MMM TT

Study Notes
on
Business Environment

MIM / MFM / MMM / MHRDM
SEMESTER - III __

Academic Year: 2009-10




Sr. No. | Topics
1 Introduction to Business Environment & Strategic’
Management
2 Economic Environ;nent of Business
3 Industrial Scenario in India
4 Global Environment
5 Corporate Social responsibility
6 Business Ethics
7 Corporate Governance
8 Ecologiczl issues
9 Energy Management
10 Entrepreneurship &Family Business houses
11 | Managing Business Resources

General References:

Business Environment by Vivek Mittal

Business Environmerit — Managing in a Strategic Context by John Kew

& John Stredwick

International Business Environment- Francis Cherunilam

Business Environment — Misra & Puri

Essentials of Business Environment — K. Aswathappa

Business Environment - Francis Cherunilam



/“r‘v/")"'\' ¢
/

f‘h\ m\iu\’,‘.)\

4 N

Meaning and Types of Business Environment

Business environment in the present era of economic liberalizati
privatization and globalization is becoming increasingly complex, unstal
and unpredictable. The environment is the resultant of a number
interacting and constantly changing social and economic forces and ti
remains in a state of flux. Variations in the overall and sectoral rates
growth and frequent shifts in macro economic policies necessitated ¢
triggered by social, economic or even political issues and proble
demanding urgent attention keep business environment in a state
continuous change. The changing-environment creates challenges, opens
new opportunities and affects the strengths and weaknesses of varis
business segments. An agile organization not only comprehends and ma
strategic adjustments in business planning and operation but is also able
project the forthcoming changes from the current scenario and t
appropriate defensive measures. An organization insensitive to change
business organization is more likely to confront the vagaries of business
may be compelled to make more expensive and painful adjustments ¢
belated stage or simply be driven out of business in a competit
environment.

Business Environment consists of all those factors that have a_direci
indirect bearing on the activities of business.

There are broadly two types of environments:

e Internal environment - Factors internal to the firm. The intel
factors are generally regarded as controllable factors because
company nas control over these factors.

o External environment — Factors external to the firm which
relevance to it. These factors are, by and large, beyond the control
company. The external or environmental factors such as the econo
factors, socio-cultural factors, government and legal fact
demographic factors, socio-cultural factors, geophysical factors ¢
are, therefore, generally regarded as uncontroilable factors.
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(like the suppliers and distributors of the firm). These factors are classi



as micro_environment, also known as task environment and operating
environment. There are other external factors which affect an industry very
generally (such as industrial policy, demographic factors etc.). They
constitute what is called macre environment, general environment, and
remote environment. o

¢ Internal Environment

The important intgal factors which have a bearing on the strategy and
other business decisions are outlined below.

1

Value System

The value system of the founders and those at the helm of affairs has
important bearing on the choice of business, the mission and
objectives of the organization, business policies and practices. It is a
widely acknowledged fact that the extent to which the value system is
shared by all in the organization is an important factor contributing to
success. The value system of JRD Tata and the acceptance of it by
others who matter were responsible for the voluntary incorporation in
the Articles of Association of TISCO its social and moral
responsibilities to consumers, employees, shareholders, society and
the people.

- Vision, Mission and Objectives

The business domain of the company, priorities, direction of
development, business philosophy, business policy etc., is guided by
the vision, mission and objectives of the company. Ranbaxy's thrust
into the forcign markets and development has been driven by its
vision "to become a research based international pharmaceutical
company".

Management Structure and Nature

The organizational structure, the composition of the Board of
Directors, extent of professionalisation of management etc., are
important factors influencing business decisions.

Human Resources
The characteristics of the human resources like skill, quality, morale,
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weakness of an organization. Some organizations find it diffic

carry out restructuring or modernization because of resistance by
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employees whereas they are smoothly done in some others. Th
involvement, initiative etc., of people at different levels may var
from organization to organization. The orgamzatlonal culture an
overall environment have bearing on them. John Towers, M.D., Rove
Group, observes that a Japanese company of 30,000 employees
30,000 process improvers. In a Western company, it is 2,000 procet

1mproversr and 28,000 workers. And in an Indian company?

. Company Image and Brand Equity

The image of the company matters while raising finance, formir

joint ventures or other alliances, soliciting marketing intermediarie

entering purchase or sale contracts, launching new products etc. Brar
equity is also relevant in several of these cases.

. Physical Assets and Facilities like the production capacit

technology and efficiency of the productive apparatus, distributic
logistics etc.,, are among the factors which influence tl
competitiveness of a firm. For example, recognizing fully well tl
importance of quality in the plmunacuxtlwl industry, particularly for
global player, in the case of Core Healthcare not only there is
compromise on quality but also the company made the quality nory
stricter than international or other relevant standards and the quali
mantra has been well imbibed through out the organization.

. R&D and Technological Capabilities, among other thing

determine a company's ability to innovate and compete.

. Marketing Resources like the organization for marketing, quality

the marketing men, brand equity and distribution network have dirc
bearing on marketing efficiency. They are important also for bra
extension, new product introduction etc.

. Finaucial Factors like financial policies, financial position a

capital structure are also important internal environment affecti
business performances, strategies and decisions.



¢ External Environment

The external business environment consists of micro environment and macro
environment.

Micro Environment
"The micro environment consists of the actors in the company's immediate
environment that affects the performance of the company”. These include

the following:

I. Suppliers
Suppliers provide capital equipment, intermediate inputs and raw

materials on a regular basis. Supplier relations are important for a firm.
Good supplier relations” ensure reasonable. price, appropriate quality,
fairness in dealing, ratidlﬁlidgl/i,very terms and timely schedules. Nog only
that, a firm is able to obtain the supplies on soft credit terms, which eases
pressure on the liquidity of the firm. In cases where supplies are regular
and in time, the firm need only smaller inventories of raw materials,
which reduces the cost of holding inventory stocks. These advantages

add to the firm's competitiveness in the market.

2. Customers
A business organization basically exists for the customer and all its
activities have to be customer-focused. Firms cherish to have a large and
growing base of loyal customers. This is possible only through proper
customer relations management. Firms that rapidly lose old customers
and gain new ones operage in risky and uncertain marketing environment.
irms seek to build and maintain good customer relations by maximizing
consumer satisfaction and customer-care services. Customer relations are
especially important in service organizations like commercial banks and
insurance companies and those producing consumer durables like TVs,
tefrigerators and cars with product life spanning over a number of years.
Firms serve their customers through product guarantees, maintenance and
replacement, consumer information and consumer satisfaction surveys.

These are also the components of a customer relation strategy.

Credibiity is the Kingpin of goou uii-customer relations. A firm must
5 perte s i : s e
enjoy credibility among customers regarding its claims on product



quality, safety and genuineness. Any firm enjoying customer confiden
can economize on advertising and needs smaller promotional expens

on new products and models. Singer, Philips, Samsung, GKW, Ba
Hindustan Levers, Cipla and Proctor & Gamble are some such br
which command a high level of customer confidence,

. Competitors
A firm's competitors include not only the other firms which market

same or similar products—but-also all those who compete for
discretionary income of the consumers. For example, the competition
a company's televisions may come not only from other T
manufacturers but also from two-wheelers, refrigerators, cooking ran
stereo sets and so on and from firms offering savings and investm
schemes like banks, Unit Trust of India, companies accepting pul

deposits or issuing shares or debentures etc. This competition amaq

these products may be described as desire competition as the prim
task here is to influence thE"basiq desire of the consumer. Such des
competition is generally very high in countries characterized by limi
disposable incomes and many unsatisfied desires (and, of course, W

many alternatives for spending/investing the disposable inccme).

If the consumer decides to spend his discretionary income on recreat
(or recreation education) he will still be confronted with a number
alternatives to choose from like T.V stereo, two-in-one, three-in-one
The competifion among such alternatives which satisfies partict
category of desire is called generic competition. If the cons..mer deci
to go in for a T.V.,, the next question is which form of the T.V black
white or color with remote control or without it etc. In other words, th
is a product form competition. Finally, the consumer_encounters
brand competition i.e., the competition between the different brands
the same product form. An implication of these different demands is |

a marketer should strive to create primafy and selective demand for
products. :

. Marketing Intermediaries
The immediate environment of a company may consist of a numbe
marketing intermediaries which are "firms that aid the company
promoting, seiling aue-disk ibuting its goods o final buyers iy
The marketing intermediaries include middlemen such as agents
merchants who help the company find customers or close sales
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them, or physical distribution firms which assist the company in stocking
and movin_gwgqods from their origin to their destination" such as
warehouses and transportation firms; marketing service agencies which
"assist the company in targeting and promoting its products to the right
markets such as advertising agencies, marketing research firms, media
firms and consulting firms; and financial intermediaries which finance
marketing activities and insure business risks.

Marketing intermediaries are vital links between the company and the
final consumers. A dislocation or disturbance of the link, or a wrong
choice of the link, may cost the company very heavily. ¢

Financiers

Another—impeortant micro environmental factor is the financiers of the
company. Besides the financing capabilities, their policies and Strategies,
attitudes (including attitude towards risk), ability to provide non-financial
assistance etc. are very important.

Publics

A company may encounter certain publics in its environment, "A public
is any group that has an actual or potential interest in or impact on an
organization’s ability to achieve its interests." Media publics, citizen’s
action publics and local publics are some examples. Some companies are
seriously affected by such publics. Environmental pollution is an issue
often taken up by a number of local publics. Actions by local publics on

 this issue have caused some companies to suspend operations and/or take

pollution abatement measures. Non-goveriunent organizations (NGOs),
particularly in developed countries, have been mounting up protests
against child labor, cruelty against animals, environmental problems, and
so on. Experts of developing countries, particularly, are affected by such
developments.

Macro environment

Importani macro environment factors include:

1.

Economic Environment
The economic environment is made up of macro level factors that affect
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e Economic stages that exists at a given time in a country

e FEconomic structure that is adopted by a country for exampl
Capitalistic, Socialistic or Mixed Economy

e Economic planning, such as five year plans, budgets, etc.

e Economic policies for example, monetary, industrial and fisc

policies - ¥

e Tconomic Indices such as Naticnal Income, Per Capital Incon
Disposable Income, Rate of growth of GNP, Distribution of Incon
Rate of savings, Balance of Payments etc.

e Infrastructural factors such as financial institutions, banl

communication facilities, modes of transport, energy sources, etc.

. Legal Environment

Legal system of a country has a profound i_nlggggmdgcisions concerni
both investment and operatiox{s/TIT business as it touches the vt
existence and legality of business firms. It gives permanent effect
economic policies and provides a sense of security and safety to busin
enterprises. It establishes codes and procedures for various types
aspects of business and deals with deviations or infringement law |
bribery, product counterfeiting, gray markets, black markets, consut
deception and tax evasion. The coverage, erficiency angl efficacy of
legal system determine adequacy, cost and speed of economic justice
these factors are of great importance for the growth of business.

. Cultural Environment

Cuiture is a set of socially accepted and shared set of traditional beli
norms, values and customs. It differs among various population ¢

groups causing differences in the perception of society and consun
towards various product and service groups. ’

Culture has a profound impact on the language, literature
communication process within a society and business firms have to ac
their marketing commuilication to the cultural characteristics. Often i
find it usefu! to segment their total market on the basis of cult
divisions among their customer base. This is so because culture i
important determinant of consumer tastes and preferences. It particu
aftects food habits and attaches vaiues o Certatl Kinds Ol produvis
services.
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4. Demographic Environment

Demographic characteristics of a country have an important influence on
businwonﬁgnt. Apart from the size and growth rate of population,
demography includes population density (population per square km of
area), sex ratio (male-female ratio), fertility and mortality rates, age
composition, life expectancy and geographical distribution of population.
The size of population determines the supply of human resources in a
country which along with demand for it, determines the wage and salary
structure. In overpopulated countries like India and China, wage and
salary structures are low and induce business firms to go in for labour
intensive technologies. Cheap labour is one of the important attraction
for foreign direct investment through MNCs in such countries as it offers
them cost advantages. The geographical distribution of population and
population density in different regions affects urbanization and labour
migration. Markets with high population concentrations ate attractive to
firms as the marketing costs per unit of sale are low. The age structure of
population and sex ratio are good guides for a firm to decide the product
mix as the types of products demanded substantially vary according to
age and sex. Demographic factors are important bases for market
segmentation and product positioning far marketers.

5. Technological Environment

The technological environment comprises those factors related to applied
knowledge and the materials and machines used in the production of
goods and services. Some of the important techno'~gical factors that
affect business organization are: i

¢ Sources of technology (company sources, external sources and forei gn
sources), cost of acquisition uf technology, etc.

¢ Technological development, stages of development change, rate of
cha.ige of technology and research and development.

* Impact of technology on human being and the effects of technology
on environment '

* Communication and -Infrastructural technology and technology in
management.



6. Political Environment _
The philosophy and approach of the political party in power substanti
influences the business environment. For example, the-communist
state of West Bengal has the largest number of industrial disp
Similarly, during the Janata Party rule in the centre, IBM and Coca
had to wind up their business. In the kingdom of Saudi Arabia, busi
environment and the social system are regulated largely by Isl
religious law. Thus, the management of business enterprises and
policies arc considerably influenced by the existing political system.

7. International Environment

This is among the most- dynamic and volatile components of busil
environment. At the outset, it must be appreciated that this layer conc
all business firms whether they have international transactions or no
firm without foreign trade and foreign investment can experien
change in market share while competing with a firm having §
domestic and international business. A variation in exchange rate aff
the prices of imported goods, which, in turn, can bring about a chang
the prices of competing domestic goods. This can affect the produd
costeof 3 purely domestic firms necessitating a change in the market p
of its products.

The international environment is basically determined by the growtl

the world economy, distribution of world GDP, economic relations

interdependence between nations and international economic policig
- major industrial market economies, multinational corporations (MN

banks and multilateral institutions like International Monetary ¥
, (IMF), World Trade Organization (WTO), World Bank and Internatif
n oUWy Labour Organization (ILO). ’
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8. Competitive Environment
The state of market competition is one of the major factors affecting
rate of growth, income distribution and consumer welfare. For
individual business, the state of competition spells out freedom of e
and exit in the market and affects its price and scale of output under I
run profit-maximizing behaviour.



Competitive Stiucture of Industries

The effective formulation of strategy needs a clear understanding of
competition. Competition in an industry is determined not only by existing
competitors but also by other market forces such as customers, suppliers,
potential entrants, and the existence of substitute products. Understanding
the sources of competition can help the firm to gauge its own strengths and
weaknesses, and to perceive the trends in the industry so that it can position
itself optimally for the best returns. Michael E. Porter of the Harvard
Business School has developed a framework known as the 'Five Forces
Model' to help managers to analyze the business environment. According to
Porter, the five forces, namely, the threat of new entrants, the bargaining
power of buyers, .the bargaining power of suppliers, the rivalry among
existing players, and the threat of substitute products, play a vital role in
shaping the company's future.

1. Threat of New Entrants
New entrants to an industry bring in new capacity, and capture market
share from the existing players. The result is more players and more
competition. This situation can lead to price wars, which can result in
falling returns. This decline in profitability becomes a problem for the
new entranis too. The willingness and ability of firms to enter a particular
industry depends on the barriers to entry. These are:

e KEconomies of Scale

Firms realize economies of scale as the output of manufacturing units
increases. They manufacture goods at a lower average cost compared
lo other manufacturers with lower levels of output. These economies
of scale act as a barrier against firms which consider entering an
industry with a smaller manufacturing capacity. Economics of scale
realized in several functions can act as barriers. For example, Xerox
and GE were unable to enter the mainframe computer industry mainly
due to their lack of scale economies in production, marketing,
research and service. Similarly, economies of scale create barriers in
distribution, utilization of the sales force, and financing for the
business.



e Product Differentiation
Firms differentiate their products by establishing brand identifice
and customer loyalty. Brand identification and customer loyalty
" be built through advertising, customer service, product difference
first mover advantage. Product differentiation thus forces the
entrant to spend huge amounts lo overcome this cost disadvantag
soft drinks, cosmetics, investment banking, and public accoun
differentiation is the most important barrier protecting existing fi
Brewing companies employ differentiation along with economit
scale, distribution, production, and marketing to create barriers w
are almost impenetrable.

e Capital Requirements
A firm needs capital not only for advertising and R&D, and but
for customer credit, inventories, and to absorb start-up losses. |
capital requirements limit the number of players in industries su
computer manufacturing and mineral extraction.

¢ Cost advantages to the existing firms
Existing firms in an industry sometimes enjoy advantages that ar
available to new:' entrants. These advantages spring from the e
of the learning curve and the experience curve. Similarly, propri
technology, access to the best sources of raw materials, ¢
purchased at lower prices, government subsidies and favo
locations can give competitive advantages to existing firms i
industry.

¢ Access to Distribution Channels
The product of 2 new entrant must replace the products of ex:
i chal firms and occupy shelf space. New enirant trics io ensure
replacement through price breaks, promotions, intense salesma
or other means. However, if there are a limited number of distrit
channels, it will be more difficult for the new entrant to gain s
space. This is because the existing players may have already er
into exclusive agreements to promote their products. To overcom
problem, the new entrant may be forced to create its own distrit
£ P . channels. Timex for example, had to create its own distrit
rhannels to sell its watches in the marketplace.
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Goverument Policy

The government can use its discretion to influence the competition in
an industry by imposing controls, mandating license requirements,
and limiting access to raw materials. Barriers to entry arc also created
when the government imposes regulations pertaining to air and water
pollution standards, product safety and efficacy. For example,
pollution control requirements can increase the capital needed for the
instailation of sophisticated equipment. Standards for product testing,
common in industries like food and health related products, can lead
to substantial lead times and raise the capital cost of entry.

2. Intensity of Rivalry among Existing Competitors

Rivalry among existing competitors is often the most conspicuous of the
competitions. Firms in an industry are "mutually dependent"
competitive moves of a firm usually affects others and may be retaliated.
Common competitive actions include price changes, promotional
measures, customer service, warranties, product improvements, new
product introductions, channel promotion etc. There are a number of
factors, which influence the intensity of rivalry. These include:

Number of Firms and their Relative Market Share, Strengths etc.:
Rivalry is likely o be affected by the number firms, their relative
market shares, competitive strengths, etc.

State of Growth of Industry: In stagnant, declining and, to some
extent, slow growth industries a firm is able to increase its sales only
by increasing its market share, i.c., at the expense of others.

Fixed or Storage Costs: When the fixed or storage costs are very
high, firms are provoked lo take measures to increase sales for
improving capacity utilisation or reducing storage costs.

Indivisibility of Capacity Augmentation: Where there are
economies of scale, capacity increases would be in large blocks
necessitating, in many cases, efforts to increase sales to achieve
capacity utilisation norms.

Product Standardisation and Switching Costs: When the product of
different firms are standardised, price, distribution, after-sales service,
credit etc. become important strategic variables of competition.
Absence of switching-costs makes firms more vulnerable.

DSirategic Stake: i\xvau) b air widusuy becouies woie volatile il a
number of firms ha high stakes in achieving success there. For



/

fl.‘,\';i,\'f

v

example, a firm which regards a particular industry as its cOR
business will give great importance to success in that industry.
Exit Barrier: High exist barriers (for example, compensation fa
labour, emotional attachment to the industry etc.) tend to keep firm
competing in an industry even thou the industry is not very attractive.
Diverse Competitors: Rivalry becomes more complex —an
unpredictable when competitors are very diverse in their strategies
origins, etc
Switching Costs: In some cascs a barrier to entry is created ke
switching costs (i.e., or time cOsts facing the buyer of switching frol
one supplier's product to another's) such as cost of retraining U
employees, cost of new ancillary equipment etc. ‘

The Bargaining Power of Buyers |
Customers are the ones who buy products from the firm. But they 2
not always the final users of the product. For example, for Unilev
the direct buyers of its detergents are wholesalers and retailers. B
buyers such as supermarket often have greater bargaining power 1
they can ask for lower prices from the supplier company, than sing
customers or small retailers. If buyers are in a weaker bargaini
position than the supplier, the supplying comnpany can hike prices 4
make high profits on that basis. Thus, the bargaining power of buy
is one of the factors in industry-level strategic analysis. Porter si
that buyers are powerful under the following circumstances:

e When the suppliers are many and the buyers arc a few and large

+ When the buyers purchase ir large quantities.

¢ When the supplier's incustry depends on the buyers for a la
percentage of its total orders.

e When the buyers can switch vrders between supply companies
low cost 3

» When ii is economically feasible for the buyers to purchase
input from several companies at a time.

o When the buyers can use threat to provide for their own n
through vertical integration as a device for forcing down prices

vy ymnle the huvers ~£ antn comnonents are r\_nulerﬁ\‘ Tn 1J¢

buyers are General Motors, Ford and Chrysler. There arc nume¢
suppliers of auto components.



4. The Bargaining Power of Suppliers
The bargaining power of suppliers determines the company's
profitability when the suppliers arc able to force the price that the
buyer must pay for the product. Suppliers arc powerful under the
following circumstances:

¢ When the product that they sell has few substitutes and is
important to the purchasing company or buyer.

* When no single industry is a major customer for the suppliers.

e When products in the industry are differentiated to such an extent
that they are not easily substitutable and it is costly for a buyer to
switch from one supplier to another.

* To raise prices, the supplier can use the threat of vertically
integrating forward into the industry and competing directly with
the buying company.

* The buying companies cannot use the threat of vertically
integrating backward and supplying their own needs as a means to
reduce input prices.

An example of a powerfu! supplier is Intel, the world's largest
manufacturer of microprocessors. Manufacturers of personal
computers arc dependent on this single powerful supplier of computer
chips.

5. The Threat of Substitute Products
A close substitute is a potential threat to the company's product. The
existence of a substitute limits the price which can be charged for a
product and therefore the profitability of ihe company.
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Topic 2: Economic Environment of Business

Learning objectives:

* To know the major factors that constitute the total economic enviro
which have a strong bearing on business

* To be aware of the trends of various Economic indicators
Reference books: ,

* Business Environment by Suresh Bedi
* Business Environment by Raj Agrawal
¢ Essentials of Business Environment by K. Ashwathappa
* Business Environment by Francis Cherunilam.
¢ [CFAI- Economics for Managers
¢ Business Environment by Saleem Shaikh
e Business Environment by Vivek Mittal
¢ Managerial Economics by D.M Mithani
Managerial Economics by R.L. Varshney & K.L. Maheshwari

Contents: 2

¢ Economic System — Price Control
e Economic Indicators & Trends

e Economic Policies

e Business Cycles

¢ Role of Financial System.




Economic Environment

The economic environment is made up of macro level factors that affect the
business of an organization:

Economic stages that exists at a given time in a country

Economic system that is adopted by a country fcr example

Capitalistic, Socialistic or Mixed Economy ‘

Economic planning, such as five year plans, budgets, etc.

e Economic policies for example, monetary, industrial and fiscal
policies -

e Economic Indices such as National Income, Per Capital Income,
Disposable Income, Rate of growth of GNP, Distribution of Income,
Rate of savings, inflation, Balance of Payments etc.

s Infrastructural factors such as communication facilities, modes of
transport, energy sources, etc.

e Financial System

Economic System

_The economic systems of a country provide anoiher basis for classification
of the type of government. These systems serve to explain whether
businesses are privately owned or government owned, or if there is a
combination of private and government ownership. Basically three systems
can be identified: Capitalism, Communism/Socialism and Mixed
Economy.

Capitalism

Under capitalism, all factors of production - man, machine, money and land
are in individnal hands. They are free to use them to earn a profit and are
free not to use them if they wish. Moreove: every body is frce to take up any
line of economic activity he likes and is free to enter into any contract with
other fellow citizens for his profit. In the words of Prof. Louks, "capitalism
is a system of economic organization featured by private ownership and
ite nge for private profit of man-made and natnre-made capital."




Features of Capitalism

1. Right to Private Property: Every individual has a right to ac
property, to keep it and to-passiton to his heirs ‘

2. Freedom of Enterprise: This freedom implies three things: a) Fre
of enterprise, b) Freedom to use one's property ¢) Freedom of contra

3. Freedom of Choice by Consumer: Every consumer enjoys a
choice of the commodities and services that he wishes to consume.

4. Profit Motive: In capitalism, it is the profit motive that governs bus'T
enterprises and induces people to undertake any productive activity.

5. Competition: Producers compete with one another to capture
consumer's preferences or in selling their commodity as much as they
through advertisement, price cuts, concessions, etc. Similarly, the
competition among workers for jobs.

6. Importance of Price System: Capitalism is said to be governed by
It is the price mechanism, which facilitates the functioning of capit
Demand and supply are decided by prices. Rather, it is a two
relationship in the sense that it is price which decides demand and sd
and it is demand and supply which decide the price. So in capitd
there is a complex relationship between price, suppiy and demand.

Socialism

Socialism is based on the philosophy of equality. Tt believes in a claj
society. In socialism, people are supposed to work accarding to
capacity and receive according to their needs.

H. Morrison defined socialism as, "the important essentials of soci
are that all the great industries and the land should be pubq
collectively owned, and that they should be conducted (in confol
with a national economic plan) for the common good instead of p1
profit."

Features of Socialism

1. Social Ownership of Means of Production: In socialism, the met
8} . are the nranertr of the state and not anvy mfpr;vmp indiv

1

The profit goes to the state exchequet.



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

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

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

. Consumer is rot sovereign: Under socialism, the consumer docs not
enjoy sovereign rights. It is the state which decides what to supply, how
much to supply, how to supply and at what price. So consumers do not
have any choice in this respect.

Mixed Economy >

A mixed economy is a combination of the two extremes socialism and
capitalism. In a mixed economy both the private and public sectors exist and
work together in the national interest. The chief features of a mixed
economy are: :

I. Co- Existence of Public and Private Property: In a mixed economy,
industries of the country are classified into two categories. While
industries in the infrastructure and strategic sectors like niining , oils ,
steel, aluminium, metals , public transport, defense , energy, are under
the control of the government, the private sector is allcwed to operate in
the rest of the industries. ’

2. Price System and Government Directives: In a mixed economy, price
are fixed or regulated by the government as well as based on market
forces such as demand and supply. In criticai goods like oil, LPG and
steel, the government follows administered prices (as set by the
government) and market forces decide the nrice of other goods.
Sometimes the government follows administered as well as market

prices. where enfrenrendur are nermitted tn qell nart nf nroductinn at

talket prices and part of the other portion of production to the
government at the prices fixed by latter.



3. Government Regulates and Controls the Private Sector: Though the
private sector is permitted in_a mixed economy, it is regulated and
controlled by the State. The State uses various measures like regulation,
licenses, permits and incentives to regulate and to decide the flow and
direction of private investment. The State uses all these means s0 that
private enterprises work in harmony with national priorities.

4. Consumers' sovereignty is protected: In a mixed economy, sovereignty
of the consumers is protected. Consumers are free to buy commodities of
their choice, and producers produce commodities of consumers' choice.
The govt. may control the prices of certain essential commodities in the
pubic interest, though. In fact, die government protects the consumer
from the exploitation by private entrepreneurs.

5. Government Protects Labor Interest: In a mixed economy the
government protects the labor class and other weaker sections from
exploitation by capitalists.
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Administered Prices

and liquid gas are the administered prices

In short, administered prices are the prices which are fixed and enforced by
-the government. The following are the major characteristics of administered
prices:

¢ They are fixed by the government.

® They are statutory, i.e., they are legally enforced by the government.
¢ They are regulatory in nature.

* They are meant as corrective measures,

* They are the outcome of the price policy of the government

Need for Administered Prices

Administered prices imply government intervention in the free functioning
of the market mechanism. There are many reasons for the government
intervention in the market and fixation of prices: areas of agricultural and
non-agricultural (industrial) sectors. The need for administered prices may
be stressed on the following counts: o

* To correct the imperfections of the market mechanism and
lopsidedness in price structure of the free enterprise or mixed

cconomy. In reality, the assumptions of perfect competition do not
hold good, so the 'invisible hands' of market mechanism fail to
provide optimum  allocation of resources, nor will it ensure full
employment of available resources or an equitable distribution of
income. Thus, the government intervention through administered
price policy is warranted.

I, ) nnd vralkia s

_pr Carce essential ¢ onsumptiol
goods and raw materials, especially, when their demand outstrips their
supply. )
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e To check the undue price rise of scarcely available essential
consumption goods and raw materials, especially, when their demand
outstrips their supply.

e To provide a relatively stable and assured income to the farmers, in
the wake of fluctuating land produce on.account of changing weather
conditions, especially the vagaries of monsoon

e To put a check on high prices charged by the producers under the
profit maximization motive by taking the advantage of their
‘menopolistic position or growing market demand against slow pace
of the growth of market supply.

e To provide wage goods and other essential items of mass consumption
at low subsidized prices to the poor sections of society.

Objectives of Administered Prices
There are many objectives or purposes behind administered prices or the
price fixation by the government. Some of these are:

s

e To protect the interest of the weaker sections of the society: On
equity consideration, administered prices are meant to confer benefits
to the poor by providing commodities, especially, food and clothing
items at a much lower rates, sometimes even below the cost of
production or lower than the support or procurement price paid by the
government. The whole purpose is to protect the weaker sections
from exces.ive price mark ups of necessary consumption goods.

e To discourage or. encourage the consumption or certain

commodities: The government may aim at changing the pattern of

consumption through administered prices. By raising prices of certain
commodities, the purpose may bhe to put a check cn their

‘consumption. For example, time to time the government has been

raising the prices of petroleum and petroleum products with a view to

curb its increasing consumption. Likewise, to encourage consumption

of certain commodities, their prices may be lowered for a certain

section of people. In this regard, the system of dual pricing is

introduced. Under the dual pricing system thiere is a levy price for the

commodity like cement, sugar, etc. which is made available! poor
t rate roae b 1 v 1 At AN v +1.
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poor. Simultaneously, there is a free market price for the rest of the
stock. for which the rich buyers pay higher price. In India, for
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instance, the prices of fertilizers have been deliberately kept low to
induce more consumption/utilization by the farmers and thereby to
improve agricultural productivity.

To mitigate Inflation or prevent stagflation: Through price control
the government may wish to suppress inflation in the sensitive spots.
Price stabilization is the avowed objective of administered price
policy of the government. The policy of price control may also aim at
countering the stagflation in the economy. Stagflation refers to the
phenomenon of high and rising prices accompanied by declining
productivity, and falling rate of industrial output, i.e., recessicn. Thus,
administered] policy may be designed to avert recession.

To raise public revenue: By raising the administered prices of
certain commodities under public monopolies, the government may
intend to raise its revenue to meet its increased budgetary expenditure.
Administered prices may be considered for the revenue purpose as an
alternative to deficit financing or additional taxation in a direct sense.
However, arbitrary rise in administered price (much above the cost) of
goods under public monopolies is, essentially, a tax in disguise.

To ensure the efficient allocation of resources: The administered
prices may be designed to correct imbalances and distortions in the
investment sector of the economy thereby to ensure efficient
aliocation and optimum use of the productive resources. The
administered price policy may channelise investment in specific
fields. By and large, the administered prices are meant to ensure that
the free play of market mechanism does not result in mal-allocation of
resources and distortion of the relative price structure.

To promote egalitarian goal: The government may fix up the prices
of certain commodities just to cover up their costs in order to supply
them on a no profit no loss basis, thereby to improve sconomic
welfare of the masses and fulfill the socialist goal. B

To ensure equitable distribution of scarce goods: An important
purpose of the administered price policy is to ensure equitable
distribution of commodities in short supply according to the needs and
requirements of the various consumers, users at reasonable prices. It is
also meant to ensure their adequate supply to the priority sectors.



Economic Indicators & Trends

in order to understand the dynamics of business environment, it is essential
to understand the nature of key indicators of macroeconomic-environment.
Macroeconomic analysis attempts to study and explain why macroeconomic
problems " like unemployment inflation, ‘business cycles etc. exist in an
economy and how these problems can be tackled. These mdlcators are
important variables through which the overall state of the e economy is
reflected. Key indicators are as follows:

1. Gross domestic product is one of the most basic and important
indicators of the overall health of an economy Gross domestic_ product
is the sum total of the _of the output of the various constltmmors of an
economy and as a matter of convention, all over the world is computed
on an annual basis. It provides the measure of aggregate output and its
comparison over time enables us to calculate the rate of growth (usually
calculated both at current and constant prices). At current ent prices, GDP
growth is partly due to increase in output and partly due to increase in
prices so that GDP at current prices can give misleading conclggol]s on
growth. To avoid such difficulties, GDP data is also calculated at
constant prices taking the year in the past as base year.

PR

e Nominal GDP is the value of the total flow of goods and services
produced in an economy over a specified period of time (usually a
year) at curremk—“* price.

o Real GDY is the phzsmal quantity of goods and services procuced in
a year.

2. Money Supply
Money _supply is another important indicator of macroeconomic
environment. Money supply in an economy _ determmes llquxdlty
conditions in the market, interest rate structure and hence the cost of
capital to-the firms, and the rate of inflation. Monev sM@gsncally
determined by the central bank of a country (e.g. Reserve Bank of India)
~and the commercial banking network. RBI has adopted four measures of
money supply viz.-M], \/12 M3 and M4 of which Ml and M3 are most

popular from operational point of view



3.

~

Infiation _
Mo'vements. in the_pn?eJeyel are .ot great concern to policy ‘makers and
ordinary' citizens. Prices determine the purchasing power of money

incomes and hence have serious implications for living standards.

Inflation is commonly defined as a persistent and appreciable rise in
general level of prices. The inflation 1 rate refers to the rate of change in a
price index — usually Wholesale Price Index (WPI) or the Consumer
Price Index (CPI). During inflation, the purchasing power of money is
eroded. In India and many other developing economies__ inflation
‘measured by consumer price indices (CPI) is generally higher than the

one measured by wholesale price index (WPI).

Deflation, or a negative rate of inflation, refers to a decline in the general
level of prices. An extreme form of _inflation, where prices rise by
thousands of percentage points in a year is called “hyper inflation”.
Hyperinflation was experienced in Germany in the 1920s and Russia in
the 1990s. Due t6 hyperinflation, prices in these countries rose steeply’
and the price system collapsed completely.

For an_economy producing below its potential, many economists have
long maintained that irflation of creeping variety will have a positive

- effect on output and employment. This implies that inflation of a mild

sort increases aggregate demand which, in turn, opens up fresh
opportunities for business growth. In such an environment not only the
demand for existing goods increases but the business can also introduce
new items for which demand may be created through dynamic marketing. -

Historical evidence shows that rapid price changes disturb the economic
decisions of companies and ind;viduals. When the value of a currency
falls, people prefer to hold real assets rather than cash. Business firms
find that the consumers defer their purchases of durable goods with the
expectation that eventually inflation will be brought under control and
prices will get stabilised. Taxes become unpredictably unstable, and
people lose confidence in their currency. It is this reason why during

inflation there is involuntary build-up of inventories. Hence, from the

" business point of view. inflation does not nrovide a congenial economic

COVIOICiiL. AT usualily causes SIOWAOWIL 1 economic acuvny and

increases unemployment. The government should therefore attempt to



stabilise prices not only in the interest of consumers but in the interest of
overall business as well.

4. Balance of Payments

N

A country's Balance of Payments is a systematic record of all economic
transactions between that country and the rest of the world. As a result of
globalization, transactions among countries have assumed greater
significance. These transactions consist of the import and export of goods
and services and lending, borrowing and investing in foreign countries.
One important indicator of foreign trade is net exports, which is the
difference between the value of exports and the value of imports. It is
also called the "Balance of Trade'- Negative net exports indicate that
imports exceed exports. In contrast, positive net exports indicate dial
exports exceed imports.

Economic Policies

Economic policies of a government play a significant role in determining
the economic environment of business in a country. Broadly these
policies are classified under four heads: (1) Industrial policy, (2) Trade
policy, (3) Monetary policy, and (4) Fiscal policy.

Governments use macroeconomic policies to achieve their economic
objectives. These policies influence economic activity and thus heip
government attain macroeconomic goals. Economic policies include:

1. Fiscal Policy
[Fiscal policy refers tc the policy of the government with respect to its

spending (or expenditure) and mobilization of resources (an important
scusce of revenue being taxes). Government expenditure consists of
purchases and transfer payments. Government puichases refer to
spending on goods and services such as the construction ot roads and
dams, salaries to public servants, etc. Transfer payments refer fo
payments of money by the government to some select groups in the
form of financial assistance (e.g. payments made to the eideriy or the
unemployed).Government spending has a positive effect on the
overall spending in the economy and thus influences the GDP level.
Government. therefore. uses its snending as a tool to control the level

O CCONOMIC daCtiVity 1 i€ Couiil
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Taxation is another important instrument of fiscal policy, “which
ko AR, affects the economy in two ways. Changes in the tax structure have a
: direct impact on people's disposable incomes (i.e. total income 'minus’
o puddd ey o payment), which in turn affects the amount they spend on goods
| ~ o & & .
> " and services and the amount they save. An increase or decrease in
b v o Py brivate consumption and savings affects the overall output and
“ __ investment in the economy in the short as well as the long run.
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; 5 ok Taxation also affects the prices of goods and services and factors of
a I - iy . T Y - " .
f ” { 1w [ortproduction. For example, if a low tax is levied on business profits,
Upl T 2 . . . . . .
vk (o ban SO businessmen will be encouraged to invest in capital goods, which will
pred w27 spur investment and speed up economic growth.
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2. Monetary Policy s+ah
D). Spread wh The monetary pollicy of a country is formulated and ’in}plrexhnﬁepted by

" e et its_central bank (in India, the Reserve Bank of India). It is used to °
fw> A Ipme . . y ; ’
~ Swe ey e influence the iotal quantity of_money, interest rates  and total volume .
! +yeel of credit in the economy. All these affect 'real' macro variables such as ;y 1= 4oves 4
. : 4 _ GDP, capital formation, employment and price level. Rodo Politay
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BT e mp})licy. The monetary policy represents policies, objectives, and - o
o qul T instruments directed towards regulating money supply and the cost
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. and availability of credit in the economy. In the monetary policy JE RPN
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framework, broad objectives are prescribed and an operating /"

framework of poliey instruments to achieve them is formulated. These i) Rodnvinoy
objectives are: maintaining price stability and ensuring adequate flow @or¥ Puty
of credit to productive sectors so as to assist economic growth. 25 © pan M v e ot
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made many world economies highly dependent on international trade. £ S b vy
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India began the process of globalization and liberalization when faced

with the econoimic crisis of 1991, As part ot the liberalization process,



the Government of India introduced significant changes in its import-

export (EXIM) policies.

4. Industrial Policy
Among various economic activities, industrial activity is more directly
related to business. In fact, the present day corporate business has
grown as an extension of industrial activity. Therefore, for analysing
economic environment of business, industrial policy of the
government has to he carefully examined. Industrial Policy is an
important document which indicates the relationship between
government and business. It lays a wide canvas and sets the tone for

implementation of government’s regulatory and promotional roles. It

is helpful to industrialists and others for deciding areas and priorities

of their investments.
6. Business Cycle

i. Prosperity
From the point of view of business, the prosperity phase of
business cycle is ideal. In this phase the economy expands im
response to growing aggregate demand and business firms have
many options. Expectations of rising profits induce firms to expand
the scope of their activities. New products are introduced in this
period and markets are created for these product. In the prosperity
phase, rapidly rismg.jnmmegf—t%*ﬁéﬁple allow thqm_'to'increase
their consumption substantially and ~ whichever firm can take
advantage of this situation by taking appropriate policy decisions will
register rapid growth. The wave of optimistic ‘sentiment —which

prevails in this period sometimes misleads overzealous business
executives and they attempt to over expand their business activities.
Lack of caution in this regard during the prosperity phase may lead to
losses when the gclgggmy.lakes a downtur/n;IAn“ the pefiod of economic
maltdown no strategic management can save an over expanded firm
from its doom. A

During the prosperity phase itself certain farces are-activated which
nltimately tead to recession. The most important of these factors is
narrowing down of the profit margin due to a gradual INCrease it cusis
relative to prices. Business executives of modern firms often attempt
to tackle this situation through jaggressi*y/e_p‘;;‘xﬁ;sting. They expect that



extensive advertising will allow them to raise prices of (heir products
while costs are rising. This may happen for some time, but ultimately
at high prices demand will fall and the recession will set in.

- Recession

Forces of contraction get strengthened during recession. The
recession usually gets reflected in the form of stock market crash
and some fall in prices. The aggregate demand gradually declines
and thus incentive for investment is killed. Shrewd entrepreneurs
observing ensuing recession abandon new projects, resulting in a
sharp reduction in demand for capital equipment. The demand for
consumption goods falls with a lag because people try to stick to their
consumption which ‘they had achieved in the expansion phase.
Intelligent managers of the corporate enterprises like Nestle India,
Hindustan Lever and Colgate-Palfholive Ma have greater chances of
survival during the recessionary periods. These firms- produce a
variety of consumer gouds for which there is substantial demand in
India. During the recession when demand diminishes these firms can
easily modify their products to suit the shrinking budget of the people.
Other firms which cannot show a similar dynamism may suffer losses.

. Depression

Following recent recessions some economies have moved into a
period of sustained recovery. In cases when recessions persisted
over a long period, economies got pushed into depression.
Depression is characterized by low economic activity, a notable
fall in production and employment, decline in general price level,
deterioration in business prospects and continuous erosion in the
proiiis of producers and traders. During the depression phase, there
is an atmosphere of pessimism. These are the conditions in which
certain firms suffer heavy losses and finding uncertain situation, these
firms are not very hopeful of earning profits. These firms are thus
reluctant to make investment. Deteriorating business prospects and
abandoning the investment activity further deepens the crisis.
However, sooner or later there is recovery in aggregate demand and
with it depression comes to an end.



Financial System

While households are ‘net savers, business firms are net investors.
1herefore there is a continuous flow of funds between the household
sector and the business sector. When business enterprises raise funds
through issue of shares and bonds which are subscribed by 1nd1v1duals
- the mobilization of funds is direct from the household sector to the
business.

Since finance is a basic requirement of business, the level of development
of the financial system is crucial importance for business. A financial
system is a complex, well-integrated set of sub-systems of financial
institutions, markets, instruments, and services which facilitates the
transfer and allocation of funds, efficiently and effectively

The Indian Financial System !

The Indian financial system can also be broadly classified into the formal
(organized) financial system and the informal (unorganized) financial
system.

Thie formal financial system comes under the purview of the Ministry of
Finance (MOF), Reserve Bank of India (RBI), Securities and Exchange
Board of India (SEBI), and other regulatory bodies.

The informal financial system consists of:

1. Individual moneylenders such as neighbours, relatives, landlords,
tradeis, storeowners, and so on.

2. Groups of persons operating as "funds" or "associations." These
groups function under a system of their own rules. These groups
use names such as "fixed fund," "association," "saving club," and
S0 on.

3. Partnership firms consisting of local brokers, pawnbrokers, and
non-bank financial intermediaries such as finance, investment, and
chit-fund companies.

4. In India, the spread of banking in rural areas has helped in
enlarging the scope of the formal financial system.

| J



Components of the Formal Financial System

The formal financial system consists of four segments or components.
These are: financial institutions, financial markets, financial instruments,
and financial services.

Finzncial Intermediaries: Financial institutions are intermediaries that
mobilize savings and facilitate the allocation of funds in an efficient
- manner. They play a vital role in economic development via capital
formation’Major financial intermediaries in Indian financial system are:

1

Banking: Banks primarily collect savings in the form of deposits and
traditionally finance capital requirements of corporates. However in
tune with the emerging needs of economic and financial system,
banks have entered into 1) term lending business particularly in
infrastructure sector 2) capital market directly /indirectly 3) retail
finance and so on.

. Nen-banking financial institutions: In India, among non-banking

financial “institutions, are the Developmental Financial Institutions
(DFIs) such as the Industrial Development Bank of India (IDBI),
Industrial Credit and Investment Corporation of India (ICICI),
Industrial Financial Corporation of Indja (IFCI), Small Industries
Development Bank of India (SIDBI) and Industrial Investment Bank
of India (IIBI) and Non-Banking Financial Companies (NBFCs)
There are state-level financial institutions such as the State
Financial Corporations (SFCs) and State Industrial Development
Corporations (SIDCs) which are owned and managed by the State
governments. In the post-reforms era, their role and nature of activity
have undergene tremendous change. Banks have now undertaken
non-bank activities and financial institutions are plaining to
undertake banking functions.

Mutual Funds: A Mutual fund is a special type of investment
institution which acts as an investment conduit, It poo!s the savings of
smalil investors and invest them in a well diversified portfolio. Mutual
fund issue securities known as units to the investors known as unit
holders in accordance with quantum of money invested by them. The
profit or losses are shared by investors in proportion to their

AV OO UILCLIS.




at a later stage (on maturity of the insurance policy) or upon the
happening of a certain event (Death of a policy holder). They occupy
a dominant position among all savings institutions. This is because
insurance appeals to investors due to a number of reasons such as to
create emergency fund to safeguard family against any misfortune or
to assist accumulation of fuind for retirement period.

Financial Markets: Financiai markets are a mechanism enabling
participants to deal in financial claims. The markets also provide a
facility in which their demands and requirements interact to set a price
for such claims. The main organized financial markets in India are the
money market and capital market.

1. Money Market: Money market is a market for dealing in monetary
assets of short-term nature, generally less than one year. It refers to
that segment of the financial market which enables the raising up of
short-term funds for meeting temporary shortages of cash and
obligations and the temporary deployment of excess funds for earning
returns. The major participants in the money market are the RBI and
commercial banks.

Money market organization/structure comprises of a number of
interrelated sub-markets, that is. Call market, Treasury-bills market.
Commercial bills market, Commercial papers (CPs) market,
Certificate of deposits (CDs) market, Money market mutual funds
(MMMFs) and Repo (repurchase) market and so on.

2. Capital Market: A capital market is a market for long-term securities
(equity and debt). Its focus is on financing of fixed investment in
contrast to money market which is the institutionai source of working
capital finance. ' ‘

The purpose of capital market is to

i. mobilize long-term savings to finance long-term
investments;
ii. provide risk-capital in the form of equity or quasi-equity to
entreprenenrs:
i1i. encourage broader ownersnip of productive assets,
iv. provide liquidity "vith a mechanism enabling the investor to

sell financial assets
oCil illidlividl Qooio,



v. lower the costs of transactions and information; and
vi. improve the efficiency of capital allocation through a
competitive pricing mechanism. -

A capital market can be further classified into primary and secondary
markets. The primary market is meant for new issues and the
secendary market is a market where outstanding issues are traded. In
other words, the primary market creates long-term instruments for
borrowings, whereas the secondary market provides liquidity through
the marketability of these instruments. The secondary market is also
known as the stock market,

The main participants in the capital market are mutual funds,
insurance organizations, foreign institutional investors, corporate and
individuals.

Financial Instruments: A financial instrument is a claim against. a
person or an institution for the payment at a future dale a sum of money
and/or a periodic payment in the form of interest or dividend. The term
‘and/ or' implies that either of the payments will be sufficient but both of
them may be promised

Financial securities may be primary or secondary securities. Primary
securities are also termed as direct securities as they are directly issued
by the ultimate borrowers of funds to the ultimate savers. Examples of
primary or direct securities include equity shares and debentures.
Secondary securities are also referred to as indirect securities, as they are
issued by the financial intermediaries to the ultimate savers. Bank
depesits, mutual fund uniis, and insurance policies are secondary
securities.

Financial instruments differ in terms of marketability, liquidity,
reversibility, type of options, return, risk and transaction costs. Financial
instruments iielp the financiai markets and the financial intermediaries to
perform the important role of channelizing funds from lenders to
borrowers.

iliantial oervices: rinancial uermedaiaries  provide Key linanciaf
services such as merchant banking, leasing, hire purchase, credit-rating,
: s 1 dered by the Srana:

rancial intermedisas
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and so on. Fins ncial servi



bridge the gap between lack of knowledge on the part of investors and
increasing sophistication of financial instruments and markets. These
financial services are vital for creation of firms, industrial expansion, and
economic growih.

Functions of the Financial System

A good financial system serves in the following ways:

L
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One of the important functions of a financial system is to link the
savers and investors and thereby help in mobilizing and allocating
the savings efficiently and effectively. By acting as an efficient
conduit for allocation of resources, it permits continuous
upgradation of technologies for promoting growth on a sustained
basis.

_ A financial system not only helps in selecting projects to be funded

but also inspires the operators to monitor the performance of the
investment. It provides a payment mechanism’ for the exchange of
goods and services and transfers economic resources through time
and across geographic regions and industries.

It makes available price-related information which is a valuable

assistance to those who need to take economic and financial
decisions.

. A financial system helps in the creation of a financial structure that

lowers the cost of transactions. This has a beneficial influence on
the rate of return to savers. It also reduces the cost of borrowing.
Thus, the system generates an  impulse among the people to save
more.

_ A well-functioning financial system helps in promoting the process

of financial deepening and broadening. Financial deepening refers
to an increase of financial assets as a percentage of the Gross
Domestic Product (GDP). Financial broadening refers to building
an increasing number and a variety of participants and instruments.
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Topic 3. Industrial Scenario in India
Learning Objectives:

} ¢ To understand the problem of industrial units in India
* To realize the impact of New Economic Policy 1991 on the
performance of Industrial Units
¢ To know recent trends of consolidation that exist in Industrial Units

References:

e Indian Economy by Misra & Puri

e Economic of Business Environment by Misra & Puri
¢ Indian Economy by Ruddar Datt / K.P.M Sundaram
¢ Business Environment by Vivek Mittal

Contents:

* Industrial Policies

¢ Public Sector Enterprises

¢ Privatization & Disinvestment
e Problems of Industrial Units
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Small Scale Units:
The small scale units are a vital component of India’s industrial sector. They
can be categorized into the following:

« Small Scale Industrial Undertakings

e Ancillary Industrial Undertakings (ANCs)
e Export Oriented Units (EOUs)

o Tiny Enterprises

» Small Scale Service Enterprises (SSSEs)
e Artisans, Village and Cottage Industries

¢ Women Entreprencur Enterprises

The definition of Small Scale Industry is hased on the criterion of original
value of plant and machinery. At present, the investment limit for Small
Seale Industrial Undertaking is Rs. 1 crore. For an ANC also the limit is the
same. However, to facilitate technology upgradation and enhance
competitiveness the investment limit has been raised from Rs. 1 crore to Rs.
S crore in respect of 69 items reserved for manufacture in small scale sector.

T e tine anternricas the investment l“m‘f ic Re 78 lars



"Public Sector Units:

Public Ex rprises in India constitute a ‘major national capability in terms of
their scal: of operations, coverage of national economy, technological
capabilities and stock of human capital. There are over 1000 public sector
units, about 800 of which are owned by the states and the rest are in the
central sector. E.g., SAIL, Coal India, NTPC, Air India, etc.

Private Sector Units:

The new irdustrial policy, 1991 abolished licensing and opened up the
economy ccasiderably as the result private sector registered a fast growth in
post_liberalization phase. Opening up of the economy to the foreign
competition has forced considerable restructuring of the private corporate
sectors via Mergers and Acquisitions as many business houses are now
concentrating on core competencies.

Objectives of New Industrial Policy-1991

The key objective was rapid i&ldtlstl‘ialization of the country

To increase employment opportunities in private sector

To improve balance of payments by promoting _export - oriented

industries '

Ensure profitability in the public sector

Encourage entrepreneurship

To de-regulate and de-license the industry to achieve rapid

industrialization

To invite foreign capital for industrialization and to boost expoits

8. To encourage R&D and to bring new technology to produce world class

products and services

- To link Indian economy with the global economy

10.To encourage big business houses and projects to achieve economies of
scale -

I LIncrease competitiveness of the industry to benefit the common man and
the nation

12.Rapid development of infrastructure, specially roads and electricity, with

active participation of the private sector and FDI
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leading to a high cost industrial structure. Adequate attention has also not
been given to improvements in technology and quality of products. Some
of these factors have led to the emergence of sickness in certain
industries particularly when market conditions tend to generate a measure
of competition within the economy."" At the end of March 2003, there
were 1.71 lakh sick industrial units involving an outstanding bank credit
of Rs: 34,816 crore.

6. Emerging challenges: As a founder member of the World Trade
Organisation (WTQ), India has withdrawn all quantitative restrictions on
imports. This is bound to result in intense competition with imports in
coming years forcing a number of industrial units to close down. The
pressure of competition wiil be particularly harsh on many small-scale
units as they simply cannot withstand competition from resource rich and
technologically advanced multinational companies. In fact, even our
large private sector companies are just pygmies vis-a-vis MNCs and
many of them also may find the going tough. As far as the basic goods
and capital goods industries are concerned, they might receive a set-back
as the end-use industries will now have full access to cheaper imports.
Things will not be easy for the end-use industries as well as they will
have to compete with foreign goods on both price and quality fronts.

Privatization and Disinvestment
Meaning of Privatisation

It is the process of involving the private sector in the ownership or operation
of a state-owned or public sector undertaking. In a broader sense, it connotes
private ownership (or even without changs ot ownership) the induction of
private control and management in the PSUs.

Privatisation can take three forms:

1. Ownership Measures: The degree of privatization is judged by the
extent of ownership transferred from the public enterprise to the private
sector. It can take the following forms:

a. Total Denationalization: It is a complete transfer of a public

i 5 O o :
enterprise to the private sector. As done in BALCO, which was

i i (vl J 1B Fa



_——

acquired by Sterlite industries. Modern Foods was acquired by
Hindustan Lever

b. Joint Venture: This implies partial introduction of private
ownership. The range of private ownership can vary; it can be
as low as 25% and even as high as 75% or more. As in the case
of Maruti Suzuki where earlier the majority share were with -
Maruti but after liberalization, Suzuki increased its stake and

became the majority stake holder

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

d. Workers Co-operative: Here ownership of the enterprise is
transferred to workers who may form a co-operative to run the
enterprise

2. Operational Measures: The objective of operational measures is to
improve efficiency of the organisation. Operational measures include the
following measures:

a. Grant of autonomy to public enterprise in decision making
Provision of incentives for workers and executives consistent
with increase in efficiency and productivity

Freedom to acquire certain inputs from the market
Devzlopment of proper criteria for investment planning
Permission to public enterprises to raise resources from the
capital market to execute plans of diversification and
expansion

s
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Meaning of Disinvestment

—

Disinvestments connote reducing government stake in the public secior, It
- may or may not reduce lead to privatization i.e., transfer of control in private
hands. As in case of Maruti Suzuki and BALCO disinvestments led to
T transfer of control into private hands but in case of Public sector banks and

most nf a1l rAamnoniea Ajainen tments reaiilted in icc e of ehaveo ¢ ot &)

fUte 1o general public and financial institutions, and therefore majority
stake and control remained with the government,




The Problems with Disinvestment (why it couldn't succeed)

S)l

. Absence of Strategy: There is no proper strategy for disinvestment.

There were no pre-defined norms, standards, or procedures regarding
how to disinvest, what to disinvest, when to disinvest, and to whom to
disinvest. '

«

. Unclear Objectives: There were no clear objectives, whether it was to

meet fiscal deficit, to generate revenue, to increase productivity, to make
them more competitive, etc.

. Improper Timing: The government was not concentrating on the timing

of disinvestments and as a result most of the private sector investors are
shying away / from the process because of unattractive offers made by the
government. Because of wrong timing many PSUs were privatised at low
price, such as ITDC, Maruti, etc. A good price can be obtained if
privatisation is done when the performance, market capltahsatlon and the
industry prospects are good.

Difference of Opinion: There was no consensus over the disinvestments
among the various political parties.

Lack of Proper labor Strategy: Before foraying into disinvestments,
labour was not taken into confidence. No proper strategy was formed for
their redeploy ment, training and development. There was labour unrest in
BALCO on the issue of disinvestment, and a nationwide strike in PSU
banks on the issue of privatisation and consolidation.

- Wrong Objectives: The entire proceeds of disinvesiments are being used

to mitigate fiscal deficit instead of using them for development of the
social sector and building infrastructure.

. Opaque: Lack of transparency in the entire process raises many

eyebrows of many and has become a big hurdle.

L‘uk of ‘viarketmg The government has done little and failed to attract

Casiias ey vaatnt £, L) Aicinvactment nraceca in India
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Topic 4: Global Environment and its impact on Indian
Economy

] Learning objectives:

* To be aware of International environment which has a strong bearing
on business g

* To be aware of various strategies of going global with special
reference to Joint Ventures -

¢ To know the nature of working of MNCs and its impact on host
country ' '

® To understand the meaning of Transfer of Technology and its

relevance in Indian context

To know the various issues involved in transfer of technology

References:

*_ Business Environment by Suresh Bedi

* Business Environment by Raj Agrawal

* Essentials of Business Environment by K. Ashwathappa

¢ International Business Environment by Francis Cherunilam

* Business Environment by Vivek Mittal

* Strategic Management by Hiriyappa

* Economic Environment of Business by Misra & Puri

* World Trade Organization International Trade Joint Ventures &
Foreign Collaborations - Institute of Company Secretaries of India

* Www.answers.com

* www.marketnewzealand.com

* http://madaan.com/jointventure.html!

Contents:
* Meaning & levels of globalization
* Reasons for going global
* Foreign Market Entry Strategies with special reference to Joint

* Multinational National Companies & Technology Transfers




Meaning of Globalisation

Globalization means different things to different people. It can be defined as
the expansion of economic activities across political boundaries of nation
States. More importantly, perhaps, it refers to a wing

economic integration, increasing economic and growing €conomic
. 2 . . T
interdependence between countries in 1 the world economy.

The important characteristics of globalization are as follows:

<
1. Rapid gr()\@_iwt_eglationalmmalﬁamﬂ&ions;
Fast growth in trade, especially among multinational corporations
(MNCs);
Surge in foreign direct investment, largely contributed by MNCs;
Emergence of global markets; and- '
Diffusion_of technologies and ideas rapid extension of a globalised
transportation and communication system e

(3]
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Why Companies go global?

Undoubtedly, firms cross national boundaries and accept the risk of
operating in an unknown environment in the hope of earning more profit and
increasing their shareholders wealth. Besides this, there are many other
reasons which are as follows '

1. Survival: Most countries are not as fortunate as that of India, Russia,
“China or the US in terms of size, resources and opportunities. Most
~ European nations are small in size om_i‘ddle East and South East

countries are rich-in only one or very few resources. In these countries
organizations are bound to do business in and with other countries to
survive. o
2. Growth of Overseas Market (Sales): This has been the biggest reason
for more and more companies expanding overseas. In the last 20 years
many economies have opened their doors_for the world. This resulted ina
big opportunity in terms of Market. ‘Most of the European nations, USA,
Canada, etc., have a stagnant population_growth and ygw GDP
growth. Emerging econamies like Tndia_Ch’_a, and South East Asia form
" a significant marker—perhaps more than 35% of the world market.
Moreover India and China are amongst the top five countries of the world
in terms of Purchasing Power Parity. Ail these factors led to companies

o
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- Technology Expertise: One reason for becoming an MNE

to tap new markets in emerging economies.  Besides these
agreements/groups like GATT, GATS, ASEAN, EU, SAPTA, NAFTA,
etc., have also created huge opportunities of business for organizations
and to tap these, they are going abroad. o

- Diversification: No organization wishes to keep all its eggs in one

basket. Every organization wants to diversify its risk and
internationalization is a good manner to do that, along with sticking to its
core competency or old business. Different countries have different trade
cycles for the same product. When there is a recession in one economy,
there could be a boom in the other and an organization can cover losses
in one country by nprofits. Thus MNCs diversify risk through

internationalisation,

- Resources: In today's cut-throat competition, cost cutting is the key to

success. Prices are controlled by consumers and the only thing which can
be manipulated to increase profit is_cost. Organizations_go abroad in
search of economical sources of supply. A truly globai firm always
locates its processing and outsources HR and other physical resources
from the best suited place available. In fact, this is the reason that more
and more companies are establishing their call centers in India. Nike gets
its shoes manufactured in South East Asia. Besides Nike even Nokia,
IBM; Toyota, _Sony, Philips, Samsung, Mitsihuta, Boeing, Airbus,
Adidas, GM, Ford, etc., have their manufacturing capacities, research
centres, and ancillary units at places best -suited for their purposes.

To Protect Market Share: Firms also become MNEs in response to
increased foreign_competition and a desire to protect their home market
share.

Tariff and Non-Tariff Barrier: Organizations establish their operation
overseas to deal with tariff and non-tariff barriers. Many time countries
impose tariff and non-tariff restrictions_on import in such_cases.

Organizations establish their production unit in the host country so that it
can be treated as a local company. In thETteT?’?‘O, when U‘S’imposed
some non-tariff restrictions on the automobile import of Japan, japanese
firms began establishing their units in the US so that in terms of taxes
they could be treated at par with US firms, Soon, America became the
playground of Japanese firms. ‘

is to take

advantson Ffachnolacional sxrvad bt manufacturing onnde dires

tDI) rather than allowing others to do it under a license. Mény MNCs

feel it unwise to give another firm access to proprietary information such
s patent, trademarks or [ccnllﬁir')glcal expertise.



Multinational companies (MNCs)

Meaning and definition:

A company which has gone global is called a Multinational Company.
MNCs are normally considered as giant firms engaged in productive
activities of a corporate nature with headquarters in one definite country and
having a variety of business operations in different countries in a broad
based manner.

There is no universally accepted definition of the term multinational
corporation. As an ILO report observes “the essential nature of the
multinational enterprises lies in the fact that its managerial
headquarters are located in one country (Refer to as home country)
while the enterprise carries out operations in the number of other
countries as well (host countries)”. This means a corporation that controls
productionfacilities in more than one country, such facilities having been
acquired through the process of foreign direct investments. Firms that
participate in international business however large they may be solely by
exporting or by licensing technology are not multinational companies. To be
global (MNC), a company has following characteristics:

¢ It is a conglomerate of multiple units (located in different parts of the
globe) but all linked by common ownership

» Multiple unites draw on a common pool of resources such as money,
credit, information, patents, trade names and control systems.

¢ Product presence in aifferent markets

e Human resource contains high diversity

e Transactions involving intellectual properties such as copyrights, patents,
trademarks, and process technology across globe

Merits of MNCs
e MNCs help increase the finvestment level and thereby income and
- employment in the host country. -

e They become vehicles for the transfer technology especially to
developing countries. '

¢ MNCs enable the host countries to increase their exports and decrease
their import requirements

e They work to equalize the cost of factors oI production arouna e worla.

¢ MNCs provide an efficient meass of integrating world economies.



¢ MNCs make commendable contribution to research and-development due
to their enormous resources

e They also stimulate domestic enterprise. To support their own operations,
they encourage and assist domestic suppliers.

* They help increase competition and break domestic monopolies.

* MNCs help to improve the standard of living in their host countries.

e MNCs provide impetus in diversification.

* They substantially contribute towards professionalisation of management
in the host countries. -

* MNCs contribute towards the national exchequer by way of duties and
taxes. * '

* MNCs play a vital role in developing ancillaries in host countries.

* MNCs are profit making enterprises which pay high dividends,
motivating resource mobilization among investors in host countries.

Demerits of MNCs

e The MNCs main objectives are profit maximization and not the
development needs of poer-countries, in particular the employment needs
and relative factor scarcities in these countries.

Through their power. and flexibility MNCs inflict heavy damage in the
host countries through suppression of domestic entrepreneurship,
extension of oligopolistic practices passing on unsuitable technology and
unsuiiable products, worsening income distribution and so on. _

* MNCs can have jan unfavourable effect on the balance of payments
position of the country through outflow of large sums of money in the
form of dividends, profits, royalties, interest; technical fees and so on
leading to an increasing volume of remittance

¢ MNCs cause distraction of competition and acquire monopoly powers in
the long run.

* The tremendous power of the global corporations may pose a threat to the
sovereignty of the nations in which; they-de-busiuess.

* MNCs retard the-growth of employment in the home country.

* MNCs interfere directly and indirectly in the internal political and other
affairs of the courfry'.'

® They cause harm; by faulty technology transfer to capital intensive in

natiire affarting amnlavmeant

* They cause fast depletion of some of the non renewable natural resources
in the host country.
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Transfer pricing enables MNCs to avoid taxes by manipulating prices on
intra company transactions. o

They have been criticized for their business strategies and practices in
host countries. They undermine local cultures and traditions, change the
consumption habits for their benefit against the long term interests of the
loca! community, promote conspicuous consumption, dump harmful
products in developing countries

Important foreign market entry strategies are the following.

Exporting

Contract manufacturing

Licensing / franchising

Assembly operations

Fully owned manufacturing facilities
Joint venturing

Mergers and acquisitions

Strategic alliance

Fxporting

1. Exporting is the appropriate strategy when one of more of the
following

2. The volume of foreign business is not large enough to justify
production in market. =

3. Cost of production in the foreign market is high.

4. The foreign market is characterised by production bottlenecks like
infrastructural problems with materials supplies etc.

5. There are political or other risks of investment in the foreigu country,

6. The comvany has no permanent interest in the foreign market
concerned or that there is no guarantee of the market available for a
long period. )

7. Foreign investment is not favoured by the foreign country concerned

Exporting is more attractive than other modes particulariy when under
utilized capacity exists. Even when there is no excess capacity, expansion
of the existing facility be easier and less costly than setting up production
facilities abroad. Further, Amany covernments as in India, provide
incentives for establishing faciiities for export producuioii.



* Licensing and Franchising

Licensing and Franchising, which involve minimal commitment of
resources and effort on the part of the international marketer, are easy
ways of entering the foreign markets.

Under international licensing, a firm in one country (the licensor) permits
a firm in another country (the licensee) to use its. intellectual property
(such as patents, trade marks, copyrights, technology, technical know-
how, marketing skill or some other specific skill). The monetary benefit
to the licensor is the royalty or fees which licensee pays. In many
countries, such fees or royalties are regulated by the government:; it does
not exceed five per cent of the sales in many developing countries.

Franchising is "a form of licensing in which a parent company (the
franchiser) grants another independent entity (the franchisee) the right to
do_business in a prescribed manner. This right can take the form of
selling the iranchisor's products, ‘using its name, production and
marketing techniques, or general business approach. One of the common
forms of franchising_involves the franchisor supplying an important
ingredient (part, maierial etc.,) for the finished product, like the Coca-
Cola supplying the syrup to the bottlers,

The major forms of franchising are manufacturer - retailer systems-(such
as automobile dealership), manufacturer-wholesaler systems (such as soft
drink companies), and service firm - retailer systems (such as lodging
services and fast food outlets).

As an entry strategy, it requires neither capital investment nor knowledge
and marketing strength in foreign markets. Licensing has been used by
many companies also to harvest their obsolete products. This strategy has
been employed, in particular, in developing countries.

Licensing also provides the great advantage of entering the market with a
proven product/technology or marketing intangible without having to n.
risk of R & D failures. One of the important risks of licensing is that the
licensor would be developing a potential competitor; the licensee would

become a comnetitar after tha aynir: Af the licenaing apreamant QA

-olnpanies are, therefore, hesitant to enter into licensing agreements.



Contract Manufacturing

Under contract manufacturing, a company doing international marketing
contract with firms in foreign countries to manufacture or assemble the
products while retaining the responsibility of marketing the product. This
is a common practice in international business.

Contract manufacturing has the following advantages:

1. The company does not have to commit resource for setting up
production facilities. -

2. Tt frees the company from the risks of investing in foreign countries.

3. In many cases, the cost of the product obtained by contract
manufacturing is lower if it were manufactured by the international
firm. For example, the product cost in the small scale sector is much
lower than in the large scale sector for many products because of the
lower wages, lower overheads, and tax concessions. More over, if
excess capacities are available with existing units, it may even be
possible to get the product supplied on; the marginal cost basis.

4. Contract manufacturing also has the advantage that it is a less risky
way to start with. If the business does not pick up sufficiently,
dropping it is easy; but if the company had established its own
production facilities, the exit would be difficult.

Contract manufacturing, however, has the following disadvantages:

1. In some cases, there will be the loss of potential profits from
manufacturing.

2. Less control over the manufacturing process.

3. Contract manufacturing also has the risk of developing potential
competitors.

4. It would not be suitable in cases of high-tech products and cases
which involve technical secrets etc.

Management Contracting ;

Under the management contract, the firm providing the manageinent
know-how may not have any equity stake m the enterprise being
managed. In short, in a management contract the supplier brings together
a package of skills that will provide an integrated service to the client

1
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contracts, obviously, have clear benefits for the clients. "They can
nrovide Organizational skills not available locally, expertise that is
immediately available rather than b ilt up, and management assistance 1n



the form of support services that would be difficult and costly to replicate
locally.

One possible risk from the point of view of the client is overdependence
and loss of control. Some Indian companies - Tata Tea, Harrisons
Malayalam and AVT - have contracts to s manage. a number of
plantations in Sri Lanka. Tata Tea also has a joint venture in Sri Lanka I
namely Estate Management Services Pvt. Ltd.

Turnkey Contracts

Turnkey contracts are common in international business in the supply,
erection and I commissioning of plants, as in the case of oil refineries,
steel mills, cement and fertilizer plants etc; construction projects and
franchising agreements.

A turnkey operatipn is an agreement by the seller to supply a buyer with
a facility fully 1 equipped and ready to be opérated by the buyer's
personnel, who will be trained by the seller. Many turnkey contracts
involve government/public sector as buyer (or seller in some cases) A
turnkey contractor may subcontract different phases/parts of the project.

Wholly Owned Manufacturing Facilities

Companies with long term and substantial interest in the foreign market
normally establish fully owned manufacturing facilities there.
Establishment of manuf~cturing facilities abroad has several advantages.
[t provides the firm with complete control over production and quality. It
does not have the risk of developing potential competitors as in the case
of licensing and contract manufacturing.

Wholly owned manufacturing facility has several disadvantages too. In
some cases, the cost of production is high in the foreign market. There
may also be problems such as restrictions regarding the types of
technology, non-availability of skilled labour, production bottlenecks due
to infrastructural problems etc. If the market size is small, a separate
production unit for the market may be uneconomical. Foreign investment
also entails political risks.

Moreover, this method demands sufficient financial and managerial
resources on the part the company.



Joint Ventures
Joint venture is a very common strategy of entering the foreign market.
The essential feature of a joint ownership venture is that thé ownership

== :
‘and management are shared between a foreign firm and a local firm. In

some cases there are more than two parties involved.

In countries wheie fully foreign owned firms are not allowed or favoured,
joint venture is an alternative if the international marketer is interested in
establishing an enterprise in the foreign market. Many foreign companies
entered the communist, socialist and other developing countries by [joint
venturing. ’ )

One important advantage of joint venturing is that it permits a firm with
limited resources inter more foreign markets than might be possible
under a policy of forming wholly owned subsidiaries.

Mergers and Acquisitions

Mergers and acquisitions (M & A) have been a very important market
entry strategy as well as expansion strategy. A number of Indian
companies have also used this entry strategy. Mergers and acquisitions
have certain specific advantages. It provides instant access-to markets
and distribution network. As one of the most difficuit areas in
international marketing is the distribution, this is often a very important
consideration far M & A. Another important objective of M and A is to
obtain access to new technology or a patent right. M and A also has the
advantage of reducing the competition.

Mergers and acquisitions may also give rise to some problems which
arise mostly because ot the deficiencies of the evaluation of the case for
acquisition. Sometimes the cost of _acquisition may be unrealistically
high. Further, when an enterprise is taken over, all its problems are also

~acquired with it. The success of the enterprise will naturally depend on

the success in solving the problems.

Strategic Alliance

Strategic alliance has been becoming more and more popular in

‘nternational business. Also known by such names as entente and

coalition, this strategy seeks 1o enllauce the loug toiu  COlipoliu

advantage of the firm by forming alliance with its competitors, existing
i 1 aretis, instead of competing “ith each other The
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goals are to leverage critical capabilities, increase the flow of innovation
and increase flexibility in responding to market and technology changes.

Strategic alliance is also sometimes used as a market entry strategy, for
example a firm may enter a foreign market by forming an alliance with a
firm in the foreign market for marketing distributing the former's
products, A U.S. pharmaceutlcal firm may use the sales promotion and
distribution infrastructure of a Japanese pharmaceutical firm to sell its
products in Japan. In return, the Japanese firm can use the same strategy
for the sale of its products in the U.S. market.

Strategic alliances differ according to how they are structured. They can
be equity based joint ventures) or non-equity based. Non-equity based
alliances such as technology transfer agreements, licensing agreements,
marketing agreements etc., are proving to be more dynamic, constructive
and more strategic.



Joint Ventures

Meaning of a Joint venture "
A joint venture is an association of two or more individuals or business
entities who combine and pool their respective expertise, financial resources,
skills, experience, and know!sdge in the furtherance of a particular project or
undertaking. Joint Ventures are generally created for a single activity or
project, and may have a Jimited time span without entirely abandoning their
independent corporate structure. Joint Venture agreements, commonly
referred to as a "JV", are typically formed either by individuals, business
entities, corporations or partnerships. The contributions to the joint ventures
are either in the form of money [capital], services, oOr physical asset(s), i.e.
equipment or intellectual property [software, patents], etc., or a combination
of all. Compared with a merger, a joint venture might be easier, quicker and
“cheaper to arrange, and will permit a more flexible and efficient joining of
forces. In addition, it could also be less risky commercially aud easier t0
undo than a fully-fledged merger.

A joint venture involves:

A high level of commitment, funds, time
A degree of risk

A management voice for both parties
Equity participation by each partner

o0 D Q

Reasons for forming a joint venture
Internal reasons

1. Build on company's strengths

2. Spreading rosts and risks

3. Improving access to financial resources

4. Economies of scale and advantages of size
5. Access to ncw technologies and customers
6. Access to innovative managerial practices

Campetitive goals

1. Influencing structural evolution of the industry

n b g ettt y
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3. Defensive response to blurring industry boundaries
4. Creation of stronger competitive units

5. Speed to market

6. Improved agility

Strategic goals

1. Synergies
2. Transfer of technology/skills
3. Diversification

The Disadvantages of a Joint Venture:

lé)tentlally “high capital cost plus s_ongoing f] ﬁnanmal support are
required

2. Profitable returns m);take some time to achieve
3. High level of commitment of staff and management

4. Time consuming (especially where a new _venture is involved)
5. Potential for conflict with your joint venture partner

6. Cultural differences and communications difficulties

7. A minority equity position may work against you

8. Difficult to get out of quickly

9. Working in a different legal and commercial system

1

0.Political risks in the country where the joint venture is based
Reasons for failure of Joint Ventures:

Joint ventures, like any other long term contracts are  prone to difficulties.

. According to independent studies conducted by McKinsey & co and
Coopers & Lybrand 70 percent of JVs are either disbanded or fall short
of expectations. Other studies suggest that on an average, JVs do not last
as long as one half the terms of years stated in the joint venture
amf*ement

1. The contract may be too inflexible to permit required adjustments
in the future.

2. Lack of commitment and time in implementing the project.

<o HIAULILY OF ddlidie 0 develop i€ desiicu teeluiology

4. Lack of adequate pre-planning for the joint ventures



. Failure to reach an agreement on alternative approaches to . achieve
the basic objectives of the joint ventures

. Refusal by managers p ossessing expertise in one company to share

knowledge with their counterparts in the joint venture.

Inability of parent companies to share the control or comprise on

~difficult issues.

8. Competition between the firms for critical managerial position.

9. Cultural variations between the companies involved in the venture

10.Variations in the policies of reinvestment of profits

i
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Transfer of Technology

Transfer of technology (TT) between firms in different countries is an
important means of globalization. It is the process by which commercial
technology is disseminated. It is the process by which technology
developed for one purpose is cmployed either in different application or
by a new user. Technology is often identified with the knowledge about
machines and processes. In a broader sense, it refers to the body of “skills,
knowledge and procedures for making, using and doing useful things”. It
encompasses managerial and marketing techniques as well as techniques
directly involved in production. Technology extends to services-
administration, education, banking as well as to manufacturing and
agriculture.

The transfer of technology covers the transfer from advanced to developing
countries of the elements of technical know-how which are normally
required in setting up and operating new production facilities'and which are
usually in very short supply (or totally absent) in the developing economies.
The elements of know-how include such things as know-how for conducting
feasibility and market studies, know-how for choosing technologies and for
engineering design and plant construction — as well as the know-how which
is embodied in the production process itself. This latter kind — which is
called process know-how — is sometime patented or at least kept secret by
the companies which possess it. Process know-how probably gets most
attention in the literature on transfer of technology. A: the same time,
however, the transfer of technology from advanced to under-developed
countries involves far more than exchanges of patented process know-how.
The technological dependence of the developing countries stems not only
from their incapacity to invent new processes and products but also from
lack of other, possibly more mundane skills and capabilities, in areas like
engineering design, choice of techniques, management and marketing.

Methods of Technelogy Transfer
Transfer of technology takes a variety of forms depending on the type,
nature and extent of technological assistance required. The following are the

tec! o fransfer:

1. Training or Fw‘!':aw.e:‘.* of Technical Ex
t\l[i\] mantl

sturing  techniques/processe
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imparting the requisite training to suitable personnel. Alternatively, such
technology can be acquired by employing foreign technical experts.

2. Contracts for Supply of Machinery and Equipment: Contracts for
supply of machinery and equipment, which normally provide for the
transfer of operational technology pertaining to such ‘equipment, is often
quite adequate for manufacturing purposes 1ot only in small scale
projects but also in a number of large scale industries where the nature of
technology is not particularly complex.

3. Licensing Agreements; Licensing agreements, under which the licensor
enters into an agreement with a licensee in another country o use the
technical expertise of the former, is an important means for the transfer
of technology. Licensing agreements are usually entered into when
foreign direct investment is not possible or desirable.

4. Turnkey Contracts: This is appoint to-point technology transfer where
organizations either transfer technology to other organizations under
certain terms and conditions, or simply establish a project for a host, train
its personnel to operate it and transfer the control to the host. In India
steel plants of Bokaro and Bhillai etc. are established under this type of
contract.

5. Foreign Direct Investment: Through FDI route, organizations transfer
their technology to targei nations either through its own subsidiaries of
under a joint venture with local partner of the host nation. In India
Hyundai has established its own subsidiary and has brought its owr
technology to India while Maruti Suzuki, Hero Honda are examples 0
suceessful joint vertures where iechnology transfers have taken place.

Reasons for Technology transfer

1. Profit from selling Technology: Many companies sell their technolog
to earn the profits. Kodak when after the second world war, had to qu
Japanese market because of certain restrictions, it frequently sold i
technology to Japanese firms like Fuji to cam a profit.

2 ¥ neation and T ogistice advartage Tarhnology 18 transferred ¢
production may be cheaper abroad and output does not have to t
transported over long distances to reach the enu consumer.



3. To obtain grants and subsidies: Many underdeveloped and developing
countries give various incentives to MNCs to invite them and their
relative advanced technology into their country.

r 4. Limitations of heme countries: Many countries find that the scope for
expansion in their own country is limited. In order to expand, they have

} to transcend their own boundries as well as be ready for technology

transfers. o

Te exploit superior capital markets, access to skilled labour and

‘| ~ ether inputs in foreign countries. @)

n

@utlook of Technology Transfer

Corporate globalization will continue to provide an impetus for technology
transfer. With the growing importance of international trade to domestic
economies and with the need to maintain a competitive edge in a global
economy, technology will continue to play a major and indispensable role in
international business transactions. The recent changes in international
political relations have lessened the strategic-defense imperatives for
restricting the transfer of technology. As the deregulatién_of technology
transfer continues, technology as a factor in international business will be an
incr\f:vééir’ug’ly‘promﬂi’ngnt issue in academic, business, aﬂgovgi‘mnelgg;cl'c‘les.

Similarly, government investment in global research and development
projects, concerns over environmental protectien, and the rise of _regional
economic units will keep the subject matter of technology transfer at the
forefront of economic, political, and social interactions for the for..ceable

future.
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Topic 5: Corporate Social Responsibility
Learning objectives:

e To understand the relaticnship between a business organizatio
and society

e To know the various responsibilities of a business firm towards th
society

Reference Beoks:

e Business Environment by Suresh Bedi
"« Business Environment by Raj Agrawal
« Business Environment by K. Ashwathappa
e Business Environment by Francis Cherunilam
o ICFAI- Business Strategy

Contents:

o Understanding the concept of CSR

e CSR debate

e Tactors influencing Social orientation
¢ CSR implementation
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Background and Definition

The role of business in society has been debated in economic literature for a
long time. By the terin ‘Corporate Social Responsibility’ (CSR) what is
generally understood is that business has an obligation to society that
extends beyond its obligation to its sharehoiders or owners. The philosophy
is basically to give back to the society, what it (business) has taken from it,
in the course of its quest for profit maximization and wealth creation. It
could take the form of community relationship, volunteer assistance
programs, healthcare initiatives, special education / training programs and
scholarships, preservation of cultural heritage, beautification of cities etc.

With the introduction of Global Compact towards the end of century the
concept of CSR has been reinforced. The Global Compact was first
proposed by the UN Secretary-general Kofi Annan at the World Economic
Forum in Davos, in 1999.Referring to the rapid spread of globalization, he
emphasized that the world was characterized by glaring and unsustainable
imbalance and inequities. He drew attention to the fact that markets were not
embedded in universal human values and rights. Referring to the plight of
the world’s desperately poor populations, he suggested that business should
work in a spirit of enlightened self interest to make globalization more
inclusive, and consequently less fragile.

There is no single, commonly accepted definition of CSR. But following the
US-UK tr_:‘idition, it can be defined as follows:

“Corporate Social Responsibility is operating a business in a manner which
meets or excels the ethical, legal, commercia) and public expectations that
scciety has from business.”

The World Business Council sor Sustainable Development defines CSR
as: “the continuing commitment by businsss to behave ethically and
contribute to economic development whilc improving the quality of life of
the workforce and their families as well as of the local community and
society at large”. It may be more appropriate to list the five identified key
elements found in most definitions of CSR:

e Corporations have responsibilities that go beyond the production of
goods and services at a profif,



e These responsibilities involve helping to solve important socii
problems especially those they have helped create.

¢ Corporations have a broader constituency than stockholders alone.

e Corporations have impacts that go bmnd sunple marketplac
transactions.

e Corporations serve wider range of human values than can be capture
by a sole focus on economic values. '

The Social Responsibility Debate

Arguments for CSR

¢ Changed Public Expectations of Business
One of the most potent arguments for social responsxblllty is that publ
expectations_from business have._changed. It is reasoned that tl
institution of business exists only because it satisfies the valuable nee
of society. Therefore, if business WISh_gs_tQ remain viable in the long ru
it must respond to needs and give the society what it wants.

« isetter Environment for Business Another argument favoring soci
responsibility is that it creates better environmeut for business. Th
concept rationalises that a better society produces environment
conditions more favourable for business operations. The firm which
most responsive to the improvement of community quality of life will
a result have a better community in which to its business. Labo
recruiting will be easier, and labour will be of a higher quality. Turnov

- will be reduced. As a result of social improvements, crime will decrea
with the consequence that less money will be rated properly, and le
taxes have to_be paid fto support police forces. The arguments can |
extended in all directions to show that a better society produces a bett
environment for business.

° Pubhc Image Another argument in favour of social responsibility is th
it improves public image. Each_individual firm seeks an enhanced pub!
image so that it may gain more customers, better employees, mo
responsive money markets and other benefits. A firm which seeks bett
public image should support social goals.

institution with lonrr arms. It seeks to regulate busmess in the pub
<) interest. Government reoulation is /r\rllx' and denies the much need

1
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freedom in decision making. Before the government stretches its long
arms, business should discharge its obligation to society.

Balance of Responsibility with Power It is reasoned that businessmen
have vast amounts of social power. They do affect the economy,
mindrities, and other social problems. In turn, an equal amount of social
responsibility is required to match their social power.

Business has the Resources Another argument for social responsibility
is that business has lot of resources in terms of men, talents, functional
expertise and money. With these resources at its command, business is in
~ a better position to work for social goals.

Let Business Try It is that many other institutions have failed in
handling social problems, so why not turn to business. Many people are
frustrated with the failures of other institutions, and in-they are turning to
business.

Prevention is Better Than Cure Ifbusiness delays dealing with social
problems now, it may find itself constancy occupied with putting out
social fires so that is has no time to accomplish_its goal of producing
goods and services. Since these social problems must be dealt with at
some time, it is actually more economical to deal with-them before they
develop into serious social breakdowns that consume most of the
management's time.

Duty of Gratitude Business units benefit from society. On the basis of
the accepted principle that one owes debts of gratitude towards those who
benefit us, the corporation has certain debts that it owes to the society.
Globalization The recent globalisation of large corporations has led to
firms operating in countries with very different standards of living than
found in their respective home countries, More extensive media reach
coupled with advances in information has allowead rapid and widespread
exposurc of alleged corporate abuses even in the remote parts of the
globe, as both Shell (oil spills in Nigeria television documentaries) and
Nike have learnt to their cost. Such revelations compel global take social
actions. '

Failure to undertake social actions may dent the reputation and brand
image of the firms. Infact, fifms are likely to be penalised by consumers
and other stakeholders, for actions that are not considered socially

i



Arguments against CSR

1.

Loss of Profit Maximisation: Diverting resources away from th
firm to socially responsible programmes undermines the_principles o
the competitive market and deprives shareholders of rightful
economic-gain. B

Cost: Social obligations can be very expensive and may render firn
unable in going for attractive business investment; or it may evel
have to go out of business.

Lack of Skills: Most of businessmen do not have the requisite skill
and training to work effectively on social issues.

Dilution of Purpose: The pursuit of social goals may dilute th
economic productivity of the firm.

. Too Much Power: Business can be said to already possess muc

power without encouraging it to increase.dts social influence.

Factors influencing Social Orientation

1.

A=

Promoters and Top Management: The values and vision ¢
promoters and top management is one of the very important facto
which influence the corporate sccial responsibility o

Board of Directors: As it is the Board of Directors which decides tl
major policies and resource allocation of company, the attitude of tl
members of the Board is an important influencer of the soci
orientation ’

Stakeholders and Internal Power Relationship: The attitude

various stakeholders like shareholders, creditors, employees etc. ai
the internal power relationship also affect the orientation of
company

Societal Factors: The social orientation of company is al
influenced by certain characteristics of the society and general attitu
and expectation of the society regarding the social responsibilities
business. For example, a resourceful firm_ located in a pc¢
community may be expected to contribute to the development

education and health facilities etc. of the locality whereas su
involvement may not be required of a firm in a well develor
communitv The behaviour or social orientation expected of busin

may vary oetween diierent socieues



5. Industry and Trade Associations: Industry and trade associations
alzo influence the behavior of the firms by establishing professional
an‘ ethical codes and norms, education and collective decisions,

6. Government and Laws: Laws are society's codification of right and
wrong. Anti trust legislations, legislations to curb corruption, unfair
pracfices, vary between nations, What is right or not anti-law in one
country may not be so in some country. Further, what is legally
controlled in some countries have no legal control in some countries.
Besides legislation, there are other methods of government influence
like guidelines, persuasion, incentives (like tax exemptions) and
pressurising.

7. The social orientation would also depend on the government's view of
social responsibility and the power and earnestness of government /
agencies (like SEBI, for example) in dealing with defaulting
companies.

8. Special Interest groups: Sometimes pressure is exerted by special
interest_groups in society and media to control business practices.
These include a variety of non-government “ions (NGOs) like
consumer interest greups, environmentalists etc. They use a variety of
methods like lobbying to persuade government and public agencies to
adopt regulatory measures, conducting public awareness campaigns,
and even direct confrontation with the business in some cases.

9. Competitors: Social orientation of company is also influenced by
competitive forces. When one or some companies become socially
involved, others may be encouraged or provoked to do some thing.

10. Ethical Influences: Another factor iniluencing the social orientation
is the ethical decision making and self-regulation of business conduct,
Some companies have well laid down codes and norms of ethical
behavior.

Conclusion

The basic objective of CSR is to maximize the company’s overal! impact on
the society and stakeholders, Traditionally the Indian corporate sector has
been viewing CSR as an action for community initiatives viz. health,
education, welfare measures for the underprivileged etc. However, there is
an identifiahle chift amnane the annroach of Indian comnanies ‘\-‘jqﬁ ~ap
¢ increasingly with the perception of CSR in the
international context. In the context of enlightened self-interest of business

ol late Elllg“lﬂg i
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o1 survival in the ever-growing fierce corporate competitive battie, CSR is



seen as critical for protecting reputations, defending attacks, improving

bottom line and building business competitive edge. When integrated in the
overall business strategy, CSR could be a panacead and protect against
sudden corporate downfalls. Hence designing appropriate  steps fo

implementing CSR in an organization _can ensure organization
sustainability in the long run.




Topic 7: Corporate Governance

Background and Definition

Corporate Governance and Responsibility issues have come into the
limelight in India since the 1990s because of major corporate debacles and
scandals that occurred during the decade. During the nineties a large number
of companies failed and the economy witnessed a number of rating
downgrades, both in the manufacturing and financial sectors. Immediately
after liberalization and opening up of the economy, there was a spate of
public issues by a large number of companies which thereafter just vanished
from the scene leaving thousands of small investors in the lurch. Even their
addresses are reportedly not available with SERL These incidents had
shaken the faith of small investors in the stock market. Hence prolonged
depression in the capital markets was on account of such frauds and breach
of trust in the corporate sector. This raised an important question: Why were
the Board of directors, auditors and the regulatory authorities not able to
detect and pre-empt these irregular practices?

In such scenario CII was the first to appoint a committee under the
chdnmanshxp Mr. Rahul Bajaj in 1999 as a national level private initiative to
evolve desirable rules for_corporate governance. This was followed by
appointment of as many as four national level committees- two appointed by
SEBI namely Kumar Mangalam Birla Commlttee in 1999 and N.R.

govemance, known as Ganglmmnuﬁcﬂjeport m_QQZ_and the fourth
committee appointed by the Govt of India known as Report of the Naresh
Chandra Committee on Corporate Audit and Governance. This shows that
corporate governance is being practiced in India on an even pedestal with
anywhere else in the world.

Other factors for the recent interest in Corporate Governance in India which
are pressurizing corporate to be more open, transparent and accountabie are:

* As we are increasingly moving towaids open and market driven
economic _systems; a number of companies catering to international

ot -
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° Many Inuun companies are ﬂnatmo GDR and ADR issues and getting

&
listed on the NASDAQ/ New York Stock Exchange efc. These
g
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companies are required to comply with enhanced disclosure and string
- listing requirements.
e Institutional investors, both foreign and domestic are becoming impo
players in the stock market. They are increasingly demanding m
information and transparency in operations.

Tke Xumar Mangalam Birla Cominittee constituted by SEBI has observ
that:

“Strong corporate governance is indispensable to resilient and vibrant capi
markets and is an important instrument of investor protection. It is the bl
that fills the veins of transparent corporate disclosure and high quali
accounting practices. It is the muscle that moves a viable and accessib
financial reporting structure.”

“Corporate governance is the 'system by which |business corporations
directed and controlled. The corporate governance structure specifies t
distribution of rights and responsibilities among different participants in ti
corporation, such as, the board, managers, shareholders and oth
stakeholders, and spells out the rules and procedures for making decision
on corporatc affairs. By doing this it also provides the structure throug
which the company objectives are set, and the means of attaining thos
objectives and monitoring performance, OECD April 1999.

Good governance is also a conscious, deliberate and sustained effort on th
part of a corporate to strike a judicious balance between its own interest an

the interest of \various constituents'in the environment in  which it 1
operating. Striking a balance between leconomic and social objectives an
reconciling the interests of individual, company and society entail
monitoring of the balance between different and often conilicting interes
groups, which is the challenge of good corporate governance. In recent
times, individual shareholders at AGMs have raised issues of human rights
child labor, environment protection etc. and are bging supported by

. institutions.

Objectives of Corporate Governance

Nand Cavernance 1o inteoral to the very avigtence of a comnany. It inspires
and strengthens investor’s confidence by ensuring Comipany 8 COUMILLREHE
to Ligher growth and profits. It seeks to achieve ollowing objectives




1. A properly structured Board capable of taking independent and

objective decisions is in place at the helm of affairs;

2. The board is balanced as regards the representation of adequate number
of Non-executive and independent directors who will take care of the
interests and well being of all the stakeholders;

- The Board adopts transparent procedures and practices and arrives at
decistons on the strength of adequate information;

4. The Board has an effective machinery to sub serve the concerns of

stakeholders: .

5. The Board keeps the shareholders informed of relevant developments

impacting the company; ==

6. The Board effectively "and regularly monitors the functioning of the
Imandgement team; and '

7. The Board remains in effective control of the affairs of the company at

-all times.

(%)

The overall endeavor of the Board should be to take the organization
forward, to maximize long term value and share holder’s wealth.

Ingredients ¢f Good Governance
A study by Mckinsey and company has brought out that:

Almost 75% of investors believe that board practices are as important as
Jinancial performance while taking investment decisions in the longer term.

Most institutional investors give high weight age lo goud corporate
governance as they have q long-term interest perspective.

Tke basic ingredients are:

* Board of Directors has to Set proper organization structure, systems,
norms and processes for direction, supervision and accountability of
their corporate entity.

* A code of best practices covering the constitution of the board, its
various  committees, defining their goals and responsibilities,
exploring preferred internal Systems and disclosure requirements,

® Aﬁdr\]]nfgh”ih_. nf hAaard A directna charal

* lransparency in timely disclosures and right information.



Clarity in responsibilities of Chairman and Managing Director, other
directors through empowerment to enhance accountability.

Quality, competence and track record of the directors.

Checks and balances in governance conforming to laws, rules and
spirit of codes.



Topic 8. Ecological Issues
Learning Objectives:

e To be aware of various ecological problems

¢ To understand the impact that environment has on Economic
- Development '

e To know various steps measures that are being taken on a global level to
save the environment

References:

o Economic of Business Environment by Misra& Puri
s Environment Management by Bala Krishnamoorthy
¢ Environmental management by N.k. Uberoi

e Suggested Reading

¢ Environmental Economics Journal by ICFAI



Background

During the last two-three decades, many experts have drawn attention to the
close links between environment and development. The mad rush for
industrial growth has, over the years led to environmental degradation on a
large-scale accompanied by massive resource depletion. According to the
World Development Kepert 1992, environmental problems can undermine
the goals of development in two ways: "First environmental quality — water
that is safe and plentiful and air that is healthy — is itself part of the
improvement in welfare that development attempts to bring. If the benefits

from rising incomes are offset by the costs imposed on health and the quality
of life by pollution, this cannot be called development. Second,
environmental damage can undermine future productivity. Soils that are
degraded, aquifers that are depleted, and ecosystem.-: that are destroyed in
the name of raising incomes-today can jeopardize the prospects for earning
income tomorrow. Therefore, environmental protection should form a
part of any comprehensive program of industrial development. In this
context, the economists now emphasize the concept of sustainable.

development.

As per the definition coined by United Nations Division for Sustainable
Development, it is “Development that meets the needs of the present withoui
compromising the ability of future generations to meet their own needs.”

Another definition is/ “Sustainability’ implies that the activities are
ecologically sound, socially just, econemically viable and humane, and that
they will continue to be so for future generations.” |

Emphasis in both cases in on “Future Generations” which means that in our
quest for development, we have to keep a perspective which goes beyond
our lifetime and keep the future of human race as a whole-in mind as well.

Sustainable develonment has three dimensions, economic, environmental,
and social. If sustainability is to occur, it must meet needs of all these three
dirrf@g@m. However, the most important factor in sustainability of
development is Environmental. We are reatly dependent on natural
eornrees for awesnistenanee Qtartine fram enme thine ac hasic as airi for
breathing, to fossil fuels for energy generation, most of the natural resources
can sustain only a limited rate of use and abuse. While some resources are
completely non-renewable, others can renew Oy at limited raic. Sustainable




development is demand of the day. We need it not only for us but for our
future generations.

Environmental issue can also be subdivided into following categories: -

fae]

NGO L

Energy;

Forests;

Water:

Land/Industrial Development;

Air/Atmosphere pollution and Climate Change;
Loss of Bio-diversity

Atmospheric changes

Energy: Fossil fuels are examples of non-renewable resource.
Forests can be renewed but at a very slow rate. As per the current
estimates, world stock of fossil fuels will last 50 years at the most.
And therefore, unless alternate sources of energy are discovered,
we may land into energy crisis. Some signs of same are already
visible. Therefore, development of a viable alternate to fossil fuels
before fossil fuels get exhausted is the biggest challenge facing us
today. France had turned to Nuclear Energy to meet its power
generation needs. Its 80% of power geueration is nuclear against
world average of just 6%. India is attempting to expand its basket
of nuclear energy. Otherwise, sun is the cheapest, most sustainable,
most widely available and cleanest source of energy available. But
the real problem is that we are yet to find an economical method of
large scale storage of energy.

Use of fossil fuels is having another impact on the environment,
i.e., increasing level of oxides of carbon like CO;, and Carbon
Mono Oxide. While deteriorating the quality of air for breathing, it
is also causing global warming. Global warming is leading to
melting of glaciers in Arctic and Antarctic regions as also in higher
mountains. Many low lying areas in the world are feared to be
inundated/submerged/lost by increase in sea level.

Forests: Ruthless destruction of farests for wood farming 1
indusuial/economic development is damaging the ecology and

leading to climatic changes like rainfall pattern, CO, level in air,

Flash floods _. Ulless errorts are taken



ensure adequate - forest cover, we may have irreversible
catastrophic changes in climate. o

Water: “Water water every where, not a drop to drink” is a
situation that seafarers often face. But it may be a situation that
cities like Mumbai and Chennai may have to face in the near
future. Water resourcos are getting polluted at increasing rate.
Mithi river in Mumbai, Yamuna in Delhi and Ganga in Kanpur
have turned into stinking sewers. In addition, because of
inadequate irrigation facilities; there is over dependence on ground
water for irrigation. There are many countries like India, where
there is over exploitation of ground water and thus water table is
falling at the alarming rate. Warnings have already been issued by
world bodies about impending water crisis in India, may be just
two decades hence. We have to learn to use, conserve and enhance
our fresh water resources. Ways to recharge the ground water are
necessary lest we leave our future generation thirsty. River
Interlinking Project is one such idea to reduce the dependence on
ground water.

Land: Entire land mass available on earth has_already-been
explored and-there is no more possibility of any new land mass.
World population which today stands at abblrt,-gb'i?lflion 1@
and we need to provision space of living, water and food for them.
We can not afford to waste any land mass due to any nuclear
accidents like Chernobyl. Nor can we afford to lose existing land
mass due to effects of global warming like melting of glaciers and

polar ice cap.

But more impoitantly, we can not even afford to waste any land as
a result of ~areless Industrial Development. Liquid pollutants as a
result of Industrial Development of a region are cause of concern.
Certain industries discharge highly toxic chemical wastes and
release then either to rivers or to open fields from where ground
water gets polluted causing diseases in the local population.
Careless discharge of cement dust from Cement Factories is
affecting cron vield in the surrounding areas due to soil damage by
cement dust. Smoke and Uxides 0T Larbon, ke LU, aitd Lai ol
Mono Oxide are in a.y case almost inevitable products of anj

pmductio‘n process.
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Fact of the matter is that there are very few production industries
which do not have any adverse impact on environment. And the
cost of reducing those impacts is fairly high and can make the
entire process economically unviable. Rich countries are therefore
shifting away from production to knowledge based industries.
Production is getting increasing shifted to developing countries
like India, China, Brazil, Mexico, etc. Developed countries have
almost completely exited from most polluting of all, chemical
industries.

Also, many consumer products, like computers, TV monitors, etc
have highly toxic chemicals and metals like mercury, etc which are
being discarded at increasing rate in every country. These
discarded products find way to poor countries, like India and
China, where poor resident process them to recover some value
(recovery of metals). Remaining plastic and mercury efc gets
dumped in their neighbourhood and pollutes the environment.

Even excessive use of chemical based fertilizers, like Urea, etc,
have negative long term impacts on the ground and water.

Air/Atmospheric_Pollution/ Climatic Changes: These are the
issues which are interlinked. One leads to other. Emissions from
fossil fuels cause air pollution. Increased concentration of air
pollutants is partly responsible for Global warming along with
CFC/Halon gases which have been 1dentified as the major sources
of climatic changes/Global warming. CFC gases have a tendency
to depiete the Ozone layer, and thus increased level of UV rays
causing global warming and skin cancer incidences. Halon gases
are being replaced with other environment friendly gases.
However, Kyoto_treaty, which was supposed to limit CO,
enuission, 1s awaiting ratification by some major offenders since
1988.

Loss of Bio-diversity: "Biological diversity — a composite of
()Pnoﬂfjj‘nfb:maf_i_nn anpariae and ecocvetems st e
wealth i the form of food, fibre, medicine and inputs into
i tria! processes. It supplies the raw material that may assist

auimnan COIMmuitites Lo ad !p‘. 1o [uwure and unforeseen




el1vironm£n}ql stresses. Furthermore, many people value sharing
the earth with numerous other forms of life and want to bequeath
this heritage to future generations.“ Loss of biodiversity
jeopardizes_all this. World Development Report presents some
inforination on species that have already become extinct. This
extinction has been caused principally by human activity. Tropical
forests have the most intense concentrations of species and it is
these forests that have shrunk at unprecedented rates. But other
habitat — coastal and freshwater wetlands and coral reefs — are
also suffering from serious degradation and loss. Studies
conducted in mid-1980s have shown that 65 per cent of original
wildlife habitat in tropical Africa and 68 per cent in tropical South
and East Asian countries have been converted to other uses,

Atmospheric ___Changes: Indiscrimillam,_industrialization,
urbanization and environmental “pollution are bringing about
certain atmospheric_changes which are likely to cause uncertain
and irreversible hazards to future generations. Though complete
knowledge regarding these hazards does not exist, the scientists
have already drawn attention to two hazards — greenhouse
warming and 0zone ¢ depletion.

(A) Greenhouse Effect: The processes of industrialization and
urbanization have led to the' emission of greenhouse gases into the

atmosphere leading to rise in global ‘temperature. The earth's
temperature 1s driven by solar radiation. In the long-term, the
energy absorbed from the sun_must be balanced by outgoing
radiation from the earth and the atmosphere.@_o{fﬁ this outgoing
energy is absorbed and re-emitted by radiative atmospheric_gases
("greenhouse gases"), thereby reducing net emission of energy to
space. To maintair the global energy balances, both the
atmosphere and the surface will warm until the outgoing energy
equals the incoming energy. This is the ‘gre’egggy_s,_c«e'fufgpt’. The

main natural greenhouse gases (CHG) are water vapour, carbon
dioxide, methane, nitrous oxide, and ozone. There are also purely
manmade greenhouse gases, including many ozone-depleting
«ibstances such as CFCs. A tthaugh the likely effects of CHG
concentrations in future are not_yet KNnowi, the scientists expect
theat trapping. resulting in 'globa. warming,' This could, in turn,

resuit 1n drier sous in mid contineital arcas and substantial rise in




sea levels. Tropical storms could also become more_frequent.
According to Ramprasad Sengupta, "The economic effect of global
warming is quite difficult to estimate in view of the vast
uncertainties regarding the spatial distribution of the climatic
variation, However, agriculture, coastal activities, aquaculture and
forestry sectors would have some direct effect due to the links of
‘these economic activities with the climate and ecosystem's
functioning. The rise in_sea level would also involve substantive
economijc loss due to submergence and destruction of life, land and
other natural and man made assets."
L

(B)Ozone Depletion: Ozone depletion is mainly the result of
increasing gtm\osgheric concentrations of chlorine originating from
i CFCs._Although the industrial man-made chemicals CFCs are
useful compounds they do not dissolve in rain _rjgr_ggq_with other
gases in the atmosphere. The CFG gas molecules therefore rise
very high up in the atmosphere to cause substantive damage to
deplete ozone layer, An important consequence of ozone depletion
is an increase in solar ultraviolet (UV) radiation received at the
earth's surface. Ozone depletion could result in an increase in skin
cancers of about 25 “per cent (300,000 additional cases a year)
within several decades and an increase in eye damage from
cataracts of about 7 per cent (1.7 million cases a year). Increased
UV radiation could also have adverse impact on plant productivity,
forestry and natural ecosystems, including disrptior of marine or
aquatic food chain. Thus, the_CFCs indiscriminately used by
certain industries are a serious threat to the lite support system on
earth. 7

Global Concerns

The rapid increase in production of pollutants, particularly_bm@ustrial
units had let to dramatic increase in the levels of concentration of a number
of greenhouse_and ozone depleting gases. The inevitable_null has bee
global warming and damage to _the ozone layer. The burgirlg,fﬁffﬁs—il—f“els
by automobiles and industry are the_major_sources of greenhouse gases.
Other sources include deforestaWandry, de-composition of
waste. and coal mining. A number of gases, including CF(Cs, carbon dioxide,
methane, sulphur (dioxide, and nitrous oxides, contribute significantly-to the
stock of greenhouse gases. Ilowever, carbon dioxide has the biggest impact,
due to its relatively iong lifetime in the atmosphere and the Amassive
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5. Energy education to all classes of society through seminars,
television, radio etc,.

6. Legislations and Regulations

What is an Energy Audit?

An energy audit is a preliminary activity towards instituting energy
efficiency programs in an establishment. It consists of activities that seek to
identify conservation opportunities preliminary to the development of an
energy savings program. Energy today has become a key factor in deciding
the product cost at micro level as well as in dictating the inflation and the
debt burden at the macro level. Energy cost is a significant factor in
economic activity.. The imperatives of an energy shortage situation calls for
energy conservation measure, which essentially mean using less energy for
the same level of activity. Energy Audit attempts to balance the total energy
inputs with its use and ‘serves to identify all the energy streams in the
systems and quantifies energy usage’s according to its discrete function.
Energy Audit helps in energy cost optimization, pollution control, safety
aspects and suggests the methods to improve the operating & maintenance
practices of the system. It is instrumental in coping with the situation of
variation in energy cost availability, reliability of energy supply, decision on
appropriate energy mix, decision on using improved energy conservation
equipment’s, instrumentation’s and technology.

Objectives of Energy Audit

The Energy Audit provides the vital information base for overall encigy
conservation program covering essentially energy utilization analysis and
evaluaiion of energy conservation measures. [t aims at:

o Identifying the quality and cost of various energy inputs.

o  Assessing present pattern of energy consumption in different cost centers
of operations.

e Relating energy inputs and production output.

o Identifying potential areas of thermal and electrical energy economy.

s Highlighting wastage’s in major areas.

far individnal enct cente

aneroy Qavinge r

» Implementation of measures for energy conservation & realization of
savings.



Organizations that have adopted effective energy management strategies and
built successful energy programs have had different results. Consider the
following:

Ford Motor Company has saved over $75 million through effective
energy management.

USAA Real Estate has realized a 5% annual energy savings and
increased the asset value of a California building by $1.5 million due
to energy efficiency upgrades.

Eastman Kodak saved more than $8.6 million in operating costs in
2002 from its energy management efforts. Reduced energy-related
carbon dioxide emissions equivalent to planting 216,000 acres of trees.

Hines estimates the difference in operational costs between its energy
efficient buildings and inefficient buildings at more than $13 million.

Fairfax County Public Schools estimates an annual energy savings of
$4.5 million from energy efficiency improvements.

University of Virginia — Prevented over 5.5 million pounds of carbon
dioxide, 30 million pounds of sulfur dioxide and 9.6 million pounds of
nitrogen oxide from being released to the atmosphere.

The bottom line — good energy management is good business, and adopting
an energy management strategy is a business decision you cannot afford to
ignore.

For effective Energy Management

With the advent of new technologies for alternative or renewable energies
and with gradual phasing out of the conventional energy resources, it has
become necessary to take the following steps for effective -energy
management:

1;
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It is necessary to have a bank of accurate data on all the available
eneigies that may affect a site in any location

Development of the above data into easily understood version for
public to assist in the problem solving process

D he date tn an TraE narcAN
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Management training, organization and implementation




A family business is defined in terms of:

Ownership control by members of a family, or consortium of families.
Strategic influence of a family in the management of the firm.
Concern for family relationships.

The dream of continuity across generations.

/fi the most basic level, in these businesses, family maintains voting control

over the strategic direction of the firm. Family may also be directly involved
in day-to-day operations. Further, multiple generations of family members
could be involved in such operations.

The popular perception holds that the family business is essentially an early
point on a graph of corporate evolution. A successful family firm is expected
to eventually grow beyond the ability of the family to manage and finance it.
The owners would then decide to employ professional managers, and take
the firm public to raise capital ‘from the stock market. The modem
economies are seen as dominated by large corporations listed on stock
exchanges, and owned by an army of dispersed investors, either directly or
indirectly through mutual and pension funds.

In reality, even in the US, nearly 60% of GNP is created by family
businesses, and more than 80% of all enterprises are family-run. Family
bu-inesses account for 66% of gross domestic product and 75% of
workforce in Germany, and 70% of the total sales and net profits of the
biggest 250 private sector enterprises in India. On the whole, more than two-

thirds of all businesses in the world are estimated to be family businesses.

There are several positives and negatives of family business firins. On the
positive side, family firms tend to be more future-oriented rather than driven
by quarterly results; and they tend to preter organic growth based on internal
resources as opposed tc_av:g'iisi.ions-driven growth based on debt. Empirical
studies in (he US suggest that family firms outperform non-family firms on a
number of dimensions, including financial effectiveness, ‘operational
effectiveness (productivity as well as customer service), and social capital

for emblove B B tr oo\ Tleino the Business Week 'CEO

1000', Mc Conaugﬁy, et al., reported family firms to be operationally more
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efficient, more valuable, having higher stock returns, using less debt, and
paying out fewer dividends than their non-family counterparts.

On the negative side, family firms put a low priority on growth goals, avoid
growth strategies, have lower growth rates than start-ups or buyouts, and
neglect strategic and snccession planning. Impediments to growth in family
firms include limited financial resources (on account of a reluctance to share
ownership, and a desire to grow via internally generated funds), limited
marketing resources (reflected in their lower market share, and less
participation in global markets), limited governance resources (few
professional managers, and” goal cenflict between active and non-active
family members), and focus on structurally unattractive industries (with low
capital intensity, and high barriers to entry).

Among family firms, less than 30% survive into the second generation,
barely. 10% make it to the third, and only about 4% to the fourth. Based on
his research on the development of family business in the US, John Ward
(1987) concluded, "The first generation builds the business, the second
generation ‘milks’ or ‘harvests’ it, and the third genelatlon must either
auction what is left to the highest bidder, or start all over again. F amilies run
business houses, by their yay nature, are concerned about stability,
reliability, consistency, enduring values, traditions, love and caring, that
support individual development, and family harmony. They are about legacy
and continuity, not change.

Family businesses tend to put an emphasis_on the succession processes to
ensure a sustainable competitive advantage. The founders or the current
generation play an important role in transferring valuable family experiences
to the successors; however, the successois also have a responsibility to
develop new experiences and legacies in the family business. The average
tenure of the CEO from each generation in family businesses in-the US is
about 20 years, as opposed to only 3 years for a CEO in nca-family
busmesses The family business leaders carry _significant amount of
experiential knowledge, relationships, passion, and innovative spirit. The
performance of next generation is critically influenced by the effeciiveness
with which these intangibles are transferred across generations.

In a family-driven enterprise nenntism  and  fav o
dominate. The effective tamily businesses seek to minimize the negative
cHMt, of business-driven as well as family-driven gulture, and maximize the
positive syneigies. In a fainily busiuess ch wacterized by synergistic family
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and business dlmensmns a more collaboxatlkand democratic approach

positive effects, such as vitality, m,e,amngfulness “exhilaration, and high-
quality relationships. On the whole, based on the family systems theory,
three types of family businesses may be identified:

=N

Family-driven: These family businesses prefer to employ mainly family
members or family-like members, especially in managerial or senior
management positions. Family members maintain_a high level of secrecy
about the business, and use the business as part of their lifestyle. The
members of same generation may_he paid equally, and all members may
receive significant perks from their involvement in the business. On the
whole, there is an explicit commitment to the continuity of the family
business. Further, family involvement tends to take all the following forms:

« Tamily power: based on ownership, management and/or governance.

e Family experience: based on brc broad and deep _dedication of famlly
members to the business. For instance, several fareily members from
several generations may be involved in the business. -

e Family cuiture: based on the family's commitment to the business, and to
maintaining family-oriented values.

Business-driven: These family businesses prefer to employ based on
qualifications; they review the performance of, and compensate both family
and non-far..ly members using similar_criteria. There is no specific
commitment to inter-generational continuity of the family business; the
continuity option is evaluated on the basis of the ability and willingness of
the next generation to develop and grow business.

—

. Family and business driven: These family businesses prefer to Pmploy

family members; however, these family members are evaluated using
criteria similar to those used for the non-family meinbers. Further, family

members are often encouraged to wark outside the family business to gain
alternative experience, and to test their commitment to the family business.
Finally, the role of the different family members in the business varies, with

some mvolvea actlvely as empnoyces and others playing a more passive role
2« resnoneihle haFaholders. On the whale the = iz an implicit commitment
to the continuity of the family business. The underlying vision is that the
integration of family and business imperatives would cultivate (a) a healthy
family, (b) a u\“nfh) business, and (¢) cross-generationai continuity.




Organizational Linkages for Sustainability
To sustain the continuity in the family involvement across generations, and

the continuity in the competitive advantage and its augmentation, five kinds
of organizational linkages need to be created in a family business:

1. Backward Linkages: These include good forums for
rediscovering and rejuvenating family  legacy, bridging
psychological distance between family members and family
branches, keeping a balance of power among them, and offering
full opportunities for participating in furthering of the family
legacy. The significance and relevance of family culture to the
family business must be clearly established, renewed, and
reaffirmed through regular and ongoing formal and informal
forums. Family culture includes an involvement-oriented
commitment to not just customers and shareholders, or employees
and suppliers, but also to the community in which family business
operates. The concept of commitment to these various entities must
be clarified by defining the scope and nature of one's involvement.
Defining the 'first steps' for embarking upon any change in the
natare and scope of involvement is critical, and should be done
through open forums to gain support of all the members.

2.  Descending Linkages: These include good relationships with
prior generation, advisors, and board of directors—internal as well
as external—for transfer of cultural, experiential, and relational
systems. It is a good idea to establish Family Council, which
serves as a Board of Directors, and aids in the transfer of
knowledge, as well as resolution of any disputes or problems. In
addition, a Family Assembly may also be formed, which would
include all members of the family, if the members have quite a
large number.

3.  Forward Linkages: These include good relationships with other
members of successor team for developing a cohesive,

tnterdenandent eultiral  exneriential. and ralationa! svatem. The

high-pertorming family businesses are characterized by a high

degree of interdependence, which allows an independent and non-

intrusive space to cach mefliovel There is a strong m[erdcpenaence



between the past and the future of a family business, as well as
between its different functional activities, its different business
groups, and its different people. To manage this interdependence,
family businesses excel in the skill of accommodation—they are
quick to identify and achieve alignment of the goals of different
members, develop and sustain differentiated role spaces consistent
with the independent interests of each member, establish
procedures that prevent erosion of relationships, and offer non-
threatening forums where members can have a dialogue about their
emotions and unfilled desires on an ongoing basis.

Horizontal Linkages: These include good relationships with non-
family managers and employees, suppliers, and customers. The
non-family employees bring in complementary skill and
experiential and relational capital to the family business, and are
essential to the health and sustainability of the family business. If a
need arises, they. could act as bridging CEOs of the family
business, and as mentors of the next generation; especially when
the next generation is unwilling or unable to learn from the current
generation. They can also help with a new vision, or with new
solutions when the family business is in need for a drastic
redirection and change. The non-family employees also provide a
benchmark of performance against which to evaluate the
performance of the family members. If their role and importance is
not duly recc~nized and rewarded, the non-family employees may
lack commitment to business, regard the systems as unfair, and
perceive the business to be devoid of opportunities for personal
growth. For instance, non-family employees may fear losing out to
less qualified family members in being appointed to senior
positions, not being paid as much in the family business that is not
growth-oriented, and not being offered equity participation.

- Therefore, it is critical 10 involve non-family employees also fully

in planning and setting direction, to establish transparent
performance evaluation systems, to benchmark compensation and
benefits package against comparable family and non-family
businesses, and to involve them in succession plans. Joint
involvement of the familv and non-familv m~mbers in strategv
plans, and business decisions helps promote mutual understanding,
respect, trust, and loyaliy, and ensures that the family culture
permeates and benefits the whole business, Further, non-family



employees should also be given charge of important and
significant projects, based on their interests and abilities.

5.  Ascending Linkages: These include cultivating a sense of
stewardship and responsibility among the heirs dedicated to take
the business to the next level, by allowing them to gain varied
experiences. Many family business owners are prone to delay
succession planning because of a variety of factors, such as lack of
time, fear of loss of control of business, and fear of family conflict.
However, by delaying succession planning, such factors become
more debilitating. Then, when the family business owners quit, a
vacuum is left in the family business, which can threaten its sustain
ability. It is important for the family business owners to clearly
plan (he succession, and recognize the interests and capacities of
different members. There may he a need to restructure the
organization's capital, 10 allow for both voting and non-veting
shares for the successors who are keen on an active management-
oriented involvement in the family business vs. those who are
inclined towards a more passive governance-only involvement.
Further, the rules for defining the roles of the two types of
successors also need to be discussed and clarified. Moreover, this
is the time when the family business owners can make a decision
on whether and how to reward some of the loyal employees, who
may be almost like family members. The business owners could
develop employee stock ownersiip plans, effective immediately or
after the succession, with clear rules on whether those stocks could
be sold to the outsiders, or passed to the next generation of the
employees. The business owners may take the help of their board,
comprising senior family members as well as the outsiders who
have already dealt with the succession issues, for this purpose.

Changing Face of Family- owned Rusiness in India

In the late 19th and the early 20th century, the family-owned businesses
competed with the British-owned companies. ~After India gained
independence in 1947, under the pseudo socialistic regime, the spirit of
entrenrenenrship among the familv-awned huginese comnanies in India was
almosi kiiied. L'he external aebt Crisis i {991 led-to the opening up ot the
Indian sconomy. The family-owned business companies by then had become

usea b2 protectionist ERVIICHINCI tuat ilad ueen created over e )/‘C&U.': it



took them a few years to figure out what was happening. After that, some of
the better-managed family-owned companies responded with a bang. Now,
in the new millennium, the business environment is changing very fast, and
if the Indian family-owned business enterprises want to survive, they need to
change with it. o

Frem Owner Managers to Professional Managers

Family-owned businesses in India have had an owner manager running the
business over the years. During the days of the license raj, the skills needed
for carrying out a business successfully had more to do with lobbying and
liasioning for licenses, permits, financing and concessions, and far less to do

with strategy and operations. The only functions reserved for managers were
those of following instructions.

Since 1991, these skills are no longer as important as they used to be.
Managing a company needs specialized skills. The companies need
professional managers. Management is, thus, for professionals, scion or not.
Family, being the high stake_investor, should exert pressure on the
professional management without involving itself in the day-to-day
operations.

In September, 1997, Vikram Lal, set a precedent at the Eicher group by
renouncing all executive posts at the group despite holding 60.53 percent of
equity, and only heading a supervisory board that will guide. Sunil Bharti
has made it very clear that his children won't succeed him at Bharti. And if
want to join the company, they would have to get a professional degree and
prove themselves first at another company. ’ '

Moving towards Core Competence

In the 1990s, some of the family-owned businesses in India have tried to
concentrate on their core areas, while trying to get out of unrelated areas and
also trying to enter new technology areas. Reliance has successfully
backward integrated in way to glory, and has recently entered the telecom
sector through Reliance Infocom. The Adirya Birla group is trying to
concentrate on a faw core areas. The Parvinder Sinoh oroun is concentrating
just on the health sector through Kanbaxy and Forus heaitn care. 1ne iviai
group is very bullish_about the telecom sector and plans to concentrate its

1 s Il 1

energies on the same. This is an cmerging trend and the family-owned




companies seem to have realized that focus is 1equlred if they want to
survive aud do good business.

Entry into Newer Sunshine Areas

More and more family-owned companies are entering the new business
areas of information technology, biotechnology, entertainment, telecom, oil
exploration etc. Three of the four biggest Information Technology
companies in India, TCS, Wipro and Satyam, happen to be considerably
family-owned. India's pioneer company in bio Technoloay, Biocon, is also
family-owned. Ranbaxy, the biggest pharma major, though very
professionally run, is family-owned. Zee Television, one of the biggest
entertainment companies in India, is owned by Subhash Chandra Goyal.

From Followership to Leadership

The Tatas were one group. which hired people who had the ability to lead
people. Nani Palkhiwala, Russy Modi, Sumant Mulgaonkar, Darbari Seth,
Freddie S Mehta, to name a few. This trend is catching on with more and
more family-owned companies in india. Wipro is another company, which
hires who can inspire others. A large bunch of Indian family-owned
companies would still like to hire yes-men, but in the future, with changes
happening so fast, companies need leaders of men and not yes-men.

Corporate Governance, Fad or Fiction

Corporate governance in India has basically been influenced by three
reports: a) Report oil the task force set up by CII in 1997; b) The Report of
Kumara Manglam Birla Committee which was sponsoted by the SEBI in
1999; ¢) Report of RBI Advisory Group published in March 2001.

Boards of most of the family-owned business enterprises in India, over the
years, had only a single point agenda i.e. the protection of the controlling
interest of the owners. But, now that SEBI has made it mandatory for listed
companies to follow corporate governance, the family-owned enterprises
have had to appoint independent directors on their boards. A few famlly—
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Reddy's - Laboratories, Godrej Consumer Products, Muruguppa Group,
Wipro etc.



Breaking the Glass Ceiling

Since the beginning of family-owned business enterprise, the male members
of the family-owned business enterprise have been considered the hands on
custodians of its ambitions. In recent times, a few women have also taken
charge of the family-owned business organization. Shobhna Bhartia, the
daughter of KK Birla, is the Group President of the English daily, The
Hindustan Times. -

Corporate Social Responsibility

Corporate Social Responsibility is the lat
business enterprises. Many family-owned business enterprises, over the
years maintained a certain level of commitment to social and charitable
cause. The main expenditure of the Tata group is on rural development,
which includes community health, women and children. The Aditya Birla

group, with a spending of Rs 57 cr.

Acquisitions/Takeovers

Most of the first generation Indian entrepreneurs were greenfield men,
preferring to build their own companies rather than buy what others had
erected. Over the second and the third ge-=rations, that attitude seems to
have changed. Family-owned business enterprises in India have been
acquiring companies during the recent few years. Few of the examples are
Wipro acquiring Spectramind, JK Singhania group acquiring Color Plus, AV
Birla group company Indian Kayon in the last few years has acquired a host
of brands, Reliance recently acquired IPCL and BSES, while Aditya Birla
group took over the cement division of L&T. This trend will catch on in the
near future with family-owned business enterprises trying to acquire
comnanies to consolidate their position in their areas of strength and also to
achieve inorganic growth in newer areas.

From Centralization to Management by Consensus
Most of the family-owned businesses in India have been highly promoter-

driven. So, over the years, this has led to a lot of centralization, with a single
individuai making the majority of decisions (i an Organizaiioi. Vel the




years, business become more specialized and decisions now need to be taken
by profession who are closest to the situation, rather than the man at the top.
Caste No Bar

Most of family enterprises had members of their caste and kin in sensitive
positions. . Birla's all trusted lieutenants were Marwaris. Dhirubhai Ambani
also started his relatives and Guijratis being at the helim of affairs at Reliance.
With liberalization in the 1990s, the situation has changed, to a certain
extent. Competition becomes fierce and survival is at stake. Business
families increasingly have looking outside their caste for talent. In functions
like marketing and product development, professionals are being employed.
Family-owned business enterprise seem to have woken up to the fact that
they need to hire the best person for the job, irrespective of which caste
he/she comes from.
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Resource Management

Resource management is the efficient and effective deployment of an
organization's resources when they are needed. Such resources may include
financial resources, inventory, human skills, production resources, or
information technology (IT).

In any economy and every industry, companies compete for customers and
resources. Competition means there will be winners and losers. Winners of
economic competition create products and services that customers value and
in doing so they create job and opportunities for employees and investors.
Cost management information help the winners to increase customer value
by helping to manage quality and reduce cost by identifying opportunities to
eliminate wasteful processes and practices. For example, cost management
information may indicate that an organization could reduce cost by using
services by other who specializes in providing them. This is the main reason
why in present scenario Business Process Outsourcing provides a rich new
source of competitive advantage.

Business process outsourcing (BPO) is defined simply as the movement of
business processes from inside thc organization to external service
providers. With the global telecommunications infrastructure now well-
established and consistently reliable, BPO initiatives often include shifting
work to international providers, five BPO international hot spots have
emerged arotind the globe, although firms from many other countries are
specializing in various business processes and exporting services;

. India. Engineering and Technical

. China. Manufacturing and Technical
. Mexico. Manufacturing

. United States. Analysis and Creative
. Philippines, Administrative
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Each of these countries has complex economies that span the range of
business activity, but from a BPO perspective they have comparative advan-
tages in the specific functions cited. BPO is considered as a means of
G B

nating husiness nracsaces that are nat nart of the core camnatancra of
18tine business at 3 he cor

the organizations. Back-office functions such as payroll and oenefits

administration, customer ser\ ce, call center, and technical suppoit are just a
few of the processes :

that . organizatio all sizes have
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Outsource to others whe Specialize in those dreas. Removing back-offj
functions from theiy internal operatjons enables organizations to redu
Payroll and other overhead costs. In the next 15 years, Forrester Resear
predicts that 3.3 million service Jobs will move to countries such as Indj
Russia, China, apd the Philippines. Earlier BPO adapters among fortune 10 -
companijes include IBM, American Express and General Electric.

HR (Human Resource) Management - The science of allocating humay
resources among  varjoys 'projects or business “units, maximizing the
utilization of availaple personnel resources to achieve business goals: anc
petforming the activities that are necessary in the maintenance of that
workforce through identification of staffing requirements, planning and
oversight of payroll and benefits, education and professional development,
and administering their work-life needs. The efficient ang effective
deployment of an organization's personnel resources where and when they
are needed, and iy Possession of the ton|s. training and skis required by the
work.

Knowledge Management (KM - Knowledge is fui] utilization of
mformation and (ara coupled  with  the potential of peoples skills,
competencies, jdeas. Intiitions, commitments and motivations. In today’s

ceonomy, knowledge is people, money;, learning, texibility, power and
competitive advantage. Knowledge is more relevant to sustain Business than
Capital, labor or land. f\'cvei'theiess, it remains the most neglected asset. For
Knmviedge to be of value it must be focused, current, tested and shared.

Knowledge Mmanagement often encompasses identifying and mapping
intellectual assets within the organization, generating new knowledge for
Competitive advantage within the organization, making vast amounts of
corporate informatjop accessible, sharing of best practices and technology
that enables a]; of the above — including groupware and intranets.

Fnowledge Management is concerped with organizing knowledge
Iepositories (data bases etc.) so as to allow for easy retrieval and exchange
of the informatjop Stored therejp.



