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The Business Environment

Assessment 1

Q. 1: Short questions: 

[bookmark: _GoBack]i. What is meant by Exim policy?

Shortened from Export and Import policy, the Exim policy sits within the economic policies section of the economic environment. Formed under the Indian Government, the Exim policy governs the foreign trade policy of India and is regulated by the Foreign Trade Development and Regulation Act, 1992. The Directorate General of Foreign Trade (DGFT) is the main governing body concerned. The Exim policy runs for 5 year periods, currently 2015-2020. Sub-policies for Imports and Exports sit within the Exim policy. 

The aim of the policy is to increase exports (maximising through promotion) and to regulate and manage (decreasing) imports into India. It aims to stimulate economic growth working with the global markets to achieve maximum benefits for India such as global opportunities and access to essential raw materials & consumables etc. Focus is to enhance India’s industries, create new employment opportunities and to encourage the attainment of international standards.

Duties/levies are imposed by the government under the Exim policy and current focus is to remove barriers and reduce these duties.



ii. Identify the types of non-economic environment in the following cases:

(a) Demand for new clothes increases during festive season.

The social environment concerns the behaviour of society and influences the demand for new clothes during the festive season. As an activity contributing towards cultural celebrations within a society, the purchase of new clothing boosts retail sales, and a business marketing products of this nature effectively will record an increased turnover during this season.

In addition, a positive social link is formed between society and businesses supplying goods and services that fit with the sentiments of that society. An example of this is the supermarket promotion of rich food items and luxury goods, Christmas cards, trees and decorations during the festive season. 

(b) Computer has outdated typewriter.

The technological environment covers issues such as out-dated computer technology. It is concerned with the methods, techniques and approaches used in order for a business to produce and distribute goods and services. Improvements in this area could include the automation of production line tasks (such as installation of machinery robots) or fingerprint scanning technology used to confirm identity for accessing business areas/systems.

The technological industry is very fast paced and it is important to keep up with the latest developments, and also to invest in research for innovation, in order to remain competitive in both the current and future business marketplace. Eg. Internet website advancements adopted by many businesses now enable consumers to transact fast and secure online banking payments. Businesses failing to provide this facility in the current market would lose custom to competitors.

(c) Sugar factories are being set up where sugarcane is grown abundantly.
Sugar factories set up where sugarcane is grown in abundance is an example of how a natural environment has influenced a business decision. By locating near the source of input, production costs reduce for the company (eg. transportation costs hence reduced environmental impact also) and local employment opportunities are created for the community. 

A natural environment is also concerned with the sustainability of natural resources for the future. Government policies determine legal environmental requirements and organisations such as the Natural Environmental Research Council (NERC) work to provide scientific research to assist in industry awareness of environmental issues and developments.	

(d) Availability of skilled labour in a particular region.

The availability of skilled labour in a particular region relates to the demographic environment of the country. The population size, density, distribution and rate of growth determine the current and potential future labour supply of a geographical area.

Locally, the high density of university graduates in a university city (eg. Cambridge) encourages specialist businesses to set up in the nearby area. On a global scale, Pakistan’s textile industry, exporting to the UK and many other nations, has an abundant labour supply due to the high population growth rate in developing countries.



iii. How does demographic environment of business influence the business activities?

Demography is the study/science of population. The key demographic factors are population size, density, distribution and growth rate. Education, age ranges, social status and wealth, race and religion, language and other associated factors are also studied within demographics. All of the above influence a business and its activities, as they determine the current and potential future labour supply (including its mobility) and also the level of demand for its products or services.

A demographic environment with a high population density and growth rate (such as in developing world countries) would provide a large often low-skilled labour supply suitable for eg. certain farming operations where wages costs would be relatively low, increasing the profitability of a business.

The education level of a population indicates the workforce’s specialist knowledge or potential career development opportunities within the business and the age range could indicate the potential flexibility of staff to relocate to another geographical area should future business needs require.

An environment consisting of mixed races and religions would provide a diverse and culturally enhanced workforce but could pose specific challenges (eg. language barriers, differing cultures and expectations) and in extreme cases, maybe even threats of unrest, and so specific awareness and employee management would be required by the business owners/leaders. Differing ethnicities would require differing products from the marketplace also.

The social status and wealth of the population also determines the type of products and services that would generate high sales. A business would need to research this and market their goods/services according to their target audience in order to succeed.


iv. Describe the importance of business environment for a business firm.

Business environment is key to the success of a business firm. It refers to the climate or conditions in which the business operates. The business environment is divided between Internal and External - the internal environment relating to those factors that a business can influence or change and the external environment, the factors that it has no influence over. Both are important factors influencing the success of a business. The external aspects can be further sub-divided into micro and macro environments (as noted below). It is essential to build good working relationships particularly with those within the micro environment of a business and closer to operations.

The internal environment comprises of the factors necessary in order to achieve a smooth running business. These include finance, assets, the structure, staff attitude and skills. A company vision, mission statement and objectives should be created. It is essential to form a Board of Directors to deal with top level decision making and to lead the company. A positive culture needs to be formed and adopted by the majority of staff to maximise business opportunities. Company and brand image is also very important, as are internal company functions such as Human Resources (HR).

The external environment is concerned with the marketplace, a business’ suppliers, brokers, customers and competitors (micro), the financial economy (macro), technology (macro), legal and political conditions (macro) and the social environment (macro). 

A business needs to develop good supplier relations in order to have confidence in this part of the supply chain. Alternative supplier options are also advised, often considered when business continuity planning. Brokers, eg. Insurance intermediaries or legal advisors), also assist a business in the effective management of certain risks &/or legal requirements. Customers are vital to any business and it is important to identify current needs and consumer trends. It is essential to research competitor activities in order to gain and maintain a competitive advantage over competing firms. A strong economy encourages confidence in the marketplace for both UK consumers and foreign investors, and also improves the wealth of potential buyers, increasing sales. Conversely, a recession limits consumer spending. 

Technological advances are constant and a business must work hard investing in research and capital in order to keep pace with the latest developments. The current serving political party also has great influence on the success of a business, in the policies that it sets (such as administrative tasks) and the taxes (costs) that it imposes. Businesses are also bound by current business legislation such as the Management of Health & Safety at Work Regulations 1999.
The social environment also plays a key role in the success of a business, from the desire to purchase a business’ goods or services to its integration into the community. Thorough research is recommended to ensure a product’s suitability in the marketplace and the suitability of the locating area to the business.

SWOT (Strengths, Weaknesses, Opportunities & Threats) and PESTEL (Political, Economic, Social, Technological, Environmental & Legal) methods of analysis are used to assist businesses in identifying key areas of focus. The outcomes enable businesses to continually learn, improve their performance and enhance their position within the marketplace. 



v. Explain the social responsibility of business towards different groups.

Business has a social responsibility towards society to contribute to the local community. It is expected to show leadership in improving conditions and to invest resources into the betterment of society. Contributing towards environmental issues (eg. developing processes to eliminate/reduce harm to the environment) is one way in which this is achieved. An example would be tuna fish being caught using dolphin friendly methods. Packaging is labelled appropriately to address this environmental and social issue. A business may also show support by sponsoring a local charity/organisation or by offering representation on a community interests’ panel. Business open days welcoming visitors onto site for social events are another good way of improving public relations and integrating into the local community.

Employees of a business are entitled to safe working conditions, fair wages or salary and reasonable employee rights and benefits (eg. annual leave allowance, pension and equality rights). From 1st April 2016, the UK now operates a National Living Wage (NLW) in addition to the National Minimum Wage. The new NLW applies to employees who are aged over 25 years and not in their first year of employment.

A business has a social responsibility towards its shareholders, who are entitled to a fair return on their investment. Shareholder payments are made in the form of dividends based on the profit made and the level of risk involved, hence paid in equal proportion to their shareholding. For example, an employee with a 5% shareholding in the company will receive 5% of the overall dividend payment to be paid out. A meeting must be held with minutes documented as agreement of any dividend payments.

The Government is another stakeholder whom a business has social responsibility towards. A business has a duty to obey the legal requirements for businesses, maintain lawful practices, and to declare information honestly (eg. data for tax calculations/payments). 

A business must also accept social responsibility towards consumers. Quality goods and services must be provided at reasonable prices with appropriate, not misleading, advertising. They are also obliged to provide an adequate customer complaints’ facility under the Consumer Rights Act 2015.


Q. 2. Legal environment is one of the essential areas to concentrate on while starting or working on any business. Discuss

Legal environment is one of the non-economical (macro) environments concerning a business, and as such is uncontrollable by a business. It is determined by the legal systems of countries which vary from one country to another. Businesses must obey the domestic laws of their country, foreign market laws and globally passed business laws. Laws exist to regulate businesses by restricting their activities and placing obligations on them. Covering most areas of business, various codes and practices also exist. They provide clear company guidance relating to specific topics, facilitate common business practices across industry and encourage best practice amongst companies in the field concerned. This information can be interpreted as either helpful or a hindrance to a business, depending on the company vision, business culture and resources available.

Businesses are legally obliged to comply with all related legislation and therefore the legal environment is one of the essential areas to concentrate on while starting or working on any business. Legislation exists covering a vast range of business topics such as company law, weights and measures, consumer protection, Trade Marks, and the competition law. It is important to identify the key legislation affecting a business in order to ensure compliance in a timely and efficient manner and to promptly respond to any legislative changes. A business/legal advisor or government website can provide this guidance. Without clear direction, a business could allocate too much time and resource into legal research and administrative tasks at the expense of other essential business areas such as monitoring consumer trends and competitor activities, and horizon scanning for future technological developments. It could be argued that the legal environment stifles entrepreneurial flair, as too much resource is spent on complying with legislation rather than researching into new market areas or innovative projects. 

Hefty penalties in the form of fines, loss of trade deals or even temporary or permanent closure may be imposed on a business in the event of legal non-compliance. Damaging publicity would also ensue.

If a business was to proceed without first checking its legal obligations, costly errors could be made such as a non-compliant product being produced for a market or trade deal assumptions made which cannot legally be carried out across globally markets.

To conclude, I feel that it is essential to invest time into ensuring legal compliance but to take specialist advice to reduce the burden on company resources and enable the business to concentrate on its business plan objectives.


Case Study

William Simpson opened a news agency as a sole trader in 1998 with the help of his wife. He had previously worked for a supermarket but wanted a new challenge. It cost him £7000 to set up but he was left to work long hours when his wife fell ill. He employed an assistant manager but the shop began to lose money.

1. Using examples from the case study or from your own knowledge, explain the meaning of;

a) limited liability company   b) partnership

a) A limited liability company is created to limit the personal liability of business partners. A flexible type of business, it is a combination of a corporation and a partnership. Whereas in the above case study, William Simpson would be legally responsible for all business activities and any debts as the news agency began to lose money, had he created a limited liability company, this burden would have been shared. The limited liability partnership allows for one or multiple members (internally or public members).

The advantages of the limited liability company are that an individual’s liability is limited (unlike a partnership) and a business of this type has the flexibility to decide how it wishes to pay tax – as a sole proprietor, a partnership, or a corporation.

b) A partnership is a business comprising of two or more individuals/partners sharing the same vision and aims, and working towards the same goals for economic gain, where each partner has unlimited personal liability if the business is sued. The share of partner liability is based on the individual’s capital investment into the business. For example, William Simpson invested £7000 into the start-up of his business. Had he gone into partnership with another individual, Andrew Smith investing £3500, then the total capital investment would have been £10,500. Any legal costs incurred by the partnership would have been split on a two-thirds/one third basis between the partners, William Simpson and Andrew Smith respectively. So if, for example, the partners were found to be jointly liable for injury to a member of the public whilst on their premises, and costs of £1,500 were awarded, William Simpson would be responsible for £1,000 and Andrew Smith £500. Public liability insurance cover protects against such costs and is highly recommended. In the event of professional negligence cases, often linked to legal professions, sums awarded to the successful claimant can be very high and so it is common practice to take out professional indemnity insurance to protect against this business risk.

The profits of a partnership business are also divided between partners according to their share of the company.

In the above case study example, William Simpson could consider converting his sole trader business into a partnership to inject additional finance into the business. This would, of course, reduce his profit share, but could secure the business future.  

 

2. Describe the advantages of being a sole trader

A sole trader has full ownership of a business, control over the internal environment and business activities and takes the full share of any profits made. The owner can also decide how much to pay themselves from the business as wages or drawings.  

The set-up of a sole trader business is less onerous than other organisation types and is subject to less regulation, for example, it is exempt from the Companies Act 1985. There is no requirement to hold an Annual General Meeting (AGM) etc. and less accountability to others as it has no shareholders.

A sole trader has the right to decide all the internal aspects of his business, providing he is keeping within the legal requirements of the nation/s that his business is operating in, including global business legislation. He may determine the organisation’s vision, aims and goals, and put in place the structure to deliver that business strategy. He will decide on which assets to purchase, the level of research and development, innovation and marketing methods amongst many other aspects of a business. He has an independent role and often experiences greater job satisfaction than an employee of a business.

Benefits of a sole trader business also include the avoidance of issues such as partnership disputes over business delivery ideas or how the capital should be invested, and business decisions can be made promptly in response to the changing environment. Larger companies require director consultation and Board meeting decisions before proceeding on significant issues. 

The sole trader will influence the level of growth of the business, its culture and image, by creating an effective recruitment and training policy. With a small business, he can ensure a consistent business message is communicated and personal customer service achieved. 

Once a successful business is established, the sole trader will gain respect in the community and the opportunity to build a good reputation for the future.


3. Point out the reasons why a third of sole traders cease trading within their first year of trading?

A sole trader’s first year of business is the most risky for a number of reasons. The amount of capital to be invested has to be carefully considered with a clear business plan in place. The initial year of trading is likely to have considerable set up costs, from premises (usually lease) costs, purchase of stock, machinery and equipment costs, vehicle costs & travel expenses, marketing (advertising, web design, artwork etc.), insurance and professional services (eg. accountancy). If a sole trader fails to manage his business funds effectively, his business would fail. As pre-determined by the type of business, he has unlimited personal liability and so is personally responsible for all accumulating debts. If, for example, a trader over orders on stock or holds too much for too long a period, hence damaging his cash flow position, this will cause significant issues elsewhere in the business. If sales are slow, there will be less cash available to re-invest in the business at a time when it is most needed. It may be wise to spend modestly in certain less significant business areas (eg. a company car perhaps) until the business is established. A sole trader is also more limited to the amount of money that banks and other business lenders will offer him than a larger company would be.

Another of the main reasons why sole traders cease trading within a year is failure to research the business environment sufficiently. It is vital to the success of a business that it has adequately researched (and continues to monitor) the level of demand for its goods or services in the geographical area concerned. Most sole traders start up as local businesses (eg. hairdressers or plumbers). Taking a new hairdressing business as an example, a sole trader looking to set up a new hair salon in a town should consider the potential client base, gender and age ranges, and the social environment of the area. He/she needs to ensure that the client base that his/her business plan is aimed at fits with the social environment. Does the business have the right image to succeed in this market? Should you market as a vibrant, young, contemporary new salon (to fit into a fast-paced city type environment maybe) or more of a relaxed, traditional style salon?

If there are already a number of businesses offering similar products or services, what is your competitive advantage? Is this enough to secure a successful business? If there is no clear competitive advantage, or the market is already saturated, the business would be likely to fail. Lack of research into business competitors and their activities can also lead to business failure. Using the hairdressing example, are you competing with established top salons with hair stylist awards? If so, is this a threat to your new business or an opportunity to attract customers by offering a more competitively priced hair cut? 

A business must keep track of competitors pricing structures, new services offered along with technological advancements introduced in the marketplace (eg. social media advertising) in order to keep up or lead the way. It is essential that a sole trader is aware of all aspects of the business environment particularly in the first year of trading. 

Poor quality products also result in early business failures. A product must be fit for purpose, satisfy the legal standards (eg. CE safety marked) and comply with trading standards regulations. Eg. An electrical product that was found to overheat causing potential fire hazards would be recalled and cause damage to the business image or brand, particularly if legal action was taken. In addition, a product must appeal to its intended consumer market, be suitably on-trend and fit with the business’ social responsibility. 

Inadequate marketing of a business’ goods or services is another main reason why a third of sole traders cease trading within their first year. If the quality of marketing materials is poor, inappropriate and/or not targeted at the correct consumer audience, or gives a confused message, the business will fail.



Assignment 1 - Additional References
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