—gross national product. PEr capita income. rate of savings and fe

investment, balance of Payments position. rate of inflation interest rates ["I"-LL‘ { F
Industrial infrastructure—trarce. tali - L T
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1.6 SWOT ANALYSIS s

SWﬂﬁltﬂﬂhﬂqmmmndfﬂrm s i _
feckusttie is given below : ysing and diagnosing the environment. One such

_~1. SWOT Analysis: SWOT i Opportunit;

. : is acronym for strengths, weaknesses, oppo
an:i]t-:urzl:;t‘:ihﬂﬂ strengths I_md weaknesses can be identified by analysing the mmn:l
E]g hor E;‘;P;z;ﬁ]ﬂ &pp;ﬂlsal}, opportunities and threats can be identified by analysing

% ent. SWOT analysis can also be modified into (Threats
Opportunities, Weaknesses and Strengths), s
: rrﬁ;ng:h r'Sj A strength is an inherent capability of the company which it can use
to gain s ra egic advantage over its competitors. Country-wide distribution network, for
example, 15 a strength of Hindustan Unilever Limited.

,_,I_fhWEﬂkm‘&“ (W) e”k wleakncss is an inherent limitation or constraint of the company
whic :_:-n:ares :-trateglt‘ disadvantage for it. Family fuel is today a weakness of Reliance
[ndustries. Shortage of funds is another example of weakness.

L’,QP}’WT hic A O): An opportunity is a favourable condition in the company’s external
ﬂnwm_nmnl:nl wl?u':h enables it to strengthen its position. Economic liberalisation and
globalisation offers an opportunity to companies which want lo enter banking, insurance,
telecommunication sectors. Growing demand is also an example of opportunity.
condition in the company’s external

position. Competition from multinational

_Threat ( T): A threat is an unfavourable
environment which causes a damage or risk to its
corporations is a threat for Indian firms.

SWOT analysis is helpful in the formulation of an |
Internal Environment

effective strategy that can capitalise on the opport unities
Strengtns Weaknesses

and neutralise the threats faced by an organisation.

- ORGANISATION F—
! .

SWOT analysis is a systematic and logical approach to
onment of a business organisation.

_-_'||_'.=_'.|_ N |l..||:-:-. '!"IP.J:'EEE

understand the envir
engths and weaknesses
NVironmeni

It helps a firm in matching 11s it
(What it can do) with the np]ma'hlnnilﬁ' and threats External E |

in the environment |
Loy O3S that en ibles the firm Fip, 1.5 SWOT Model of Environmental

operating What it is allowed to
do). An effeitive strategy

*T1% inﬁl]!l]ﬂ‘l‘llil.l H|‘r1fll.ll'lltl'lllil.l':¢ and to Analysis

to capitalise on the ¢
neutralise the threats with the

help of its strengths.

SWOT Analysis of Hindustan Unilever Lid. (HUL)

strengt hs

a strong brand portfolio

consumer understanding
R&D ability
distribution reach

high apality mannowet
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In recent years substantial modifications have taken place 1|n 1:-‘:1rmus laws an
regulations governing business in India. Removal of controls m.-‘ur.lﬂn-:l gn ¢
liberalisation of foreign direct investment have led to the entry of se
corporations in the country, Deregulation of capital markets has cre
and secondary capital markets. Now ¢
shares to Indian investors.
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» Corporate » Mission and » Top
culture objectives  management

e Power = Corporate « Company
structure  Image resources
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ENVIRONMENT

e Customers o Middlemen
e Competilors  « Financiers
» Suppliers « Publics

Fig. 1.2 Dimensions of Business Environment

1.4 MICRO ENVIRONMENT +-

environment refers to those

11T

internal and external factors which exercise a Q&

N the working and performance of an individual business organisation.
SERUIS also known as Direct Section Environment or Task Environment.

may be classified into two broad categories as follows [Fig. 1.3] :
MICRO ENVIRONMENT

l‘ﬂ“_!‘ Factors Y

External Factors

UCIce
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