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(The Business Environment) L <594

Factors that impact business

Legal issues

Global environment
Social and cultural factors
Economic conditions

Technological factors
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Factors that impact business (cont.)

Legal issues: Government requirements and
laws, taxes, licensing

Global environment: Off-shoring

Social and cultural factors: Diverse
workplace, ethnic diversity of customers,
language barriers, different ways of doing
business

Factors that impact business (cont.)

Economic conditions: During prosperous
times—low unemployment rates, increased
investments by individuals, increased spending

During adverse conditions: High
unemployment rates, decreased spending,

decreased saving

Technological factors: New equipment, new
software/hardware
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Reacting to factors

Brainstorm ideas for how businesses would
react to the factors impacting them.

Legal issues

Global environment

Social and cultural factors

Economic conditions

Technological factors

Additional Issues

Business ethics
Defined as the moral or ethical problems that can
arise in a business setting; and any special duties
or obligations that apply to people who are
engaged in business.

Business trends

Defined as the general tendency or direction in a
market or industry.

Additional Issues

Relationship between government and

business
In the U.S. economy, the government’s role is to
protect consumers, businesses, and society.

This role has evolved over time.
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Example with 3 goods
For goodi=1.2.3
C; = the amount of good i in the CPI’s basket

P;, — the price of good i in month ¢t
E, — the cost of the CPI basket in month ¢t

E,, — the cost of the basket 1n the base period
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ENVIRONMENTAL INFLUENCES ON
BUSINESS

The term Environmental analysis is defined as “the
process by which strafegists monitor the economic,
governmental, legal. market, competitive. supplier,
technological, geographic, and social cultural settings
in order to determine opportunities and threats to their
firms/company/organization™.
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According to Barry M. Richman and Melvyn Copen
“Environment factors of constraints are largely if not
totally external and beyond the control of individual
industrial enterprises and their arrangements. These are
essentially the “givers” within which firms and their
managements must operate in a specific country and
they very. often greatly from country to country.”

According to Glueck and Jauch

“The environment includes outside the firm which can
lead to opportunities for or threats to the firm
Although, there are many factors, the most important of
the sectors are socio—economic, technical. supplier.

competitors, and government.”
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These definitions clearly reveal the following

important factors:

* Strategist looks on the environmental changes
while to analyze the threats of the business along
with searching and offering immense opportunities

to business enterprises in the market.

* A successful business enterprise has to identify,
appraise and respond fo the new dimensions of
various opportunities and threats in its infernal and

external environment.

+ Successful businesses not only recognise
activities but also the different elements in the

environment.
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Various Approaches of Identifving and Reporting
Environment Components

There are many distinct but similar approaches
available in categorizing business environment
components. Jauch & Glueck (1988) identified
business environment components info three sets
namely general, industry level, and internal This
concept became very popular and holistic among the
many academicians. They identified five major
components including political-legal, socio-cultural,
economic, technological, and climatic factors of
general business environment. Industnial and general
level business environment are grouped mto external
business environment.

Many writers coined Political, Socio-cultural,
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7

Economic, and Technological factors as PEST
Political and legal components are sometimes
separated and PESTEL is also used as an acronym.
Some others address these external environment
components as Social. Technological, Political, and
Economic (STEP) factors. Including natural
environmental factors into this set social
technological, economic, environmental and political
(STEEP) model is presented. The same natural
environment is also taken as a distinct component:
therefore, it is sometimes addressed as Socio-cultural.
political legal, Economic, Natural, and Technological
(SPENT). Cartwright identified an acronym
SPECTACLES to address the set of ten exfernal

environment components such as Social, Political .
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Economic, Cultural. Technological, Aesthetic,
Customer, Legal. Environmental, and Sectoral.
External business environment are grouped into
remote environment for general and operating
environment for task or industry level business
environment.

However, it is important not to just list PESTEL
factors because this does not in itself tell managers
very much. What managers need fo do is fo think
about which factors are most likely to change and
which ones will have the greatest impact on them 1.e.
each firm must identify the key factors in their own
environment. When analyzing, companies such as
Sony, Chrysler, Coca Cola, BP and Dispey it is
important to remember that they have many different
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parts to their overall business - they include many
different divisions and in some cases many different
brands. Whilst it may be useful to consider the
whole business when using PESTEL in that it may
highlight some important factors, managers may
want fo narrow 1t down to a particular part of the
business (e.g. a specific division of Sony); this may
be more useful because it will focus on the factors
relevant to that part of the business. They may also
want to differentiate between factors which are very
local. other which are national and those which are

global
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Macro/Remote Environment

Macro environment is largely external fo the business
enterprise.  Macro  environment factors are
uncontrollable factors and beyond the direct
influence and control of the organization. Its factors
are powerfully influence to its functions. External
environment consists of individuoals, groups,
agencies, organizations, events, conditions and
forces. These are frequently contacted by the
organization for its functions. It establishes good
interaction and interdependent relations in form of
conducts business transitions. Proper designing and
administration of macro environment enable
appropriate strategies and policies to cope with and
make changes.
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Macro Environment Elements
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ECONOMIC ENVIRONMENT

The economic enviromment constitutes of economic
conditions. economic policies, and the economic system

that is important to external factors of business.

The economic conditions of the country include:

» Wature of the economy of the country.

* The general economic situation in the region, conditions
in resource markets like money material market raw
material components, services, supply markets and so on
which influence the supply of inputs to the organization,
therr costs, quality, availability and reliability of supply of
products and services.

» It determunes the economic strength and weakness in the
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market.
* Purchasing power of the individual depends upon

the economic factors like current income, price,
savings, circulation of money, debt and credit
availability.

* People income distribution pattern analyses the
market possibilities and impacts on enterprise.

* Development process of the country.

* Availability of economic resources of the country.

* The level of the economic income of the country.

* The distribution of income and assets of the country.

* Public finance of the country.
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These are the very important determinants of business
strategy in the organization for formmlating, implement
and controlling of economic policies. Economic
environment refers to the nature and direction of the
economy Wwithin which business organization are to
operate. For instance. in developing country, the low
income may be reason for the very high demand for the

product and services of the business.

In countries where the investments and income are
steadily and rapidly rising, business prospects are
generally bright and further investments are encouraged.
In developed economics, replacement demand accounts
for a considerable part of the fotal demand for many
consumers durables where as the replacement demand is

negligible in the developing countries.
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Money is the lifeblood of any business organization and
the economic system. The economy consists of micro-
economics and macroeconomics. Micro and macro
elements are important from the point view of strategic
decisions. Strategist must scan. monitor, forecast, and
assess the following critical elements of the macro and
MICTo SCONOmIC environment:

* Economic system

= Nature of the country economy

* The monetary and fiscal policies

* Autonomy of the economy

* Functions of economics

* Factors of productions

* Economic trends and structures

* Fconomic policy statements and structure

* Fconomic legislation
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* Economic problems

* Import and export policy

» Tax rates= Interest rates

» Government budget deficit

* Consumption pattern

*» Price fluctuations

* (Global movement of labour and capital
* Stock market trends

» Coalitions of countries and regional states
* Availability of credits

* Inflation trends in country

* Unemployment trends

+ Foreign country economic conditions

* Petroleum Exporting Countries (OPEC)) policies.
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Economic environment encourages liberalizafion,
privatization and globalization of the economic
policies in the business environment Every
country’s development is based on the economic
environment activities that focus fo the development

process of the country.
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