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FOREWORD

The National Curriculum Framework (NCF), 2005, recommends that
children’s life at school must be linked to their life outside the school. This
principle marks a departure from the legacy of bookish learning which
continues to shape our system and causes a gap between the school,
home and community. The syllabi and textbooks developed on the basis of
NCF signify an attempt to implement this basic idea. They also attempt to
discourage rote learning and the maintenance of sharp boundaries between
different subject areas. We hope these measures will take us significantly
further in the direction of a child-centred system of education outlined in
the National Policy on Education (1986).

The success of this effort depends on the steps that school principals
and teachers will take to encourage children to reflect on their own
learning and to pursue imaginative activities and questions. We must
recognise that, given space, time and freedom, children generate new
knowledge by engaging with the information passed on to them by adults.
Treating the prescribed textbook as the sole basis of examination is one
of the key reasons why other resources and sites of learning are ignored.
Inculcating creativity and initiative is possible if we perceive and treat
children as participants in learning, not as receivers of a fixed body of
knowledge.

These aims imply considerable change in school routines and mode
of functioning. Flexibility in the daily time-table is as necessary as rigour
in implementing the annual calendar so that the required number of
teaching days are actually devoted to teaching. The methods used for
teaching and evaluation will also determine how effective this textbook
proves for making children’s life at school a happy experience, rather than
a source of stress or boredom. Syllabus designers have tried to address the
problem of curricular burden by restructuring and reorienting knowledge at
different stages with greater consideration for child psychology and the time
available for teaching. The textbook attempts to enhance this endeavour
by giving higher priority and space to opportunities for contemplation and
wondering, discussion in small groups, and activities requiring hands-on
experience.

The National Council of Educational Research and Training (NCERT)
appreciates the hard work done by the textbook development committee
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responsible for this book. We wish to thank the Chairperson of the advisory
group in Social Sciences Professor Hari Vasudevan and the Chief Advisor
for this book, Professor D.P.S. Verma (Retd.) Delhi School of Economics,
University of Delhi and Dr. G.L. Tayal, Reader, Ramjas College, University of
Delhi for guiding the work of this committee. Several teachers contributed
to the development of this textbook; we are grateful to their principals for
making this possible. We are indebted to the institutions and organisations
which have generously permitted us to draw upon their resources, material
and personnel. We are especially grateful to the members of the National
Monitoring Committee, appointed by the Department of Secondary and
Higher Education, Ministry of Human Resource Development under the
Chairpersonship of Professor Mrinal Miri and Professor G.P. Deshpande,
for their valuable time and contribution. As an organisation committed
to the systemic reform and continuous improvement in the quality of its
products, NCERT welcomes comments and suggestions which will enable
us to undertake further revision and refinement.

Director
New Delhi National Council of Educational
20 November 2006 Research and Training
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NoTE TO THE TEACHER

As you read through this textbook, you will develop an understanding of
the environment in which a business operates. The textbook discusses
emerging modes of business in the context of entrepreneurship
development, ethics in business and corporate social responsibility, small
scale industries, intellectual property rights, goods and services tax, and
many other contemporary issues in the conduct of internal and internal
business scenarios. Due emphasis is laid on entrepreneurship and
innovation in unorganised sector along with content from corporate world.
This will enable the learners observant of their immediate surroundings
and business environment.

You will find additional reading material, interactive activities, stories
of innovation and entrepreneurship, etc., as enrichment material for self
learning. You will find newer e-resources under embedded QR codes
(accessed via e-pathshala app) at various intervals.

The textbook is updated in the light of The Companies Act 2013, and
the content is modified in accordance to new provisions of the Act 2013
in respective chapters.
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PRINCIPLES OF

MANAGEMENT
CHAPTER

Guiding Principles of Toyota Motor Corporation
Toyota follows certain well-defined business principles guiding LEARNING
its functioning. These are: OBJECTIVES
I. Honour the language apd spirit of law of every nation and After studying this
undertake open and fair corporate activities to be a good
corporate citizen around the world. chapter, you should
2. Respect the culture and customs of every nation and be able to:
contribute to economic and social development through
corporate activities in local communities. = State the
3. To provide clean and safe products and to enhance the meaning, nature
quality of life everywhere. and signiﬁcance

4. Create and develop advanced technologies and provide .
outstanding products and services that fulfil the needs of of prlnC|pIes of
customers worldwide. management;

5. Foster a corporate culture that enhances individual creativity
and teamwork value, while honouring mutual trust and
respect between management and labour. principles and

6. Pursue growth and harmony with global community through techniq ues
innovative management.

7. Work with business partners in research and creativity to
achieve stable, long-term growth and mutual benefits and be Management; and
open to new partnerships. These principles, will guide the
company in its global vision 2010. This global vision envisages N
continuous innovations in future, use of environment friendly principles of
technologies, respecting and working with different sections of management.
society and establishing an interactive relationship with society.

m Explain Taylor’s

of Scientific

m Explain Fayol’s

http://www.toyotaglobal.com/company/history of toyota/
75years/data/conditions/philosophy/guiding principles.html/

It is clear from the foregoing case that stating the vision as well as the ways
managerial pursuits at Toyota Motor to achieve it. Similarly, many other
Corporation are driven by principles business enterprises have followed
that serve as broad guidelines for various principles in their working
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Principles of Management

over a period of time. A number of
management thinkers, and writers
have also studied principles of
management from time-to-time.
In fact, there is a long history of
management thought. Management
principles have evolved and are in
the continuous process of evolution.
(see box.)

You can see that the evolution of
management thought has been very

31

fascinating. In this chapter we will
study the contributions of Fredrick
Winslow Taylor and Henri Fayol who
as you have read are associated with
the classical management theory.
Both of them contributed immensely
towards the study of management as
a discipline. Whereas F.W. Taylor was
an American mechanical engineer,
Henri Fayol was a French mining
engineer. Taylor gave the concept

Evolution of Management Principles

In tracing the history of management, one comes across various schools of thought
that have outlined principles to guide management practices. These schools of
thought may be divided into 6 distinctive phases: |. Early Perspectives; 2. Classical
Management Theory; 3. Neo Classical Theory — Human Relations Approach;
4. Behavioural Science Approach — Organisational Humanism; 5. Management
Science/Operational Research; 6. Modern Management.
EARLY PERSPECTIVES
The first known management ideas were recorded in 3000-4000 B.C. One
Pyramid built by Egyptian ruler Cheops required work to be done by 100,000
men for over twenty years in 2900 B.C. It covered | 3 acres of land and measured
481 meters in height. The stone slabs had to be moved thousands of kilometres
of distance. As folklore goes, even the sound of a hammer was not heard in the
villages in the vicinity of the site of these pyramids. Such monumental work could
not be completed without adherence to principles of sound management.

CLASSICAL MANAGEMENT THEORY

Rational economic view, scientific management, administrative principles, and
bureaucratic organisation characterise this phase. While the rational economic
view assumed that people are motivated by economic gains primarily; scientific
management of EW. Taylor and others emphasised one best way of production
etc; administrative theorists personified by Henri Fayol etc looked at the best
way to combine jobs and people into an efficient organisation; bureaucratic
organisation theorists led by Max Weber looked at ways to eliminate managerial
inconsistencies due to abuse of power which contributed to ineffectiveness.
This was the era of the industrial revolution and factory system of production.
Large scale production would not have been possible without adherence to
the principles governing organising production based on division of labour and
specialisation, relationship between man and the machine, managing people
and so on.
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32 Business Studies

NEO CLASSICAL THEORY — HUMAN RELATIONS APPROACH

This school of thought developed between 1920s to 1950s felt that employees
simply do not respond rationally to rules, chains of authority and economic
incentives alone but are also guided by social needs, drives and attitudes.
Hawthorne Studies at GEC etc., were conducted then. It was quite natural that
in the early phases of the industrial revolution, the emphasis was on development
of techniques and technology. The attention to the human factor was the salient
aspect of this school of thought. This attention was to serve as a precursor to the
development of behavioural sciences.

BEHAVIOURAL SCIENCE APPROACH — ORGANISATIONAL HUMANISM
Organisational behaviourists like Chris Argyris; Douglas McGregor, Abraham
Maslow and Fredrick Herzberg used the knowledge of psychology, sociology
and anthropology to develop this approach. The underlying philosophy of
organisational humanism is that individuals need to use all of their capacities and
creative skills at work as well as at home.

MANAGEMENT SCIENCE/OPERATIONAL RESEARCH
It emphasises research on operations and use of quantitative techniques to aid
managers to take decisions.

MODERN MANAGEMENT
It sees modern organisations as complex systems and underlies contingency
approach and use of modern techniques to solve organisational and human
problems.

Source: Adapted from Internet modern history source book on www.fordham.edu
|

of ‘Scientific Management’ whereas
Fayol emphasised ‘Administrative
Principles’.

seniority, whereas the other may
follow the principle of merit.

One may distinguish principles

But before we go into the details
of their contributions let us study
the meaning of the principles of
management.

PRINCIPLES OF MANAGEMENT:

THE CONCEPT

A managerial principle is a broad
and general guideline for decision-
making and behaviour. For example
while deciding about promotion of an
employee one manager may consider

Ch_02.indd 32

of management from those of pure
science. Management principles are
not as rigid as principles of pure
science. They deal with human
behaviour and, thus, are to be
applied creatively given the demands
of the situation. Human behaviour is
never static and so also technology,
which affects business. Hence all
the principles have to keep pace
with these changes. For example,
in the absence of Information and
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Principles of Management

Communications Technology (ICT), a
manager could oversee only a small
work force that too within a narrow
geographical space. The advent of
ICT has expanded the capability of
the managers to preside over large
business empires spread across
the globe. Infosys headquarters in
Bangalore boast of the Asia’s largest
flat screen in their conference room
from where their managers can
interact with their employees and
customers in all parts of the world.
In developing an understanding
of the meaning of principles of
management, it is also useful to
know what these are not. The
principles of management should
be distinguished from techniques
of management. Techniques are
procedures or methods, which
involve a series of steps to be taken to
accomplish desired goals. Principles
are guidelines to take decisions or
actions while practicing techniques.
Likewise, principles should also be
understood as being distinct from
values. Values are something, which
are acceptable or desirable. They
have moral connotations. Principles
are basic truths or guidelines for
behaviour. Values are general rules
for behaviour of individuals in society
formed through common practice
whereas principles of management
are formed after research in work
situations, which are technical in
nature. However, while practicing
principles of management values
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Ch_02.indd 33

33

cannot be neglected, as businesses
have to fulfil social and ethical
responsibilities towards society.

NATURE OF PRINCIPLES OF

MANAGEMENT

By nature is meant qualities and
characteristics of anything. Principles
are general propositions, which are
applicable when certain conditions
are present. These have been
developed on the basis of observation
and experimentation as well as
personal experiences of the managers.
Depending upon how they are
derived and how effective they are in
explaining and predicting managerial
behaviour, they contribute towards
the development of management both
as a science and as an art. Derivation
of these principles may be said to be
a matter of science and their creative
application may be regarded as an
art. These principles lend credibility
ofalearnable and teachable discipline
to the practice of management. As
such, ascent to managerial position
may not be a matter of birth, but a
matter of requisite qualifications.
Clearly, management principles have
gained importance with increasing
professionalisation of management.
These principles are guidelines
to action. They denote a cause and
effect relationship. While functions
of management viz., Planning,
Organising, Staffing, Directing and
Controlling are the actions to be
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taken while practising management,
Principles help managers to take
decisions while performing these

functions.

The following points

summarise the nature of principles
of management.

(1)

(ii)

Universal applicability: The
principles of management are
intended to apply to all types of
organisations, business as well as
non-business, small as well large,
public sector as well as private
sector, manufacturing as well as
the services sectors. However,
the extent of their applicability
would vary with the nature of the
organisation, business activity,
scale of operations and the like. For
example, for greater productivity,
work should be divided into small
tasks and each employee should
be trained to perform his/her
specialised job. This principle is
applicable to a government office
where there is a diary/despatch
clerk whose job is to receive and
send mail or documents, a data
entry operator whose task is to
input data on the computer, a peon
and an officer etc. This principle
is also applicable to a limited
company where there are separate
departments like Production,
Finance, Marketing and Research
and Development etc. Extent of
division of work, however, may
vary from case to case.

General guidelines: The prin-
ciples are guidelines to action

Ch_02.indd 34
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(iv)

2020-21

Business Studies

but do not provide readymade,
straitjacket solutions to all
managerial  problems. This
is so because real business
situations are very complex
and dynamic and are a result
of many factors. However, the
importance of principles cannot
be underestimated because even
a small guideline helps to solve
a given problem. For example,
in dealing with a situation
of  conflict between  two
departments, a manager may
emphasise the primacy of the
overall goals of the organisation.
Formed by practice and experi-
mentation: The principles
of management are formed
by experience and collective
wisdom of managers as well as
experimentation. For example, it
is a matter of common experience
that discipline is indispensable
for accomplishing any purpose.
This principle finds mention
in management theory. On the
other hand, in order to remedy
the problem of fatigue of workers
in the factory, an experiment
may be conducted to see the
effect of improvement of physical
conditions to reduce stress.

Flexibile: The principles of
management are mnot rigid
prescriptions, which have to be
followed absolutely. They are
flexible and can be modified by
the manager when the situation
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Principles of Management
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v)

(vi)

so demands. They give the
manager enough discretion to
do so. For example, the degree
of concentration of authority
(centralisation) or its dispersal
(decentralisation) will depend
upon the situations and
circumstances of each enterprise.
Moreover individual principles
are like different tools serving
different purposes, the manager
has to decide which tool to use
under what circumstances.
Mainly behavioural: Manage-
ment principles aim at
influencing behaviour of human
beings. Therefore, principles
of management are mainly
behavioural in nature. It is
not that these principles do
not pertain to things and
phenomenon at all, it is just a
matter of emphasis. Moreover,
principles enable a better
understanding of the relationship
between human and material
resources in accomplishing
organisational purposes. For
example, while planning the
layout of a factory, orderliness
would require that workflows are
matched by flow of materials and
movement of men.

Cause and effect relationships:
The principles of management
are intended to establish
relationship between cause and
effect so that they can be used
in similar situations in a large

2020-21
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number of cases. As such, they
tell us if a particular principle
was applied in a particular
situation, what would be its
likely effect. The principles
of management are less than
perfect since they mainly apply
to human behaviour. In real
life, situations are not identical.
So, accurate cause and effect
relationships may be difficult
to establish. However,principles

of management assist
managers in establishing
these relationships to some

extent and are therefore useful.
In situations of emergencies,
it is desirable that someone
takes charge and others
just follow. But in situations
requiring cross-functional
expertise, such as setting up of
a new factory, more participative
approach to decision-making
would be advisable.

The application
of principles of management is
contingent or dependent upon
the prevailing situation at a
particular point of time. The
application of principles has to
be changed as per requirements.
For example, employees deserve
fair and just remuneration.
But what is just and fair is
determined by multiple factors.
They include contribution of the
employee, paying capacity of the
employer and also prevailing
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wage rate for the occupation
under consideration.

Having described the inherent
qualities and characteristics of
management principles, it should
be easy for you to appreciate the
significance of these principles in
managerial decision-making. But
before that you can read the following
case study of ‘Kiran Mazumdar
Shaw’ a highly successful Indian
businesswoman and CEO of ‘Biocon’

The story of Dr. Kiran Mazumdar Shaw is very inspiring. She foresaw the tremendous
potential of bio technology when no one dared to think about it. She started her own
company Biocon India in her garage with a meagre capital of ¥ 10,000 in collaboration with

Biocon Bio Chemical’s Limited of Ireland.

The Company is a pioneer in bringing the benefit of high quality, yet affordable, novel
biologics and biosimilars to patients in India and other emerging markets. Today, it is India’s
largest and fully-integrated biopharmaceutical company that develops, manufactures and
supplies advanced, life-saving biopharmaceuticals for diabetes, cancer and autoimmune
conditions at price points that make them affordable and thus accessible.

As an innovation-led organization focused on providing affordable access, we have
leveraged our inherent strengths in advanced science to develop, manufacture and deliver
a rich portfolio of Small Molecules APls & Formulations and Complex Biologics - both
Novels and Biosimilars — including Monoclonal Antibodies (MAbs), rh-insulin and Insulin

Analogs.

The company’s global scale capacities for manufacturing high quality, affordable biologics
have positioned the company as the world’s fourth largest insulins producer, enabling us
to address the growing needs of diabetes patients across the globe. As one of the leading
oncology companies in India, the company has brought safe, efficacious and affordable
medicines for cancer to cater to the needs of patients, caregivers and medical practitioners

in the country.

http://biocon.com/https://www.biocon.com/biocon_aboutus_people_bod.asp

Business Studies

in the accompanying box. You should
be able to see how she was able to
transform a little known sector of
biotechnology into a very profitable
company and earn titles which any
one would dream of.

From the foregoing story it is
clear that success of Biocon due to
the efforts of Dr. Kiran Mazumdar
Shaw was not a mere chance. It
was a sincere effort, which involved
application of qualities, which are

Ch_02.indd 36
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Principles of Management

a part of management principles
directly or indirectly. Now you can see
the significance of these principles.

SIGNIFICANCE OF PRINCIPLES

OF MANAGEMENT

The principles of management derive
their significance from their utility. They
provide useful insights to managerial
behaviour and influence managerial
practices. Managers may apply these
principles to fulfil their tasks and
responsibilities. Principles guide
managers in taking and implementing
decisions. It may be appreciated that
everything worthwhile is governed by
an underlying principle. The quest
of the management theorists has
been and should be to unearth the
underlying principles with a view to
using these under repetitive circums-
tances as a matter of management
habit. The significance of principles
of management can be discussed in
terms of the following points:

(i) Providing managers with useful
insights into reality: The principles
of management provide the
managers with useful insights
into real world situations.
Adherence to these principles will
add to their knowledge, ability
and understanding of managerial
situations and circumstances.
It will also enable managers
to learn from past mistakes
and conserve time by solving
recurring problems quickly. As

2020-21
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such management principles
increase managerial efficiency.
For example, a manager can
leave routine decision-making
to his subordinates and deal
with exceptional situations
which require her/his expertise
by following the principles of
delegation.

Optimum utilisation of resources
and effective administration:
Resources both human and
material available with the
company are limited. They have
to be put to optimum use. By
optimum use we mean that the
resources should be put to use
in such a manner that they
should give maximum benefit
with minimum cost. Principles
equip the managers to foresee
the cause and effect relationships
of their decisions and actions.
As such the wastages associated
with a trial-and-error approach
can be overcome. Effective
administration necessitates
impersonalisation of managerial
conduct so that managerial
power is used with due discretion.
Principles of management limit
the boundary of managerial
discretion so that their decisions
may be free from personal
prejudices and biases. For
example, in deciding the annual
budgetsfordifferentdepartments,
rather than personal preferences,
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(iii)

(iv)

managerial discretion is bounded
by the principle of contribution
to organisational objectives.
Scientific decisions: Decisions
mustbebased onfacts, thoughtful
and justifiable in terms of the
intended purposes. They must
be timely, realistic and subject
to measurement and evaluation.
Management principles help in
thoughtful decision-making.
They emphasise logic rather
than blind faith. Management
decisions taken on the basis of
principles are free from bias and
prejudice. They are based on
the objective assessment of the
situation.

Meeting changing environment
requirements: Although the
principles are in the nature
of general guidelines but they
are modified and as such help
managers to meet changing
requirements of the environment.
You have already studied that

management  principles are
flexible to adapt to dynamic
business  environment. For

example, management principles
emphasise division of work and
specialisation. In modern times
this principle has been extended
to the entire business whereby
companies are specialising in
their core competency and
divesting non-core businesses.
In this context, one may cite
the decision of Hindustan Lever
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Limited in divesting non-core
businesses of chemicals and

seeds. Some companies are
outsourcing  their = non-core
activities  like share-transfer

management and advertising to
outside agencies. Somuch so, that
even core processes such as R&D,
manufacturing and marketing
are being outsourced today.
Haven’t you heard of proliferation
of ‘Business Process Outsourcing’
(BPO) and ‘Knowledge Process
Outsourcing’ (KPO)?

Fulfilling social responsibility:
The increased awareness of
the public, forces businesses
especially limited companies to
fulfill their social responsibilities.
Management theory and
management principles have
also evolved in response to
these demands. Moreover, the
interpretation of the principles
also assumes newer and
contemporary meanings with
the change in time. So, if one
were to talk of ‘equity’ today, it
does not apply to wages alone.
Value to the customer, care for
the environment, dealings with
business associates would all
come under the purview of this
principle. As an application
of this principle, we find that
Public  Sector  Undertakings
have developed entire townships
as, for example, BHEL has
developed Ranipur in Hardwar
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Principles of Management

(vi)

(Uttaranchal). One may also cite
the story of Shri Mahila Griha
Udyog Lijjat Papad as can be
seen in the accompanying box
on page 41.

Management training, education
and research: Principles of
management are at the core of
management theory. As such
these are used as a basis for
management training, education
and research. You must be aware
that entrance to management
institutes is preceded by
management aptitude tests. Do
you think that these tests could
have been developed without an
understanding of management
principles and how they may be
applied in different situations?
These principles provide basic
groundwork for the development
of management as a discipline.
Professional courses such
as MBA (Master of Business
Administration), BBA (Bachelor
of Business Administration) also
teach these principles as part
of their curriculum at the
beginner’s level.

Test Your Understanding
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These principles enable
refinement of management

practices as well by facilitating the
development of new management
techniques. Thus, we see that
techniques like Operations
Research (OR), cost accounting,
‘JustinTime’, ‘Kanban’ and ‘Kaizen’
have developed due to further
research on these principles.

In conclusion it can be said that
understanding the meaning, nature
and significance of principles
of management will help us to
appreciate their applicability in real
life situations.

As stated at the beginning of the
chapter, management principles have
undergone a long history of evolution.
And, they continue to evolve. What
follows is a description of the
management principles pertaining to
the classical school; more precisely,
those propounded by F.W. Taylor and
Henri Fayol.

TAYLOR’S SCIENTIFIC

MANAGEMENT
Scientific management refers to an
important stream of one of the earlier

I.Do you think innovativeness evident from the
examples of Toyota and Kiran Mazumdar Shaw can be
linked to the nature of management principles?

2. To what aspects of the significance of management
principles would you attribute the endeavours of
BHEL and Shri Mahila Griha Udyog Lijjat Papad?
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Shri Mahila Griha Udyog Lijjat Papad- Combining
I business with social responsibility (An organization of
the women, by the women and for the women)

The story of Shri Mahila Griha Udyog lijjat Papad is very inspiring for would-be
managers. It shows how an organisation can combine business with social
responsibility and make its stakeholders self-reliant. The stakeholders are
various women who, numbering over 45,000, are given the task of making
lijjat papads, which are famous for their quality throughout the world. The
organisation started with a modest loan of Rs 80 and is now worth around Rs
650 crores. Its exports exceed Rs 60 crores. Their exports are made through
Merchant Exporters to countries like UK, USA, Middle East Countries,
Thailand, Singapore, Hongkong, Holland, Japan, Australia and other Countries.

One of the main reasons for their success can be attributed to their core
values to which they have stuck to since its inception in 1959. It has shown
how it is possible to combine Gandhian values with business. Shri Mahila Griha
Udyog Lijjat Papad is a synthesis of three different concepts (core values)
namely:

I. The concept of business
2. The concept of family

3. The concept of devotion
All these concepts are uniformly followed in this institution. As a result of
this synthesis, a peculiar Lijjat way of thinking has developed therein.

Besides the concept of business, the institution along with all its member
sisters has adopted the concept of mutual family affection, concern and trust.
All the affairs of the institution are dealt with in a manner similar to that of a
family carrying out its own daily household chores. But the most important
concept adopted by the institution is the concept of devotion. For the member-
sisters, employees and well-wishers, the institution is never merely a place to
earn one’s livelihood — it is a place of worship to devote one’s energy not for
his or her own benefits but for the benefit of all. Lijjat’ provides scholarships
to the children of the papad roller sister members who pass out in 10th and
| 2th standard every year so as to enable the Lady Members to encourage their
children for education.

Source: Adapted from http/www.lijjat.com
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schools of thought of management
referred to as the ‘Classical’ school.
The other two streams belonging
to the classical school are Fayol's
Administrative  Theory and Max
Weber's Bureaucracy. We will not
be describing bureaucracy here.
A discussion of Fayol's principles,
however, will follow the discussion of
scientific management.

Fredrick Winslow Taylor (March
20,1856 - March 21, 1915) was
an American mechanical engineer

Fredrick Winslow Taylor —

Founder of Scientific Management Movement

LIFE TIME: March 20,1856 to March 21, 1915
PROFESSION: American mechanical engineer
EDUCATION: Degree in Mechanical Engineering from Stevens Institute

of Technology in 1883.
POSITIONS HELD—
|. Apprentice Machinist in [874.

2. Executive at Midville Steel Company in 1884.
3. At Bethlehem Iron Company in 1898, which later became Bethlehem

Steel Company.

4. Professor at ‘Tuck School of Business’ founded in 1900.
5. President of ‘American Society of Mechanical Engineers’ from 1906 to

1907.

WRITINGS: . “The Principles of Scientific Management’ series of articles

published in “The American Magazine’

During march-may 1911, later published in book form.
|. ‘Concrete, Plain and Reinforced’ in 1906.

2. ‘Notes on Belting’ in 1893

. ‘A Piece Rate System’ in June 1895.

o U1 AW

American Magazine’ in March 1918.

Adapted from www.wikipedia.org and www.stevens.edu/library

. ‘On the Art of Cutting Metals’ December 1906.

. “The making of a putting green’ a series of articles published in 1915.
. ‘Not for the genius but for the average man’ published in “The

41

who sought to improve industrial
efficiency. In 1874, he became an
apprentice = mechanist, learning
factory conditions at the grass
roots level. He earned a degree in
mechanical engineering. He was
one of the intellectual leaders of
the efficiency movement and was
highly influential in reshaping the
factory system of production. You
must appreciate that he belonged to
the era of the industrial revolution
characterised by mass production.
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You must also appreciate that every
new development takes some time to
be perfected. Taylor’s contribution
must be seen in the light of the efforts
made to perfect the factory system of
production.

Taylor thought that by scientifically
analysing work, it would be possible
to find ‘one best way to do it.
He is most remembered for his time
and motion studies. He would break
a job into its component parts and
measure each to the second.

Taylor believed that contemporary
management was amateurish and
should be studied as a discipline.
He also wanted that workers should
cooperate with the management and
thus there would be no need of trade
unions. The best results would come
from the partnership between a trained
and qualified management and a
cooperative and innovative workforce.
Each side needed the other.

He is known for coinage of the
term ‘Scientific Management’ in his
article ‘The Principles of Scientific
Management’ published in 1911.
After being fired from Bethlehem Steel
Company he wrote a book ‘Shop floor’
which sold well. He was selected to be
the president of the American Society
of Mechanical Engineers (ASME) from
1906 to 1907. He was a professor at
Tuck School of Business at Dartmouth
College founded in 1900.

In 1884 he became an executive
at Midvale Steel Company by
demonstrating his leadership
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abilities. He instructed his fellow
workers to work in phases. He joined
the Bethlehem Iron Company in
1898, which later became Bethlehem
Steel Company. He was originally
employed to introduce piece rate
wage system. After setting up
the wage system, he was given
authority and more responsibilities
in the company. Using his newfound
resources he increased the staff and
made Bethlehem a show place for
inventive work. Unfortunately, the
company was sold to another group
and he was discharged.

In 1910 his health started to fall.
He died in 1915 due to pneumonia. A
synoptic view of his contribution can
be had from the accompanying box
on the next page.

PRINCIPLES OF SCIENTIFIC

MANAGEMENT

In the earlier days of the Industrial
Revolution, in the absence of
an established theory of factory
organisation, factory owners or
managersrelied on personaljudgment
in attending to the problems they
confronted in the course of managing
their work. This is what is referred to
as ‘rule of thumb’. Managing factories
by rule of thumb enabled them to
handle the situations as they arose
but suffered from the limitation of a
trial and error approach. For their
experiences to be emulated, it was
important to know what works and
why does it work. For this, there was
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Taylor’s Contribution to Scientific Management

The following extracts are taken from Taylor’s testimony before the U.S.
House of Representatives Special Committee in 1912 and also from his most
important work “THE PRINCIPLES OF SCIENTIFIC MANAGEMENT”
published in 1911.

“Scientific management requires first, a careful investigation of each of the
many modifications of the same implement, developed under rule of thumb;
and second, after time and motion study has been made of the speed attainable
with each of these implements, that the good points of several of them shall be
unified in a single standard implementation, which will enable the workman to
work faster and with greater ease than he could before. This one implement,
then is adopted as standard in place of the many different kinds before in use and
it remains standard for all workmen to use until superseded by an implement
which has been shown, through motion and time study, to be still better.”
(Scientific management, page | 19)

The main elements of the Scientific Management are: (page 129-130
sci-mgt) “Time Studies”

Functional or specialised supervision

Standardisation of tools and implements

Standardisation of work methods

Separate Planning function

Management by exception principle

The use of ‘slide-rules and similar time-saving devices’

Instruction cards for workmen

Task allocation and large bonus for successful performance

The use of the ‘differential rate’

Mnemonic systems for classifying products and implements

A routing system

A modern costing system etc. etc.

Taylor called these elements “merely the elements or details of the
mechanisms of management” He saw them as extensions of the four principles
of management. (Page |30, scientific management)
|. The development of a true science.

2. The scientific selection of the workman.

3. The scientific education and development of the workman.

4. Intimate and friendly cooperation between the management and the
employees.

Adapted from Taylorism (EW. Taylor & Scientific Management) at
http://www.quality.org/ TQM-MSI/taylor.html
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a need to follow an approach that
was based on the method of science-
defining a problem, developing
alternative solutions, anticipating
consequences, measuring progress
and drawing conclusions.

In this scenario, Taylor emerged as
the ‘Father of Scientific Management'.
He proposed scientific management
as opposed to rule of thumb. He
broke up human activity into small
parts and found out how it could be
done effectively, in less time and with
increased productivity. It implies
conducting business activities
according to standardised tools,
methods and trained personnel in
order to increase the output, improve
its quality and reduce costs and
wastes.

In the words of Taylor, “Scientific
management means knowing exactly
what you want men to do and seeing
thattheydoitin the best and cheapest
way. The Bethlehem Steel company
where Taylor himself worked achieved
three-fold increase in productivity by
application of scientific management
principles. Therefore, it would be in
order to discuss these principles.

(i) Science not Rule of Thumb:
Taylor pioneered the introduction
of the method of scientific
inquiry into the domain of
management practice. We have
already referred to the limitations
of the rule of thumb approach
of management. As different
managers would follow their
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indigenous rules of thumb, it is
but a statement of the obvious
that all would not be equally
effective. Taylor believed that
there was only one best method
to maximise efficiency. This
method can be developed through
study and analysis. The method
so developed should substitute
‘Rule of Thumb’ throughout
the organisation. Scientific
method involved investigation
of traditional methods through
work-study, unifying the best
practices and developing a
standard method, which would
be followed throughout the
organisation. According to
Taylor, even a small production
activity like loading pigs of iron
into boxcars can be scientifically
planned and managed. This can
result in tremendous saving of
human energy as well as wastage
of time and materials. The more
sophisticated the processes,
greater would be the savings.

In the present context, the
use of Internet has brought
about dramatic improvements
in internal efficiencies and
customer satisfaction.
Harmony, Not Discord: Factory
system of production implied that
managers served as a link between
the owners and the workers.
Since as managers they had the
mandate to ‘get work done’ from
the workers, it should not be
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difficult for you to appreciate that
there always existed the possibility
of a kind of class-conflict, the
mangers versus workers. Taylor
recognised that this conflict
helped none, the workers, the
managers or the factory owners.
He emphasised that there should
be complete harmony between
the management and workers.
Both should realise that each
one is important. To achieve this

45

state, Taylor called for complete
mental revolution on the part of
both management and workers.
It means that management and
workers should transform their
thinking. In such a situation
even trade unions will not think
of going on strike etc.
Management should share the
gains of the company, if any, with
the workers. At the same time
workers should work hard and

4’_— Sharing of gains between management and

workers leading to complete harmony
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(iii)

be willing to embrace change for
the good of the company. Both
should be part of the family.
According to Taylor, ‘Scientific
management has for its
foundation the firm conviction
that the true interests of the
two are one and the same; that
prosperity for the employer
cannot exist for a long time unless
it is accompanied by prosperity
for the employees and vice
versa’'.

Japanese work culture is a
classic example of such a
situation. In Japanese companies,
paternalistic style of management
is in practice. There is complete
openness between the manage-
ment and workers. If at all
workers go to strike they wear a
black badge but work more than
normal working hours to gain the
sympathy of the management.
Cooperation, Not Individualism:
There should be complete
cooperation between the labour
and the management instead
of individualism. This principle is
an extension of principle of
‘Harmonynotdiscord’. Competition
should be replaced by cooperation.
Both should realise that they need
each other.

For this, management should
not close its ears to any
constructive suggestions
made by the employees.
They should be rewarded for
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their suggestions which results
in substantial reduction in
costs. They should be part
of management and, if any
important decisions are taken,
workers should be taken into
confidence.

At the same time workers
should desist from going on
strike and making unreasonable
demands on the management.
In fact when there will be open
communication system and
goodwill there will be no need for
even a trade union. Paternalistic
style of management, whereby
the employer takes care of the
needs of employees, would
prevail as in the case of Japanese
companies.

According to Taylor, there
should be an almost equal division
of work and responsibility between
workers and management. All the
day long the management should
work almost side by side with the
workers helping, encouraging and
smoothing the way for them.
Development of Each and Every
Person to His or Her Greatest
Efficiency and  Prosperity:
Industrial efficiency depends
to a large extent on personnel
competencies. As such,
scientific  management also
stood for worker development.
Worker training was essential
also to learn the ‘best method’
developed as a consequence of
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the scientific approach. Taylor
was of the view that the concern
for efficiency could be built
in right from the process of
employee selection. Each person
should be scientifically selected.
Then work assigned should
suit her/his physical, mental
and intellectual capabilities. To
increase efficiency, they should
be given the required training.
Efficient = employees  would
produce more and earn more.
This will ensure their greatest
efficiency and prosperity for both
company and workers.

From the foregoing discussion it
is clear that Taylor was an ardent
supporter of use of scientific method
of production in business.

TECHNIQUES OF SCIENTIFIC

MANAGEMENT

Let us now discuss techniques as
specified by him. These are based on
the various experiments he conducted
during his career.

FuncTIONAL FOREMANSHIP

In the factory system, the foreman
represents the managerial figure with
whom the workers are in face-to-face
contact on a daily basis. In the first
chapter of the book, you have seen
that the foreman is the lowest ranking
manager and the highest ranking
worker. He is the pivot around
whom revolves the entire production
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planning, implementation and
control. Thus, Taylor concentrated
on improving the performance of this
role in the factory set-up. In fact, he
identified a list of qualities of a good
foreman/supervisor and found that no
single person could fit them all. This
prompted him to suggest functional
foremanship through eight persons.

Taylor advocated separation of
planning and execution functions.
This concept was extended to the
lowest level of the shop floor. It was
known as functional foremanship.
Under the factory manager there was
a planning incharge and a production
incharge. Under planning incharge
four personnel namely instruction
card clerk, route clerk, time and cost
clerk and a disciplinarian worked.
These four personnel would draft
instructions for the workers, specify
the route of production, prepare
time and cost sheet and ensure
discipline respectively.

Under Production incharge,
personnel who would work were
speed boss, gang boss, repair boss,
and inspector. These respectively
were responsible for timely and
accurate completion of job, keeping
machines and tools etc., ready for
operation by workers, ensure proper
working condition of machines and
tools and check the quality of work.

Functional foremanship is an
extension of the principle of division
of work and specialisation to the
shop floor. Each worker will have to
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| Factory Manager |

I

l

| Planning Incharge |

Instruction | [ Route || Time and
Card Clerk Clerk | [Cost Clerk

Disciplinarian

take orders from these eight foremen
in the related process or function of
production. Foremen should have
intelligence, education, tact, grit,
judgment, special knowledge, manual
dexterity, and energy, honesty and
good health. Since all these qualities
could not be found in a single person
so Taylor proposed eight specialists.
Each specialist is to be assigned
work according to her/his qualities.
For example, those with technical
mastery, intelligence and grit may
be given planning work. Those with
energy and good health may be
assigned execution work.

STANDARDISATION AND

SIMPLIFICATION OF WORK

Taylor was an ardent supporter of
standardisation. According to him
scientific method should be used
to analyse methods of production
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|

| Production Incharge |

|
| | | |

Speed

Gang | [Repairs

Inspector

Boss Boss

Boss

prevalent under the rule of thumb.
The best practices can be kept and
further refined to develop a standard
which should be followed throughout
the organisation. This can be done
throughwork-study techniqueswhich
include time study, motion study,
fatigue study and method study, and
which are discussed further in this
chapter. It may be pointed out that
even the contemporary techniques
of Dbusiness process including
reengineering, kaizen (continuous
improvement) and benchmarking are
aimed at standardising the work.

Standardisation refers to the process
of setting standards for every business
activity; it can be standardisation of
process, raw material, time, product,
machinery, methods or working
conditions. These standards are the
benchmarks, which must be adhered
to during production. The objectives of
standardisation are:
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(i) To reduce a given line or
product to fixed types, sizes and
characteristics.

(ii) To establish interchange ability
of manufactured parts and
products.

(iii) To establish standards of exce-
llence and quality in materials.

(iv) To establish standards of perfor-
mance of men and machines.

Simplification aims at eliminating

superfluous varieties, sizes and dim-
ensions while standardisation implies
devising new varieties instead of the
existing ones. Simplification aims at
eliminating unnecessary diversity of
products. It results in savings of cost of
labour, machines and tools. It implies
reduced inventories, fuller utilisation of
equipment and increasing turnover.

Most large companies like Nokia,

Toyota and Microsoft, etc. have
successfully implemented standardi-
sation and simplification. This is
evident from their large share in their
respective markets.

METHOD STUDY

The objective of method study is to
find out one best way of doing the job.
There are various methods of doing
the job. To determine the best way
there are several parameters. Right
from procurement of raw materials
till the final product is delivered to
the customer every activity is part
of method study. Taylor devised
the concept of assembly line by
using method study. Ford Motor
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Company used this concept very
successfully. Even mnow auto
companies are using it.

The objective of the whole exercise is
to minimise the cost of production and
maximise the quality and satisfaction
of the customer. For this purpose
many techniques like process charts
and operations research etc are used.

For designing a car, the assembly
line production would entail deciding
the sequence of operations, place for
men, machines and raw materials
etc. All this is part of method study.

MoTION STUDY

Motion study refers to the study of
movements like lifting, putting objects,
sitting and changing positions, etc.,
which are undertaken while doing a
typical job. Unnecessary movements
are sought to be eliminated so that
it takes less time to complete the job
efficiently. For example, Taylor and his
associate Frank Gailberth were able to
reduce motions in brick layering from
18 to just 5. Taylor demonstrated that
productivity increased to about four
times by this process.

On close examination of body
motions, for example, it is possible to
find out:

(i) Motions which are productive

(i) Motions which are incidental
(e.g., going to stores)
(iii) Motions which are unproductive.

Taylor used stopwatches and various
symbols and colours to identify
different motions. Through motion
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studies, Taylor was able to design
suitable equipment and tools to
educate workers on their use. The
results achieved by him were truly
remarkable.

TiME StuDY

It determines the standard time taken
to perform a well-defined job. Time
measuring devices are used for each
element of task. The standard time
is fixed for the whole of the task by
taking several readings. The method
of time study will depend upon
volume and frequency of the task, the
cycle time of the operation and time
measurement costs. The objective
of time study is to determine the
number of workers to be employed;
frame suitable incentive schemes
and determine labour costs.

For example, on the basis of
several observations it is determined
that standard time taken by the
worker to make one cardboard box is
20 minutes. So in one hour she/he
will make 3 boxes. Assuming that a
worker has to put in 8 hours of work
in a shift and deducting one hour for
rest and lunch, it is determined that
in 7 hours a worker makes 21 boxes
@ 3 boxes per hour. Now this is the
standard task a worker has to do.
Wages can be decided accordingly.

FATIGUE STUDY

A person is bound to feel tired
physically and mentally if she/he
does not rest while working. The
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rest intervals will help one to regain
stamina and work again with the same
capacity. This will result in increased
productivity. Fatigue study seeks to
determine the amount and frequency
of rest intervals in completing a task.
For example, normally in a plant,
work takes place in three shifts of
eight hours each. Even in a single
shift a worker has to be given some
rest interval to take her/his lunch
etc. If the work involves heavy manual
labour then small pauses have to be
frequently given to the worker so that
she/he can recharge her/his energy
level for optimum contribution.

There can be many causes for
fatigue like long working hours,
doing unsuitable work, having
uncordial relations with the boss or
bad working conditions etc. Such
hindrances in good performance
should be removed.

DIFFERENTIAL PiIECE WAGE

SYSTEM

Taylor was a strong advocate of
piece wage system. He wanted to
differentiate between efficient and
inefficient workers. The standard
time and other parameters should be
determined on the basis of the work-
study discussed above. The workers
can then be classified as efficient
or inefficient on the basis of these
standards. He wanted to reward
efficient workers. So he introduced
different rate of wage payment for
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those who performed above standard
and for those who performed
below standard. For example, it is
determined that standard output per
worker per day is 10 units and those
who made standard or more than
standard will get Rs. 50 per unit and
those below will get Rs. 40 per unit.
Now an efficient worker making 11
units will get 11L50= Rs. 550 per day
whereas a worker who makes 9 units
will get 9 £40 = Rs. 360 per day.
According to Taylor, the difference
of Rs. 190 should be enough for the
inefficient worker to be motivated
to perform better. From his own
experience, Taylor gives the example of
a worker named Schmidt who was able
to earn 60% more wages from $1.15 to
$1.85 on increasing pig iron loading
from 12.5 tons per man per day to 47
tons per man per day in box cars at
Bethlehem Steel works by following
scientific management techniques.
Itis important to have a relook at the
techniques of scientific management
as comprising a unified whole of
Taylor’s prescription of efficiency.
Search for efficiency requires the
search for one best method and the
chosen method must lead to the
determination of a fair day’s work.
There must be a compensation system
that differentiates those who are able
to accomplish/exceed the fair day’s
work. This differential system must be
based on the premise that efficiency
is the result of the joint efforts of the
managers and the workers. Thus,
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rather than quarrelling over the
share in the resultant surplus, the
workers and managers should work
in harmony for maximising the output
rather than restricting it. Clearly the
sum and substance of Taylor’s ideas
lies not in the disjointed description of
principles and techniques of scientific
management, but in the change of
the mindset, which he referred to as
mental revolution. Mental revolution
involves a change in the attitude of
workers and management towards
one another from competition to
cooperation. Both should realise that
they require one another. Both should
aim to increase the size of surplus.
This would eliminate the need for any
agitation. Management should share a
part of surplus with workers. Workers
should also contribute their might
so that the company makes profits.
This attitude will be good for both of
them and also for the company. In the
long run only worker’s well-being will
ensure prosperity of the business.
Now, having studied the elements,
principles and techniques of scientific
management we can consider the
practical applications of the same at the
time of F.W. Taylor and in the present.
We can also examine the present
status of scientific management.
Today, many new techniques have
been developed as a sequel to scientific
management. Operations research
was developed in the second World
War to optimise the deployment of war
material. Similarly assembly line was
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also discovered by F.W. Taylor, which  FAvo1’s PRINCIPLES OF
was used very successfully by Ford

motor company for manufacturing MANAGEMENT

‘Model T’ car for the masses. This In the development of classical school
concept is much used now. The latest of management thought, Fayol's
development in scientific management administrative theory provides
is ‘'LEAN MANUFACTURING’. Now an important link. While Taylor

a days robotics and computers are gsycceeded in revolutionising the
being used in production and other working of factory shop-floor in terms
business activities. This is part ofdevising the best method, fair day’s
of scientific management of these york, differential piece-rate system
activities. It has increased productivity 514 functional foremanship; Henri

levels. The techniques of operation Fayol explained what amounts to a
research have also been developed managers work and what principles

an‘d a.r.e being used as a result of should be followed in doing this work.
scientific management. The box below ¢ ycerg efficiency mattered in the

giveds meaningsf of some terms used in factory system, so does the managerial
modern manufacturing. efficiency. Fayol’'s contribution must

Applications of Scientific Management
| by Taylor and his Contemporaries
. Taylor found out the optimum-shovelling load of 2| pounds per shovel per

worker through a series of experiments in work-study at Bethlehem Steel
Company. The implementation saved the company $ 75000 to $80000 per
year.

2. Pig iron handling per person per day was increased from 2.5 tons to
47 tons. This also resulted in the wages increase to labourers by 60% but
also savings to the company on account of less number of labourers from
500 to 140.

3. He had published a paper “The Art of cutting metals” which turned it into
a science.

4. He designed a Piece Rate Wage System including incentives for Bethlehem
Steel Company.

5. Taylor’s associate Frank Gilbreth applied scientific management to the art
of ‘brick layering’ and through motion study was able to eliminate certain
motions which were considered by the brick layers to be necessary
(reduced motions from |8 to 5), designed simple apparatus like adjustable
scaffold and its packets to hold the bricks and finally also taught brick
layers to use both the hands at the same time. This is a classic example of
application of Scientific Management to the simple art of brick layering.
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be interpreted in terms of the impact
that his writings had and continue
to have improvement in managerial
efficiencies.

Henri Fayol (1841-1925) was a
French management theorist whose
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theories concerning scientific
organisation of labour were widely
influential in the beginning of
twentieth century. He graduated from
the mining academy of St. Etienne
in 1860 in mining engineering. The

Glossary of Some Terms of Modern
Production/Scientific Management

I. Just In Time Manufacturing: It is an inventory management strategy to
improve return on investment by reducing in process inventory and its
associated costs. The system is implemented by the use of visual signals or
KANBAN, which tells whether the replenishment is required at any level
of production process, or not.

2. Lean Manufacturing: It is a management philosophy focusing on reduction of
seven wastes of overproduction, waiting time, transportation, processing,
motion, inventory and scrap in any type of manufacturing process or any
type of business. By eliminating waste, quality is improved, production
time is reduced and cost is reduced.

3. Kaizen: It is a Japanese word, which means ‘change for better’ or
‘improvement’. It is an approach to improvement of productivity through
application of works of American experts such as EW. Taylor by Japanese
after World War |l. The goals of kaizen include elimination of waste (which
is defined as those activities which add cost but not value to the product
or service), just in time delivery, production load levelling of amount and
types, standardised work, paced moving lines, right sized equipment and
others. A closer Japanese use of the word means ‘to take apart and put it
in a better way’. What is taken apart is usually a process, system, product
or service. It is a daily activity which humanizes the workplace, eliminates
hard work both physical and mental, teaches people how to do rapid
experiments using scientific method and how to learn to see and eliminate
waste in business processes.

4. Six Sigma: It is a data driven approach that can help any organisation-
whatever sector or field it might be operating in, to bring down inefficiencies
and save time and money by reducing ‘quality variations’. It has a strong
customer oriented approach that relies on data to create more efficient
processes or refine existing processes. There should not be more than 3-4
defects per million opportunities according to prescribed norms. It can be
applied to any process but needs unstilted organisational support.
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19 year old engineer started at
the mining company ‘Compagnie
de commentary-Fourchambean-
Decazeville, ultimately acting
as its managing director from
1888 to 1918.

His theories deal with
organisation of production in the
context of a competitive enterprise
that has to control its production
costs. Fayol was the first to identify
four functions of management -
Planning, Organising, Directing and
Controlling although his version
was a bit different — Plan, Organise,
Command, Coordinate and Control.
According to Fayol, all activities
of an industrial undertaking
could be divided into: Technical;
Commercial; Financial; Security;
Accounting and Managerial. He
also suggested that qualities a
manager must possess should
be — Physical, Moral, Education,
Knowledge and experience. He
believed that the number of
management principles that might
help to improve an organisation’s
operation is potentially limitless.

Based largely on his own
experience, he developed his
concept of administration. The

14 principles of management
propounded by him were discussed
in detail in his book published in
1917, ‘Administration industrielle
et generale’. It was published in

Ch_02.indd 54

Business Studies

English as ‘General and Industrial
Management’ in 1949 and is widely
considered a foundational work in
classical management theory. For his
contribution he is also known as the
‘Father of General Management’

The 14 principles of management

given by him are:

(i) Division of Work: Work is
divided into small tasks/
jobs. A trained specialist who
is competent is required to
perform each job. Thus, division
of work leads to specialisation.
According to Fayol, “The intent
of division of work is to produce
more and better work for the
same effort. Specialisation is
the most efficient way to use
human effort.”

In business work can be
performed more efficiently if it
is divided into specialised tasks;
each performed by a specialist
or trained employee. This
results in efficient and effective
output. Thus, in a company we
have separate departments
for finance, marketing,
production and human resource
development etc. All of them have
specialised persons. Collectively
they achieve production and
sales targets of the company.
Fayol applies this principle of
division of work to all kinds
of work - technical as well as
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Henri Fayol
. Life Time: 1841 TO 1925
2.

3.

Profession: Mining Engineer and Management
Theorist (French national)

Education: Graduated from Mining Academy at St.
Entinne. in 1880.

. Positions Held: Founded the mining company

‘Cmpagnie de Commentry- Fourchambeau-
Decazeville’ and became its Managing Director in
1888 and remained till 1918.

. Writings: Administration industrielle et générale. It

was published in English as General and Industrial
Management in 1949 and is widely considered a
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foundational work in classical management theory.

6. Contributions: Mainly 14 Management Principles, which are referred to as
administrative in nature in that they have Top-Down approach concerning
top management and other manager’s conduct.

managerial. You can observe
this principle at work in any
organisation like hospital or
even a government office.

(ii) Authority and Responsibility:
According to Fayol, “Authority
is the right to give orders
and obtain obedience, and
responsibility is the corollary
of authority. The two types of
authority are official authority,
which is the authority to
command, and personal
authority which is the authority
of the individual manager.”

2020-21

Authority is both formal and
informal. Managers require authority
commensurate with their responsibility.
There should be a balance between
authority and responsibility. An
organisation should build safeguards
against abuse of managerial power. At
the same time a manager should have
necessary authority to carry out his
responsibility. For example, a sales
manager has to negotiate a deal with
a buyer. She finds that if she can offer
credit period of 60 days she is likely to
clinch the deal which is supposed to
fetch the company net margin of say
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¥ 50 crores. Now the company gives
power to the manager to offer a credit
period of only 40 days. This shows
that there is an imbalance in authority
and responsibility. In this case the
manager should be granted authority
of offering credit period of 60 days in
the interest of the company. Similarly,
in this example this manager should
not be given a power to offer a credit
period of say 100 days because it is
not required. A manager should have
the right to punish a subordinate for
wilfully not obeying a legitimate order
but only after sufficient opportunity
has been given to a subordinate for
presenting her/his case.

(iii) Discipline: Discipline is the
obedience to organisational rules
and employment agreement which
are necessary for the working of
the organisation. According to
Fayol, discipline requires good
superiors at all levels, clear and
fair agreements and judicious
application of penalties.

Suppose management and
labour union have entered into
an agreement whereby workers
have agreed to put in extra hours
without any additional payment
to revive the company out of
loss. In return the management
has promised to increase wages
of the workers when this mission
is accomplished. Here discipline
when applied would mean that
the workers and management
both honour their commitments
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without any prejudice towards
one another.

Unity of Command: According
to Fayol there should be one and
only one boss for every individual
employee. If an employee gets
orders from two superiors at the
same time the principle of unity
of command is violated. The
principle of unity of command
states that each participant in
a formal organisation should
receive orders from and be
responsible to only one superior.
Fayol gave a lot of importance to
this principle. He felt that if this
principle is violated “authority
is undermined, discipline is
in jeopardy, order disturbed
and stability threatened”. The
principle resembles military
organisation. Dual subordination
should be avoided. This is to
prevent confusion regarding
tasks to be done. Suppose a
sales person is asked to clinch
a deal with a buyer and is
allowed to give 10% discount
by the marketing manager. But
finance department tells her/
him not to offer more than 5%
discount. Now there is no unity
of command. This can be avoided
if there is coordination between
various departments.

Unity of Direction: All the
units of an organisation should
be moving towards the same
objectives through coordinated
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(vi)

and focussed efforts. Each group
of activities having the same
objective must have one head
and one plan. This ensures
unity of action and coordination.
For example, if a company is
manufacturing motorcycles as
well as cars then it should have
two separate divisions for both
of them. Each division should
have its own incharge, plans
and execution resources. On no
account should the working of
two divisions overlap. Now let
us differentiate between the two
principles of unity of command
and unity of direction.

Subordination of Individual
Interest to General Interest:
The interests of an organisation

57

its own objectives. For example,
the company would want to
get maximum output from its
employees at a competitive cost
(salary). On the other hand,
an employee may want to get
maximum salary while working
the least. In another situation an
individual employee may demand
some concession, which is not
admissible to any other employee
like working for less time.

In all the situations the
interests of the group/company
will supersede the interest of
any one individual. This is
so because larger interests of
the workers and stakeholders
are more important than the
interest of any one person. For

should take priority over the example, interests of various
interests of any one individual stakeholders, ie., owners,
employee according to Fayol. shareholders, creditors, debtors,
Every  worker has  some financers, tax authorities,

individual interest for working in
a company. The company has got

customers and the society at
large cannot be sacrificed for

Difference betweeen Unity of Command and Unity of Direction

Basis Unity of Command Unity of Direction

One subordinate should
receive orders from and

should be responsible to
only one superior.

Each group of activities
having same objective must
have one head and one
plan.

1. Meaning

It prevents dual
subordination.

It prevents overlapping of

2. LA activities.

It affects the entire
organisation.

It affects an individual

3. Implications
employee.
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one individual or a small group
of individuals who want to exert
pressure on the company. A
manager can ensure this by
her/his exemplary behaviour.
For example, she/he should not
fall into temptation of misusing
her/his powers for individual/
family benefit at the cost of larger
general interest of the workers/
company. This will raise her/his
stature in the eyes of the workers
and at the same time ensure
same behaviour by them.

(vi) Remuneration of Employees:

Theoverall pay and compensation
should be fair to both employees
and the organisation. The
employees should be paid fair
wages, which should give them
at least a reasonable standard of
living. At the same time it should
be within the paying capacity of
the company. In other words,
remuneration should be just
and equitable. This will ensure
congenial atmosphere and good
relations between workers and
management. Consequently, the
working of the company would
be smooth.

(viii)Centralisation and Decentr-

alisation: The concentration of
decision-making authority is
called centralisation whereas
its dispersal among more
than one person is known as
decentralisation. According to
Fayol, “There is a need to balance
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subordinateinvolvementthrough
decentralisation with managers’

retention of final authority
through centralisation.” The
degree of centralisation will

depend upon the circumstances
in which the company is working.
In general large organisations
have more decentralisation than
smallorganisations. Forexample,
panchayats in our country have
been given more powers to
decide and spend funds granted
to them by the government
for the welfare of villages.
This is decentralisation at the
national level.
Scalar Chain: An organisation
consists of superiors and
subordinates. The formal lines of
authority from highest to lowest
ranks are known as scalar chain.
According to Fayol, “Organisa-
tions should have a chain of
authority and communication
that runs from top to bottom and
should be followed by managers
and the subordinates.”
Letusconsiderasituationwhere
there is one head ‘A’ who has
two lines of authority under her/
him. One line consists of B-C-
D-E-F. Another line of authority
under ‘A’ is L-M-N-O-P. If ‘E’ has
to communicate with ‘O’ who is
at the same level of authority
then she/he has to traverse the
route E-D-C-B-A-L-M-N-O. This
is due to the principle of scalar

24-09-2019 12:05:03 PM



Principles of Management

Ch_02.indd 59

Fayol's Scalar Chain

chain being followed in this
situation. According to Fayol,
this chain should not be violated
in the normal course of formal
communication. However, if there
is an emergency then ‘E’ can
directly contact ‘O’ through ‘Gang
Plank’ as shown in the diagram.
This is a shorter route and
has been provided so that
communication is not delayed.
In practice you find that a worker
cannot directly contact the CEO
of the company. If at all she/he
has to, then all the formal levels
i.e., foreman, superintendent,
manager, director etc have
to know about the matter.
However, in an emergency it can
be possible that a worker can
contact CEO directly.
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Order: According to Fayol,
“People and materials must be
in suitable places at appropriate
time for maximum efficiency.”
The principle of order states that
‘A place for everything (everyone)
and everything (everyone) in its
(her/his) place’. Essentially it
means orderliness. If there is a
fixed place for everything and it
is present there, then there will
be no hindrance in the activities
of business/ factory. This will
lead to increased productivity
and efficiency.

Equity: Good sense and
experience are needed to ensure
fairness to all employees, who
should be treated as fairly as
possible,” according to Fayol.
This  principle emphasises
kindliness and justice in the
behaviour of managers towards
workers. This will ensure
loyalty and devotion. Fayol
does not rule out use of force
sometimes. Rather he says that
lazy personnel should be dealt
with sternly to send the message
that everyone is equal in the
eyes of the management. There
should be no discrimination
against anyone on account of
sex, religion, language, caste,
belief or nationality etc. In
practice we can observe that
now a days in multinational
corporations people of various
nationalities work together in a
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discrimination free environment.
Equal opportunities are available
for everyone in such companies
to rise.

(xii) Stability of Personnel: “Employee

turnover should be minimised
to maintain organisational
efficiency”, according to Fayol.
Personnel should be selected and
appointed after due and rigorous
procedure. But once selected
they should be kept at their post/

Business Studies

position for a minimum fixed
tenure. They should have stability
of tenure. They should be given
reasonable time to show results.
Any adhocism in this regard
will create instability/insecurity
among employees. They would
tend to leave the organisation.
Recruitment, selection and
training cost will be high. So
stability in tenure of personnel
is good for the business.

Initiative among trainee managers

Employee suggestion system: Encourage —_“
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Fayol: Then and Now

61

Now let us see what Fayol’s principles means in the contemporary business situations
especially service based and high tech economies like USA. Carl A. Rodrigues of
Mont Clair State University, Upper Montclair, New Jersey, USA has come out with
the following conclusions in his paper “Fayol’s 14 Principles of Management. Then
and Now- A Framework For Managing Today’s Organisations Effectively” published
in Journal “Management Decision” 39/10(2001) PP 880-889.

Name of Principle THEN
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Division of Work

Authority &
Responsibility
Discipline

Unity of Command

Unity of Direction

Subordination of
individual interest
to common good

Remuneration of
personnel
Centralisation

Scalar Chain

Order

Equity

Stability of tenure
of personnel

Initiative

Espirit de corps

==

Specialisation in workers

Job design

Managers are empowered

Formalised Controls

Subordinates report to only

one boss

Functions have only one
plan and one boss
Employees are committed
to the organisation

Reasonable Pay reward
system

Trickle down decision
making

Hierarchical, formalised
communication channel
Internal information system
for control purposes

Commitment obtained
through kindness

Train employees and
encourage them to remain
Managers conceive and
implement new ideas
Maintaining high morale
among employees is
imperative
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NOW

Generalisation in workers’
Job design

Employees are
empowered

Informal, Peer pressure
controls

Subordinates report to
multiple bosses

Functions have multiple
plans and multiple bosses
Organisation is committed
to the employees and vice
versa

Performance based reward
system

Task relevant ad hoc
decision making

Less formalised, flatter
communication structure.
Internal information
system for coordination
purposes.

Commitment obtained
through a sense of
ownership

On-going employee
training and development
Workers conceive and
implement new ideas
Maintaining high morale
among employees is
desirable.
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(xiii)Initative: Workers should be
encouraged to develop and carry
out their plans for improvements
according to Fayol. Initiative
means taking the first step with
self-motivation. It is thinking
out and executing the plan. It is
one of the traits of an intelligent
person. Initiative should be
encouraged. But it does not mean
going against the established
practices of the company for
the sake of being different. A
good company should have an
employee suggestion system
whereby initiative/suggestions
which result in substantial
cost/time reduction should be
rewarded.

(xiv) Esprit De Corps: Management
should promote a team spirit
of unity and harmony among
employees, according to Fayol.
Management should promote
teamwork especially in large
organisations because otherwise
objectives would be difficult to
realise. It will also result in a
loss of coordination. A manager
should replace ‘T with ‘We’ in all
his conversations with workers
to foster team spirit. This will
give rise to a spirit of mutual
trust and belongingness among
team members. It will also
minimise the need for using
penalties.
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From the foregoing discussion it
is clear that Fayol's 14 principles of
management are widely applicable to
managerial problems and have cast
a profound impact on management
thinking today. But with the change of
environment in which businessis done,
the interpretation of these principles
has changed. For example, authority
and responsibility meant empowering
of managers but now it means
empowerment of employees because
of flat organisational structures that
are gaining ground. We are now in a
position to understand the current
connotations of Fayol's principles
discussed in the accompanying box.

FayoL VERsus TAYLOR —
A COMPARISON

We are now in a position to compare
the contributions of both Fayol and
Taylor. Both of them have contributed
immensely to the knowledge of
management, which has formed a
basis for further practiceby managers.
It must be pointed out that their
contributions are complementary
to each other. We can make out the
following points of difference between
their contributions.

You may also like to have some
knowledge of contributions of
Indians to the growth of management
knowledge which can be seen in the
accompanying box item.
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. Top level of Shop floor level of a
1. Perspective
management factory
Did not feel that
it is important as
2. Unity of Command | Staunch Proponent under func.t1ona1
foremanship a worker
received orders from
eight specialists.
e Applicable Applicable to
3 Applicability universally specialised situations
4. Basis of formation Personal experience Obser:vatlons_and
experimentation
5 Focus Impdving overall Increasing Productivi
’ administration & ty
6. Personality Practitioner Scientist
. General Theory of L
7. Expression Administration Scientific Management

| Key Terms il
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Functional Foremanship | Standardisation of Work

Time Study | Motion Study | Fatigue Study | Method Study

Differential Piece Wage System | Mental Revolution

Unity of Command | Unity of Direction

Scalar Chain Gang Plank | Espirit De Corps
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Summary_!

Meaning

Principles of management are general guidelines, which can be
used for conduct in work places under certain situations. They help
managers to take and implement decisions.

Nature

The nature of management principles can be discussed under the
heads- formed by practice; general guidelines; universal; flexible;
behavioural; contingent; and cause and effect relationship
Significance

Proper understanding of significance of management principles is
essential to make sound decisions by managers. The significance
can be discussed under the following heads- Increase in efficiency;
Optimum utilisation of resources; Scientific decision making;
Adaptation tochanging environment; Fulfilling socialresponsibilities;
Proper research and development; Training managers; and Effective
administration.

Scientific Management

Taylor’s principles of scientific management are — Science, not the
rule of thumb; Harmony not discord; Cooperation not individualism;
Maximum not restricted output; Development of each person to her/
his greatest efficiency and prosperity. The techniques of scientific
management as per Taylor were — Functional foremanship;
Standardisation and simplification of work; Fatigue Study; Method
Study; Time Study; Motion Study; and Differential Wage System. We
can also point out differences between the contributions of Taylor
and Fayol but essentially they were complementary in nature.
Fayol’s Principles of Management

According to Fayol, the functions of management are to plan, to
organise, to command, to coordinate and to control. The activities
of an industrial undertaking could be divided into; Technical;
Commercial; Financial; Security; Accounting and Managerial. He
also suggested that managers should have the following qualities-
Physical; Moral; Education; Knowledge; and Experience. Fayol
listed 14 principles of management — Division of work; Authority
and responsibility; Discipline; Unity of command; Unity of
direction; Subordination of individual interest to general interest;
Remuneration of Personnel; Centralisation and decentralisation;
Scalar Chain; Order; Equity; Stability in the tenure of Personnel;
Initiative; and Espirit De corps.

We can also point out differences between the contributions of Taylor
and Fayol but essentially they were complementary in nature.
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Exercises_|

Very Short Answer Type:
1. What makes principles of management flexible?
2. State the main objective of time study.

3. Name the principle that is an extension of the ‘harmony, not
discord’.

4. State any two causes of fatigue that may create hindrance in
the employee’s performance.

5. SanakLal and Gagan started their career in Wales Limited
(a printing press) after going through a rigorous recruitment
process. Since they had no prior work experience, the firm
decided to give them one year to prove themselves. Name the
principle of management followed by Wales Limited.

6. Which technique is used by Taylor for distinguishing efficient
and inefficient workers?

Short Answer Type:

1. How is the Principle of ‘Unity of Command’ useful to
management? Explain briefly.

2. Define scientific management. State any three of its
principles.

3. Ifan organisation does not provide the right place for physical
and human resources in an organisation, which principle is
violated? What are the consequences of it?

4. Explain any four points regarding significance of principles
of management.

5. Explain the principle of ‘Scalar Chain’ and gang plank.

6. A production manager at top level in a reputed corporate,
Mr. Rathore holds the responsibility for ordering raw
material for the firm. While deciding on the supplier for the
financial year 2017-18, he gave the order to his cousin at
a higher price per unit instead of the firm’s usual supplier
who was willing to lower the rates for the order. Which
principle of management was violated by Mr. Rathore? What
are the positive impacts of following the above identified
principle?
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Long Answer Type/ Essay Type:

1. Explain the Principles of Scientific management given by
Taylor.

2. Explain the following Principles of management given by
Fayol with examples:

a. Unity of direction

b. Equity

c. Espirit de corps

d. Order

e. Centralisation and decentralisation
f. Initiative

2. Explain the technique of ‘Functional Foremanship’ and the
concept of ‘Mental Revolution’ as enunciated by Taylor.

3. Discuss the following techniques of Scientific Work Study:
a. Time Study
b. Motion Study
c. Fatigue Study
d. Method Study
e. Simplification and standardisation of work

4. Discuss the differences between the contributions of Taylor
and Fayol.

5. Discuss the relevance of Taylor and Fayol's contribution in
the contemporary business environment.

6. ‘Bhasin’ limited was engaged in the business of food
processing and selling its products under a popular brand.
Lately the business was expanding due to good quality
and reasonable prices. Also with more people working the
market for processed food was increasing. New players were
also coming to cash in on the new trend. In order to keep
its market share in the short run the company directed its
existing workforce to work overtime. But this resulted in many
problems. Due to increased pressure of work the efficiency
of the workers declined. Sometimes the subordinates had
to work for more than one superior resulting in declining
efficiency. The divisions that were previously working on one
product were also made to work on two or more products.
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This resulted in a lot of overlapping and wastage. The workers
were becoming indisciplined. The spirit of teamwork, which
had characterized the company, previously was beginning
to wane. Workers were feeling cheated and initiative was
declining. The quality of the products was beginning to
decline and market share was on the verge of decrease.
Actually the company had implemented changes without
creating the required infrastructure.

a. Identify the Principles of Management (out of 14 given by
Henry Fayol) that were being violated by the company.

b. Explain these principles in brief.

c. What steps should the company management take in
relation to the above principles to restore the company
to its past glory?

7. (Further information related to the above question 6) The
management of company Bhasin Limited now realised
its folly. In order to rectify the situation it appointed a
management consultant -Mukti Consultants - to recommend
a restructure plan to bring the company back on the rails.
Mukti Consultants undertook a study of the production
process at the plant of the company Bhasin Limited and
recommended the following changes —

e The company should introduce scientific management
with regard to production.

e Production Planning including routing, scheduling,
dispatching and feedback should be implemented.

e In order to separate planning from operational
management ‘Functional foremanship’ should be
introduced.

e ‘Work study’ should be undertaken to optimise the use
of resources.

e ‘Standardisation’ of all activities should be implemented
to increase efficiency and accountability.

e To motivate the workers ‘Differential Piece Rate System’
should be implemented.

(The above changes should be introduced apart from the
steps recommended as an answer to Part c - case problem
6 above.)
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It was expected that the changes will bring about a radical

transformation in the working of the company and it will

regain its pristine glory.

a. Do you think that introduction of scientific management
as recommended by M consultants will result in intended
outcome?

b. What precautions should the company undertake to
implement the changes?

c. Give your answer with regard to each technique
separately as enunciated in points 1 through 6 in the
case problem.
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BUSINESS ENVIRONMENT

CHAPTER

How a Rickshaw Puller became an entrepreneur

On what seemed like a regular day at work Dharamveer Kamboj,
a rickshaw puller, was riding through the streets of Delhi when
he met with a terrible accident. This was an event that would
change his life forever. Knowing that he wouldn’t be able to go
back to his work, he made the decision of returning to his native
village in the Yamunanagar district of Haryana to begin life anew.
Being a school dropout with no technical training of any kind
further restricted his scope in terms of employment.

The desire to do something out of the ordinary kept stirring
in his heart time and again. He was on the lookout for the right
inspiration and opportunity. Such an opportunity crossed his
path during one of his visits to the outskirts of Jaipur, Ajmer and
Pushkar regions of Rajasthan, where he observed a number of
women self help groups at work. A common sight was women
in the process of making gooseberry laddoos. While this process
appeared to be rather simple, the grating of gooseberries
on slabs of stone manually with hands was an excruciatingly
painful exercise. There were machines available that could
process the gooseberrys but none of them proved to be cost
effective. The industry was so small in scale and the owners so
modest in means that it was impossible for them to buy machines
and put them in use. Dharamveer Kamboj began to think of
ways of making fruit and vegetable processing machines not only
affordable, but also free of accidental health hazards. Observing
that cutting, grating, juicing and pulverizing involved similar
techniques made him come up with the idea of a multipurpose
processing machine that could work equally well for all of these
tasks. There was however a big hurdle in the way of Dharamveer.
His limited education would prove his task to be an uphill battle.
He however was not deterred. He knew problems would come
his way, but to challenge and overcome them was his motto in
life. “Sangharsh hi sabse badi kaamyaabi hai. Agar badhna hai toh
peeche mud kar nahin dekhna hai.”

LEABRNING
OBJECTIVES

After studying this
chapter you will be
able to:

m Explain the
meaning
of business
environment;

m Discuss the
importance
of business
environment;

m Describe the
various elements
of business
environment; and

2020-21

= Examine the
economic
environment
in India and
the impact of
Government
policies on
business and
industry.
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This is the truism that Dharamveer Singh Kamboj has always
lived by and was able to somehow convince him and obtain a
funding of ¥ 25,000 for his project. He began work immediately.
The first prototype of his machine was ready in March 2005.
An unexpected problem of overheating however cropped up.
Even after Dharamveer’s constant trials for the elimination of
this problem, the issue still persisted in the second prototype.
But the thought of giving up never crossed Dharamveer’s mind.
In his third prototype, he had successfully solved the problem of
overheating at last. This prototype was bought by GIAN North
and sent to Kenya on a pilot basis. Based on the feedback, GIAN
asked him to modify it further incorporating provisions that
would make it portable, including the incorporation of foldable
legs. In the fourth machine he also incorporated a sieve to
manage the flow of juice from the machine during the extraction
process. The machine that Dharamveer developed is unique in a
way that it has the capacity to process a wide variety of products

Business Studies

(NIF) — India (nif-org.in)
[

without damaging the seed of the fruit or vegetable.

Source: The National Innovation Foundation

The above example shows how a
machine invented by Dharamveer
Kamboj made life easier for women
workers in unorganised sector. This
innovation resulted in a positive
impact on food processing business
i.e., social, economic and technological
in addition to enhancing quality
of life.

MEANING OF BUSINESS

ENVIRONMENT

The term ‘business environment’
means the sum total of all
individuals, institutions and other
forces that are outside the control
of a business enterprise but that
may affect its performance. As one
writer has put it- “Just take the
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universe, subtract from it the subset
that represents the organisation,
and the remainder is environment”.
Thus, the economic, social, political,
technological and other forces which
operate outside abusiness enterprise
are part of its environment. So
also, the individual consumers
or competing enterprises as well
as the governments, consumer
groups, competitors, courts, media
and other institutions working
outside an enterprise constitute its
environment. The important point is
that these individuals, institutions
and forces are likely to influence the
performance of a business enterprise
although they happen to exist
outside its boundaries. For example,
changes in government’s economic
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policies, rapid technological
developments, political uncertainty,
changes in fashions and tastes
of consumers and increased
competition in the market — all
influence the working of a business
enterprise in important ways.
Increase in taxes by government
can make things expensive to buy.
Technological improvements may
render existing products obsolete.
Political uncertainty may create fear
in the minds of investors. Changes
in fashions and tastes of consumers
may shift demand in the market
from existing products to new
ones. Increased competition in the
market may reduce profit margins
of firms.

On the basis of the foregoing
discussion, it can be said business
environment, has the following
features:

(i) Totality of external forces:
Business environment is the
sum total of all things external
to business firms and, as such,
is aggregative in nature.

(ii) Specific and general forces:
Business environment includes
both specific and general forces.
Specific forces (such as investors,
customers, competitors and supp-
liers) affect individual enterprises
directly and immediately in
their day-to-day working.
General forces (such as social,
political, legal and technological
conditions) have impact on all
business enterprises and thus
may affect an individual firm
only indirectly.
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(iii) Inter-relatedness: Different
elements or parts of business
environment are closely inter-
related. For example, increased
life expectancy of people and
increased awareness for health
care have increased the demand
for many health products and
services like soft drinks, fat-free
cooking oil, and health resorts.
New health products and
services have, in turn, changed
people’s life styles.

(iv) Dynamic nature: Business
environment is dynamic in that
it keeps on changing whether
in terms of technological imp-
rovement, shifts in consumer
preferences or entry of new
competition in the market.

(v) Uncertainty: Business envir-
onment is largely uncertain as it
is very difficult to predict future
happenings, especially when
environment changes are taking
place too frequently as in the
case of information technology
or fashion industries.

(vi) Complexity: Since business
environment consists of
numerous interrelated and

dynamic conditions or forces
which arise from different
sources, it becomes difficult
to comprehend at once what
exactly constitutes a given
environment. In other words,
environment is a complex
phenomenon that is relatively
easier to understand in parts
but difficult to grasp in its
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totality. For example, it may
be difficult to know the extent
of the relative impact of the
social, economic, political,
technological or legal factors on
change in demand of a product
in the market.

(vii) Relativity: Business environment
is a relative concept since it
differs from country to country
and even region to region.
Political conditions in the USA,
for instance, differ from those
in China or Pakistan. Similarly,
demand for sarees may be fairly
high in India whereas it may be
almost non-existent in France.

IMPORTANCE OF BUSINESS
ENVIRONMENT

Just like human beings, business
enterprises do not exist in isolation.
Each business firm is not an
island unto itself; it exists, survives
and grows within the context
of the element and forces of its
environment. While an individual
firm is able to do little to change
or control these forces, it has
no alternative to responding or
adapting according to them. A good
understanding of environment by
business managers enables them not
only to identify and evaluate, but also
to react to the forces external to their
firms. The importance of business
environment and its understanding
by managers can be appreciated if we
consider the following facts:
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(1)

(ii)
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It enables the firm to identify
opportunities and getting
the first mover advantage:
Opportunities refer to the positive
external trends or changes that
will help a firm to improve its
performance. Environment prov-
ides numerous opportunities for
business success. Early identi-
fication of opportunities helps an
enterprise to be the first to exploit
them instead of losing them to
competitors. For example, Maruti
Udyog became the leader in the
small car market because it was
the first to recognise the need
for small cars in an environment
of rising petroleum prices and
a large middle class population
in India.

It helps the firm to identify
threats and early warning
signals: Threats refer to the
external environment trends and
changes that will hinder a firm’s
performance. Besides oppor-
tunities, environment happens
to be the source of many threats.
Environmental awareness can
help managers to identify various
threats on time and serve as an
early warning signal. For
example, if an Indian firm finds
that a foreign multinational is
entering the Indian market with
new substitutes, it should act as
a warning signal. On the basis of
this information, the Indian
firms can prepare themselves to
meet the threat by adopting such
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(iii)
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measures as improving the
quality of the product, reducing
cost of the production, engaging
in aggressive advertising, and
SO on.

It helps in tapping useful
resources: Environment is a
source of various resources
for running a  business.
To engage in any type of
activity, a business enterprise

assembles various resources
called inputs like finance,
machines, raw materials,

power and water, labour, etc.,
from its environment including
financiers, government and
suppliers. They decide to provide
these resources with their own
expectations to get something in
return from the enterprise. The
business enterprise supplies the
environment with its outputs
such as goods and services for
customers, payment of taxes to
government, return on financial
investment to investors and
so on. Because the enterprise
depends on the environment as
a source of inputs or resources
and as an outlet for outputs,
it only makes sense that the
enterprise designs policies that
allow it to get the resources
that it needs so that it can
convert those resources into
outputs that the environment
desires. This can be done better
by understanding what the
environment has to offer.
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It helps in coping with rapid
changes: Today’s business envir-
onment is getting increasingly
dynamic where changes are
taking place at a fast pace. It is not
the fact of change itself that is so
important as the pace of change.
Turbulent market conditions,
less brand loyalty, divisions and
sub-divisions (fragmentation)
of markets, more demanding
customers, rapid changes in
technology and intense global
competition are just a few of the
images used to describe today’s
business environment. All sizes
and all types of enterprises are
facing increasingly dynamic
environment. In order to eff-
ectively cope with these signifi-
cant changes, managers must
understand and examine the
environment and develop suit-
able courses of action.

It helpsin assisting in planning
and policy formulation: Since
environment is a source of
both opportunities and threats
for a business enterprise, its
understanding and analysis
can be the basis for deciding
the future course of action
(planning) or training guidelines
for decision making (policy). For
instance, entry of new players
in the market, which means
more competition may make an
enterprise think afresh about
how to deal with the situation.
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(vi) It helps in improving
performance: The final reason
for understanding business
environment relates to whether or
not it really makes a difference in
the performance of an enterprise.
The answer is that it does appear
to make a difference. Many
studies reveal that the future of
an enterprise is closely bound
up with what is happening in
the environment. And, the enter-
prises that continuously monitor
their environment and adopt
suitable business practices are
the ones which not only improve
their present performance but
also continue to succeed in the
market for a longer period.

DIMENSIONS OF BUSINESS
ENVIRONMENT

Dimensions of, or the factors cons-
tituting the business environment
include economic, social, techno-
logical, political and legal conditions
which are considered relevant for
decision-making and improving the
performance of an enterprise. In
contrast to the specific environment,
these factors explain the general
environment which mostly influences
many enterprises at the same time.
However, management of every
enterprise can benefit from being
aware of these dimensions instead
of being disinterested in them.
For instance, scientific research
has discovered a technology that
makes it possible to produce an
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energy efficient light bulb that lasts
at least twenty times as long as a
standard bulb. Senior managers
in the lighting divisions at General
Electric and Phillips recognised that
this discovery had the potential to
significantly affect their unit growth
and profitability, So they have
carefully followed the progress on
this research and profitably used
its findings. A brief discussion of
the various factors constituting the
general environment of business is
given below:

(i) Economic Environment: Int-
erest rates, inflation rates,
changes in disposable income
of people, stock market indices
and the value of rupee are some
of the economic factors that can
affect management practices
in a business enterprise.
Short and long term interest
rates significantly affect the
demand for product and
services. For example, in case
of construction companies and
automobile manufacturers, low
longer-term rates are beneficial
because they result in increased
spending by consumers for
buying homes and cars on
borrowed money. Similarly, a
rise in the disposable income
of people due to increase in
the gross domestic product of
a country creates increasing
demand for products. High
inflation rates generally result
in constraints on business
enterprises as they increase
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Legal

the various costs of business
such as the purchase of raw

materials

payment of wages and salaries
to employees.

Economic Social
Environment

Environment

Environment

Business

Environment |Technological
Environment

Political

Environment Dimensions of

Business Environment

or machinery and

Components of Economic Environment

Existing structure of the economy in terms of relative role of private

and public sectors.

m The rates of growth of GNP and per capita income at current and
constant prices

Rates of saving and investment

m Volume of imports and exports of different items

Balance of payments and changes in foreign exchange reserves

Agricultural and industrial production trends

Expansion of transportation and communication facilities
Money supply in the economy

Public debt (internal and external)

Planned outlay in private and public sectors
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(ii) Social Environment: The social
environment of business include
the social forces like customs
and traditions, values,

social
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trends, society’s expectations
from business, etc. Traditions
define social practices that
have lasted for decades or
even centuries. For example,
the celebration of Diwali, Eid,
Christmas, and Guru Parv
in India provides significant
financial opportunities for gree-
tings card companies, sweets or
confectionery  manufacturers,
tailoring outlets and many other
related business. Values refer to
concepts that a society holds in
high esteem. In India, individual
freedom, social justice, equality
of opportunity and national
integration are examples of
major values cherished by all
of us. In business terms, these
values translate into freedom of
choice in the market, business’s

responsibility towards the
society and non-discriminatory
employment practices.

Social trends present various
opportunities and threats to
business enterprises. For example,
the health-and-fitness trend has
become popular among large
number of wurban dwellers.
This has created a demand
for products like organic food,
gyms, bottled (mineral) water
and food supplements.

(iii) Technological Environment:

Technological environment
includes forces relating to
scientific improvements and
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innovations which provide
new ways of producing goods
and services and new methods
and techniques of operating a
business. For example, recent
technological, advances in
computers and electronics
have modified the ways in
which companies advertise
their products. It is common
now to see computerised
information kiosks, and World
Wide Web multimedia pages
highlighting the virtues of
products. Similarly, retailers
have direct links with suppliers
who replenish stocks when
needed. Manufacturers have
flexible manufacturing systems.
Airline companies have Internet
and World Wide Web pages
where customers can look for
flight times, destinations and
fares and book their tickets
online. In addition, continuing
innovations in different scientific
and engineering fields such as
lasers, robotics, biotechnology,
food preservatives, medicine,
telecommunication and synthetic
fuels have provided numerous
opportunities and threats for
many different enterprises.
Shifts in demand from vaccum
tubes to transistors, from steam
locomotives to dieseland electric
engines, from fountain pens to
ballpoint, from propeller airplanes
to jets, and from typewriters to
computer based word processors,
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(iv)
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have all been responsible and
creating new business.

Political Environment: Political
environment includes political
conditions such as general
stability and peace in the
coun-try and specific attitudes
that elected government
representatives hold towards
business. The significance of
political conditions in business
success lies in the predictability
of business activities under
stable political conditions.
On the other hand, there may
be uncertainty of business
activities due to political
unrest and threats to law and
order. Political stability, thus,
builds up confidence among
business people to invest

v)

77

in the long term projects for
the growth of the economy.
Political instability can shake
that confidence. Similarly,
the attitudes of government
officials towards business may
have either positive or negative
impact upon business.

Legal Environment: Legal
environment includes various
legislations passed by the
Government administrative
orders issued by government
authorities, courtjudgments as
well as the decisions rendered
by various commissions and
agencies at every level of the
government— centre, state
or local. It is imperative for
the management of every
enterprise to obey the law

| Major Elements of Social Environment

m Attitudes towards product innovations, lifestyles, occupational distribution

and consumer preferences
m Concern with quality of life
Life expectancy
Expectations from the workforce

Birth and death rates
Population shifts

Consumption habits
m Composition of family

2020-21

Educational system and literacy rates

Shifts in the presence of women in the workforce
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Activity II

SOCIAL ENVIRONMENT

Contact any ten families known to you. Find out the changes in their consumption
habits over the last five years. Analyse the impact of these changes on the working
of business enterprises.

Fashion industry Electronic gadgets
(shifts towards (increase in demand
formal wear) of these gadgets)

Cosmetic industry Food habits
(increase in demand) (shift towards packed food)
4’_— Impact of shifts with the presence
of women in the workforce
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INDIAN RAILWAY CATERING AND TOURISM CORPORATION LTD.

(A Government of India Enterprise)
E-TICKET BOOKING ON THIS WEBSITE - A GUIDE
m Register as an individual. Registration is FREE.
m Login by entering your user name and password.
m The ‘Plan my travel and Book tickets’ page appears.
m Use ‘HELP’ option for any help required to book tickets.

m Fill in the details, by following
the guidelines given below.

Because of technological advancement, it has become possible to book
railway tickets through Internet from home, office etc..
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of the land. Therefore, an
adequate knowledge of rules
and regulations framed by the
Government is a pre-requisite
for better business performance.
Non-compliance of laws can
land the business enterprise
into legal problems. In India,
Constitutional Provisions;
Companies Act 2013; Industries
(Development and Regulations)
Act 1951; Foreign Exchange
Management Act and the
Imports and Exports (Control)
Act 1947; Factories Act,
1948; Trade Union Act; 1926;
Workmen’s Compensation Act,
1923; Industrial Disputes Act,
1947, Consumer Protection
Act, 1986, Competition Act,

Major Elements of the Political Environment

m Prevailing political system

Business Studies

2002 and host of such other legal
enactments as amended from
time to time by the Parliament,
is important for doing business.
Impact of legal environment
can be illustrated with the help
of government regulations to
protect consumer’sinterests. For
example, the advertisement of
alcoholicbeveragesis prohibited.
Advertisements, including
packets of cigarettes carry the
statutory warning ‘Cigarette
smoking is injurious to health’.
Similarly, advertisements of
baby food must necessarily
inform the potential buyer that
mothers milk is the best. All
these regulations are required
to be followed by advertisers.

m The degree of politicisation of business and economic issues

®m Dominant ideologies and values of major political parties

m The nature and profile of political leadership and thinking of political

personalities
m The level of political morality

m Political institutions like the government and allied agencies

m Political ideology and practices of the ruling party

m The extent and nature of government intervention in business

® The nature of relationship of our country with foreign countries
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EconoMmic ENVIRONMENT IN

INDIA

The economic environment in

India consists of various macro-

level factors related to the means of

production and distribution of wealth
which have an impact on business
and industry. These include:

(@) Stage of economic development of
the country.

(b) The economic structure in the
form of mixed economy which
recognises the role of both public
and private sectors.

(c) Economic policies of the Govern-
ment, including industrial, mone-
tary and fiscal policies.

(d) Economic planning, including
five year plans, annual budgets,
and so on.

(e) Economic indices, like national
income, distribution of income,
rate and growth of GNP, per
capita income, disposal personal
income, rate of savings and
investments, value of exports and
imports, balance of payments,

and so on.
() Infrastructural factors, such as,
financial institutions, banks,

modes of transportation commu-

nication facilities, and so on.

Business enterprises in India do
realise the importance and impact
of the economic environment on
their working. Almost all annual
company reports presented by their
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chairpersons devote considerable

attention to the general economic

environment prevailing in the country
and an assessment of its impact on
their companies.

The economic environment of
business in India has been steadily
changing mainly due to the
government policies. At the time of
Independence:

(@) The Indian economy was mainly
agricultural and rural in character;

(b) About 70% of the working population
was employed in agriculture;

(c) About 85% of the population was
living in the villages;

(d) Production was -carried out
using irrational, low productivity
technology;

(e) Communicable diseases were
widespread, mortality rates were
high. These was no good public
health system.

In order to solve economic problems
of our country, the government took
several steps including control by the
State of certain industries, central
planning and reduced importance
of the private sector. The main
objectives of India’s development
plans were:

(@) Initiate rapid economic growth to
raise the standard of living, reduce
unemployment and poverty;

(b) Become self-reliant and set up
a strong industrial base with
emphasis on heavy and basic
industries;

(c) Reduce inequalities of income
and wealth;
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(d) Adopt a socialist pattern of
development — based on equality
and prevent exploitation of man
by man.

In accordance with the economic
planning, the government gave a
lead role to the public sector for
infrastructure industries whereas
the private sector was broadly given
the responsibility of developing
consumer goods industry. At the
same time, the government imposed
several restrictions, regulations and
controls on the working of private
sector enterprises. India’s experience
with economic planning has delivered
mixed results. In 1991 the economy
faced a serious foreign exchange
crisis, high government deficit and a
rising trend of prices despite bumper
Crops.

As a part of economic reforms, the
Government of India announced a
new industrial policy in July 1991.

The broad features of this policy
were as follows:

(@) The Government reduced the
number of industries under
compulsory licensing to six.

(b) Many of the industries reserved
for the public sector under the
earlier policy, were dereserved.
The role of the public sector was
limited only to four industries of
strategic importance.

(c) Disinvestment was carried out

in case of many public sector

industrial enterprises.

Policy towards foreign capital was

liberalised. The share of foreign

equity participation was increased
and in many activities 100 per

(d)
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cent Foreign Direct Investment
(FDI) was permitted.

(e) Automatic permission was now
granted for technology agreements
with foreign companies.

(f) Foreign Investment Promotion
Board (FIPB) was set up to
promote and channelise foreign
investment in India.

Appropriate measures were taken
to remove obstacles in the way of
growth and expansion of industrial
units of large industrial houses.
Small-scale sector was assured all
help and accorded due recognition.

In essence, this policy has
sought to liberate industry from the
shackles of the licensing system
(liberalisation), drastically reduce the
role of the public sector (privatisation)
and encourage foreign private
participation in India’s industrial
development (globalisation).

Liberalisation: The economic reforms
that were introduced were aimed at
liberalising the Indian business and
industry from all unnecessary controls
and restrictions. They signalled the
end of the licence-pemit-quota raj.
Liberalisation of the Indian industry
has taken place with respect to:

(i) abolishing licensing requirement
in most of the industries except
a short list,

(ii) freedom in deciding the scale
of business activities i.e., no
restrictions on expansion or
contraction of business activities,

(iii) removal of restrictions on the
movement of goods and services,

(iv) freedom in fixing the prices of
goods services,
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Crisis of June 1991

Major elements of the crisis situation which led the Government of India to

announce economic reform were:

m A serious fiscal crisis in which the fiscal deficit reached the level of 6.6 per
cent of GDP in 1990-91.

m Heavy internal debt which rose to about 50 per cent of GDP with interest
payments draining about 39 per cent of total revenue collections of the
central government.

m Low GNP growth rate which fell to |.4 per cent from the peak level of 10.5
per cent in 1988-89 (at 1980-81 prices).

m Low overall agricultural production, foodgrain production and industrial
production showed negative growth rates of —2.8 per cent, —5.3 per cent
and —0.1 per cent respectively.

m Soaring inflation rate based both on wholesale price index and consumer
price index (for industrial workers) at 13-14 per cent.

m Shrinkage of foreign trade, imports (in $ terms) fell by 19.4 per cent and
exports by 1.5 per cent.

m Depreciation of rupee by 26.7 per cent vis-a-vis US dollars.

m Fall of foreign exchange reserves to such a low level that they were
barely adequate to meet the import requirements of a few weeks.
Non-resident Indians (NRIs) were withdrawing their deposits at an alarmingly
high rate.

m The confidence of the international financial institutions was badly shaken
and in just over a year its creditworthiness rating fell from AAA to BB+
(put on credit watch).

m The country was on the verge of defaulting on international financial
obligations and the situation warranted immediate policy action to save
the situation. In May 1991, the Government had to lease 20 tones of gold
out of its stock to the State Bank of India to enable it to sell the gold with
repurchase option after six months. In addition, Reserve Bank of India was
allowed to pledge 47 tones of gold to the Bank of England to raise a loan of
$600 million.

(v) reduction in tax rates and lifting Privatisation: The new set of econo-
of unnecessary controls over the mic reforms aimed at giving greater

economy,

role to the private sector in the nation

(vi) simplifying  procedures  for building process and a reduced role
imports and experts, and to the public sector. This was areversal
(vii) making
foreign capital and technology so far by Indian planners. To achieve

to India.

it easier to attract of the development strategy pursued

this, the government redefined the
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role of the public sector in the New
Industrial Policy of 1991, adopted
the policy of planned disinvestments
of the public sector and decided
to refer the loss making and sick
enterprises to the Board of Industrial
and Financial Reconstruction. The
term disinvestments used here
means transfer in the public sector
enterprises to the private sector.
It results in dilution of stake of the
Government in the public enterprise.
If there is dilution of Government
ownership beyond 51 percent, it
would result in transfer of ownership
and management of the enterprise to
the private sector.

Globalisation: Globalisation means
the integration of the various eco-
nomies of the world leading towards
the emergence of a cohesive global
economy. Till 1991, the Government
of India had followed a policy of
strictly regulating imports in value
and volume terms. These regulations

A Truly Globalised Economy

Business Studies

were with respect to (a) licensing of
imports, (b) tariff restrictions and (c)
quantitative restrictions. The new
economic reforms aimed at trade
liberalisation were directed towards
importliberalisation, export promotion
through rationalisation of the tariff
structure and reforms with respect to
foreign exchange so that the country
does not remain isolated from the rest
of the world. Globalisation involves
an increased level of interaction and
interdependence among the various
nations of the global economy.
Physical geographical gap or political
boundaries no longer remain barriers
for a business enterprise to serve a
customer in a distant geographical
market. This has been made
possible by the rapid advancement
in technology and liberal trade
policies by Governments. Through
the policy of 1991, the government
of India moved the country to this
globalisation pattern.

A truly global economy implies a boundaryless world where there

is:

(i) Free flow of goods and services across nations;

(i) Free flow of capital across nations;
(ii) Free flow of information and technology;

(iv) Free movement of people across borders;

(v) A common acceptable mechanism for the settlement of

disputes;
(vi) A global governance perspective.

Activity 3

GLOBALISATION

Make a list of five Indian companies which have global operations today. Find
out the major products they sell and the countries where they operate.
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Early Crisis Met : Reform Measures
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Some of the early major steps taken to manage the economic crisis were the following:

m Fiscal correction aimed at reducing fiscal deficit by about Rs. 7,700 crore in
1991-92 (compared to 1990-91);

m Announcement of New Industry Policy in July 1991 seeking to deregulate the industry
with the objective of promoting the growth of a more competitive and efficient industrial
economy;

m Abolition of industrial licensing for all industrial projects except 18 industries of high
strategic and environmental importance and with high import content. About 80 per cent
of the industries were delicensed;

® Amendment of the MRTP Act to eliminate the need for prior approval of the Central
Government by large companies for capacity expansion, diversification and merger and
amalgamation.

® Nine areas in basic and core industries earlier reserved for the public sector were opened
to the private sector;

m Limit of foreign equity holding raised from 40 per cent to 51 per cent in a wide range of
priority industries;

m Foreign Investment Promotion Board (FIPB) established to negotiate proposals from large
international firms and expedite clearances of the investment proposals;

m Rupee devaluation by 18 per cent during July 1-3, 1991 supported by a standby credit of
$2.3 billion from the IMP over a 20 months period negotiated in October 1991;

m Negotiation of $500 million Structural Adjustment Loan from the World Bank in April
1992 and a loan totalling SDR 1.3 billion from the International Monetory Fund (IMF)
between January-September 1991;

® Introduction of India Development Bond Scheme and Immunity Scheme for repatriation
of funds held abroad in October 1991, under which more than $2 billion were mobilised
during 1991-92;

® Bringing back of gold earlier pledged to the Bank of England and the Bank of Japan;

m Continuance of the measures of import control and credit squeeze;

m Administered licensing of imports replaced by freely tradeable import entitlements (called
Eximscrips) linked to export earnings. The measure was expected to introduce self-
balancing mechanism in India’s foreign trade;

® Introduction of Liberalised Exchange Rate Management System (LERMS) under which
a dual exchange rate system was established, one rate being effectively floated in the
market; and

® Import licensing in most capital goods, raw materials, intermediates and components
eliminated. Advance Licensing System considerably simplified.

The initial series of measures set the tone for the future economic reforms. Any of the
measures taken above was continued to form a part of the ongoing reform process.
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Demonetisation: The Government
of India, made an announcement
on November 8, 2016 with profound
implications for the Indian economy.
The two largest denomination notes,
¥500 1,000, were ‘demonetised’
with immediate effect, ceasing to be
legal tender except for a few specified
purposes such as paying utility bills.
This led to eighty six per cent of the
money in circulation invalid. The
people of India had to deposit the
invalid currency in the banks which
came along with the restrictions
placed on cash withdrawals. In other
words, restrictions were placed on
the convertibility of domestic money
and bank deposits.

The aim of demonetisation was
to curb corruption, counterfeiting
the use of high denomination notes
for illegal activities; and especially
the accumulation of ‘black money’
generated by income that has not
been declared to the tax authorities.

Features

1. Demonetisation is viewed as a tax
administration measure. Cash
holdings arising from declared
income was readily deposited
in banks and exchanged for
new notes. But those with black
money had to declare their

4.

Business Studies

unaccounted wealth and pay
taxes at a penalty rate.
Demonetisation is also
interpreted as a shift on the part
of the government indicating
that tax evasion will no longer be
tolerated or accepted.
Demonetisation also led to tax
administration channelizing
savings into the formal financial
system. Though, much of the
cash that has been deposited in
the banking system is bound to
be withdrawn but some of the new
deposits schemes offered by the
banks will continue to provide a
base loans, at lower interest rates.
Another feature of demonetisation
is to create a less-cash or
cash-lite economy, i.e., channeling
more savings through the formal
financial system and improving
tax compliance. Though there
are arguments against this as
digital transactions require use
of cell phones for customers and
Point-of-Sale (PoS) machines for
merchants, which will only work if
there is internet connectivity. On
the contrary, these disadvantages
are counterbalanced by an
understanding that it helps
people into the formal economy,
|

Digitalisation has broadly impact three sections of society: the
poor, who are largely outside the digital economy; the less largely
outside the digital economy; the less affluent, who are becoming
part of the digital economy who have been covered under Jan Dhan
Accounts and Rupay cards; and the affluent, who are fully conversant

with digital transactions.
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Impact of Demonetisation
1. Money/Interest |i. Decline in cash transactions
rates ii. Bank deposits increased
iii. Increase in financial savings
2. | Private wealth | Declined since some high demonetised notes were not returned
and real estate prices fell
3. | Public sector No effect
wealth
4. | Digitisation Digital transactions amongst new users (RuPay/AEPS) increased
5. | Real estate Prices declined
6. | Tax collection Rise in income tax collection because of increased disclosure

Adapted from Economic Survey, 2016-17

thereby increasing financial
saving and reducing tax evasion.

ImrACT OF GOVERNMENT
PoLicy CHANGES ON

BuUsINESS AND INDUSTRY

The policy of liberalisation, privati-
sation and globalisation of the
Government has made a significant
impact on the working of enterprises
in business and industry. The Indian
corporate sector has come face-to-
face with several challenges due to
government policy changes. These
challenges can be explained as
follows:

(i) Increasing competition: As a
result of changes in the rules of
industrial licensing and entry
of foreign firms, competition
for Indian firms has increased
especially in service industries
like telecommunications, airlines,
banking, insurance, etc. which
were earlier in the public sector.
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(ii)

(i)

(iv)

More demanding customers:
Customers today have become
more demanding because they
are well-informed. Increased
competition in the market gives
the customers wider choice in
purchasing better quality of
goods and services.

Rapidly changing technological
environment: Increased com-
petition forces the firms to develop
new ways to survive and grow in the
market. New technologies make
it possible to improve machines,
process, products and services.
The rapidly changing technological
environment creates tough challe-
nges before smaller firms.
Necessity for change: In a
regulated environment of pre-
1991 era, the firms could have
relatively stable policies and
practices. After 1991, the market
forces have become turbulent as
a result of which the enterprises
have to continuously modify
their operations.
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(v) Need for developing human
resource: Indian enterprises have
suffered for long with inadequately
trained personnel. The new market
conditions require people with
higher competence and greater
commitment. Hence the need for
developing human resources.

Market orientation: Earlier

firms used to produce first and

go to the market for sale later. In
other words, they had production
oriented marketing operations.

In a fast changing world, there is

a shift to market orientation in as

much as the firms have to study

and analyse the market first and
produce goods accordingly.

(vii) Loss of budgetary support
to the public sector: The
central government’s budgetary
support for financing the public

Key Terms_|

(vi)

Business Studies

sector outlays has declined over
the years. The public sector
undertakings have realised that,
in order to survive and grow, they
will have to be more efficient and
generate their own resources for
the purpose.

On the whole, the impact of
Government policy changes
particularly in respect of
liberalisation,  privatisation and
globalisation has been positive as
the Indian business and industry
has shown great resilience in dealing
with the new economic order. Indian
enterprises have developed strategies
and adopted business processes and
procedures to meet the challenge
of competition. They have become
more customer-focused and adopted
measures to improve customer
relationship and satisfaction.

Business environment | Opportunities | Threats | Economic

Environment | Political environment | Social environment |

Technological environment | Legal environment | Liberalisation |

Privatisation | Globalisation

Summary_!

Meaning of business environment: The term business environment
means the totality of all individuals, institutions and other forces that
are outside a business but that potentially affect its performance.
Business environment can be characterised in terms of

(a) totality of external forces

(b) specific and general forces

(c) inter-relatedness

(d) dynamic nature

(e) uncertainty
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(f) complexity

(g) relativity

Importance of business environment: Business environment and
its understanding are important for (i) enabling the identification of
opportunities and getting the first mover advantage, (ii) helping in
the identification of threats and early warning signals, (iii) coping
with the rapid changes, (v) assisting in planning and policy and
(vi) improving the performance.

Elements of business environment: Business environment
consists of five important dimensions including economic, social,
technological, political and legal.

Economic environment includes such factors as interest rates,
inflation rates, changes in disposable income of people, stock
market indexes and the value of rupee.

Social environment includes social forces like traditions, values,
social trends, society’s expectations of business, and so on.
Technological environment includes forces relating to scientific
improvements and innovations which provide new ways of producing
goods and services and new methods and techniques of operating
a business.

Political environment includes political conditions such as general
stability and peace in the country and specific attitudes that elected
government representatives hold toward business.

Legal environment includes various legislations passed by
the government, administrative orders issued by government
authorities, court judgments as well as decisions rendered by
various commissions and agencies at every level of the government—
center, state or local.

Economic environment in India: The economic environment in
India consists of various macro-level factors related to the means
of production and distribution of wealth which have an impact on
business and industry. The economic environment of business in
India has been steadily changing since Independence mainly due
to government policies. In order to solve economic problems of
our country at the time of Independence, the government took
several steps including control by the state of key industries,
central planning and reduced importance of the private sector.
These steps delivered mixed results until 1991 when Indian
economy happened to face serious foreign exchange crisis, high
government deficit and a rising trend of prices despite bumper
crops.
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Exercises_|

Business Studies

Liberalisation, privatisation and globalisation: As a part of economic
reforms, the Government of India announced a new industrial
policy in July 1991 which sought to liberate the industry from the
shackles of the licensing system (liberalisation), drastically reduce
the role of the public sector (privatisation) and encourage foreign
private participation in industrial development (globalisation).
Impact of Government policy changes on business and
industry: The government policy of liberalisation, privatisation
and globalisation has made a definite impact on the working of
enterprises in business and industry in terms of
(a) increasing competition
(b) more demanding customers
(c) rapidly changing technological environment
(d) necessity for change
(e) need for developing human resource
(f) market orientation
(g) loss of budgetary support to the public sector. In the new
economic environment, the Indian enterprises have developed
various strategies to meet the challenge of competition
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Very Short Answer Type:
1. What is meant by business environment?

2. How does understanding of business environment help in
improving performance of a business?

3. Give an example to show that a business firm operates
within numerous inter related factors constituting the
business environment.(Hint: example highlighting the inter
relatedness of dimensions of business environment).

4. Krishna Furnishers Mart started its operations in the year
1954 and emerged as the market leader in the industry
because of their original designs and efficiency in operations.
They had a steady demand for their products but over the
years, they found their market share declining because of
new entrants in the field. The firm decided to review their
operations and decided that in order to meet the competition,
they need to study and analyze the market trends and then
design and develop their products accordingly. List any two
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impacts of changes in business environment on Krishna
Furnishers Mart’s operations. (Hint: increase in competition
and Market orientation).

5. Name any two Specific forces of business environment
affecting business.

Short Answer Type:

1. Why it is important for business enterprises to understand
their environment? Explain.

2. Explain the following terms:
a. Liberalisation
b. Privatization
c. Globalisation

3. Briefly discuss the impact of Government policy changes
onbusiness and industry.

4. National Digital Library of India (NDL India) is a pilot project
initiated by the HRD ministry. It works towards developing
a framework of virtual repository of learning resources with
a single-window search facility. It provides support to all
academic levels including researchers, life-long learners and
differently-abled learners free of cost. State the dimensions
of business environment highlighted above.

5. State the impact of demonetization on interest rates, private
wealth and real estate.

Long Answer Type:

1. How would you characterize business environment? Explain
with examples, the difference between general and specific
environment.

2. Howwould you argue that the success of a businessenterprise
is significantly influenced by its environment?

3. Explain, with examples, the various dimensions of
businessenvironment.

4. The government of India announced Demonetization of ¥ 500
and ¥ 1,000 currency notes with effect from the midnight
of November 8, 2016. As a result, the existing ¥ 500 and
% 1,000 currency notes ceased to be legal tender from that
date. New currency notes of the denomination of I 500
and ¥ 2,000 were issued by Reserve Bank of India after the
announcement.
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This step resulted in a substantial increase in the awareness
about and use of Point of Sale machines, e-wallets, digital
cash and other modes of cashless transactions. Also,
increased transparency in monetary transactions and
disclosure led to a rise in government revenue in the form of
tax collection.

a. Enumerate the dimensions of business environment

highlighted above.

b. State the features of Demonetization.

5. What economic changes were initiated by the Government
under the Industrial Policy, 1991? What impact have these
changes made on business and industry?

6. What are the essential features of:

a. Liberalisation,
b. Privatization and
c. Globalisation?
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Planning

Indian Oil Company Limited (IOCL) - Plans to

CHAPTER

Energize with sustainability

Indian Oil is India’s largest commercial organisation. It is top
ranked Indian company in the latest Fortune ‘Global 500’
listings (2017). Indian Oil’s vision is driven by a group of
dynamic leaders who have made it a name to reckon with.
With over 34,000 strong work force, a Maharatna Company,
Indian Oil has been helping to meet India’s energy demands
and reaching petroleum products to every part of India for
over five decades. It plans to increase its business operations
all around the world. The company plans to invest I 20,000
crore in 2017-18 acquisitions and plans to expand overseas.
The company always believed to be ahead of the demand. Last
year too, |IOC had invested close to ¥ 20,000 crore, including
around ¥ 16,000 crore in various Indian projects and on
acquisition for upstream in Russia.

It is noteworthy, between 2012-17, IOCL ended up investing
around ¥ 75,000 crore against the targeted planned investment
of around X 56,200 crore. All investments have been in refinery
expansion, upgradation of quality of refineries, building new
pipelines, getting more aggressive in petrochemical projects,
setting up new natural gas facilities etc. IOC is also looking at the
overseas market. Recently it was decided to open an office in
Bangladesh apart from talking to the Government of Bangladesh
on many accounts, especially regarding LPG and natural gas
where it is trying to take a linkage from IOC pipeline going
up from Damra project and West Bengal border before finally
connecting to the Bangladesh network. For Nepal, IOC plans
to build a pipeline between Motihari terminal of IOCL, which is
currently coming up, and their own facilities inside Nepal. The
company has already signed a memorandum of understanding
(MoU) with Bhutan and looking at newly opening markets such
as Myanmar.

The company always feels that they have to keep their eyes
open for new acquisitions. The company has got good reserves
and were able to generate funds through internal accruals. But
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LEARNING
OBJECTIVES

After studying this
chapter, you will be
able to:

= State the meaning
of planning;

m Describe the
features and
importance of
planning;

= Explain the
limitations of
planning;

= Analyse the steps
in the planning
process; and

m I[dentity the
different types of
plans.
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money, if needed.

1 .

INTRODUCTION

You have just read about the plans
of Indian Oil Company Limited
(IOCL). Of course, these are broad
statements given by the company
and they have to be broken down
into steps for implementation. This
is an example of a company with a
nation-wide reach striving to be one
of the top companies in India. Further
more, every organisation whether
it is government-owned, a privately
owned business or a company in the
private sector requires planning. The
government makes five year plans
for the country, a small business
has it's own plans, while other
companies have big plans, sales
plans, production plans. All of them
have some plans.

All business firms would like to be
successful, increase their sales and
earn profits. All managers dream
of these and strive to achieve their
goals. But to turn these dreams
into reality managers need to work
hard in thinking about the future,
in making business predictions and
achieving targets. Dreams can be
turned into reality only if business
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on a project basis IOC will certainly go into the market — both
India and Overseas, depending on which is cheaper — to borrow

Source: https://www.business-standard.com/article/
companies/ioc-to-invest-around-rs-20-000-in-2017- 1 8-
plans-expansion-acquisitions-117051600438_1.html.

managers think in advance on what
to do and how to do it. This is the
essence of planning.

CONCEPT

Planning is deciding in advance what
to do and how to do. It is one of the
basic managerial functions. Before
doing something, the manager must
formulate an idea of how to work on
a particular task. Thus, planning is
closely connected with creativity and
innovation. But the manager would
first have to set objectives, only then
will a manager know where he has
to go. Planning seeks to bridge the
gap between where we are and where
we want to go. Planning is what
managers at all levels do. It requires
taking decisions since it involves
making a choice from alternative
courses of action.

Planning, thus, involves setting
objectives and developing appropriate
courses of action to achieve these obj-
ectives. Objectives provide direction
for all managerial decisions and
actions. Planning provides a rational
approach for achieving predetermined
objectives. All members, therefore,
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Planning: Keeping the
objective in view and
being in action

__*,

need to work towards achieving
organisational goals. These goals
set the targets which need to be
achieved and against which actual
performance is measured. Therefore,
planning means setting objectives
and targets and formulating an
action plan to achieve them. It
is concerned with both ends and
means i.e., what is to be done and
how it is to be done.

The plan that is developed has to
have a given time frame but time
is a limited resource. It needs to be
utilised judiciously. If time factor
is not taken into -consideration,
conditions in the environment may
change and all business plans may
go waste. Planning will be a futile
exercise if it is not acted upon or
implemented.

Do you think from the above we
can formulate a comprehensive
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definition of planning? One of the
ways to do so would be to define
planning as setting objectives for
a given time period, formulating
various courses of action to
achieve them, and then selecting
the best possible alternative from
among the various courses of
action available.

IMPORTANCE OF PLANNING

You must have seen in films and
advertisements how executives
draw up plans and make powerful
presentations in boardrooms. Do
those plans actually work? Does
it improve efficiency? After all why
should we plan? These are numerous
questions to which we would like to
find solutions. Planning is certainly
important as it tells us where to go,
it provides direction and reduces
the risk of uncertainty by preparing
forecasts. The major benefits of
planning are given below:

(i) Planning provides directions:
By stating in advance how
work is to be done planning
provides direction for action.
Planning ensures that the goals
or objectives are clearly stated
so that they act as a guide for
deciding what action should be
taken and in which direction.
If goals are well defined,
employees are aware of what
the organisation has to do and
what they must do to achieve
those goals. Departments and
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(ii)

(iii)

(iv)

individuals in the organisation
are able to work in coordination.
If there was no planning, empl-
oyees would be working in
different directions and the
organisation would not be able
to achieve its desired goals.

Planning reduces the risks of
uncertainty: Planning is an activity
which enables a manager to look
ahead and anticipate changes.
By deciding in advance the tasks
to be performed, planning shows
the way to deal with changes
and uncertain events. Changes
or events cannot be eliminated
but they can be anticipated and
managerial responses to them
can be developed.

Planning reduces overlapping
and wasteful activities: Planning
serves as the basis of coordinating
the activities and efforts of different
divisions, departments and
individuals. It helps in avoiding
confusion and misunderstanding.
Since  planning ensures
clarity in thought and action,
work is carried on smoothly
without interruptions. Useless
and redundant activities are
minimised or eliminated. It is
easier to detect inefficiencies and
take corrective measures to deal
with them.

Planning promotes innovative
ideas: Since planning is the
first function of management,
new ideas can take the shape
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of concrete plans. It is the most
challenging activity for the
management as it guides all
future actions leading to growth
and prosperity of the business.

Planning facilitates decision
making: Planning helps the

manager to look into the
future and make a choice from
amongst various alternative

courses of action. The manager
has to evaluate each alternative
and select the most viable
proposition. Planning involves
setting targets and predicting
future conditions, thus helping
in taking rational decisions.

Planning establishes standards
for controlling: Planning
involves setting of goals. The
entire managerial process is
concerned with accomplishing
predetermined goals through
planning, organising, staffing,
directing and controlling.
Planning provides the goals or
standards against which actual
performance is measured. By
comparing actual performance
with some standard, managers can
know whether they have actually
been able to attain the goals. If
there is any deviation it can be
corrected. Therefore, we can say
that planning is a prerequisite
for controlling. If there were
no goals and standards, then
finding deviations which are a
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part of controlling would not be
possible. The nature of corrective
action required depends upon
the extent of deviations from the
standard. Therefore, planning
provides the basis of control.

FEATURES OF PLANNING

In the example of Polaris, the
company has plans of expansion.
Their objective is to increase their
capacity so that they can employ 800
more professionals. Their target time
is six months. The objective of the
current year has also been clearly
stated which is to increase capacity
by 1500-2000 more professionals.
Since planning is the primary
function of management they have
set their objectives first. Thus, all
businesses follow a set pattern of
planning. You will be able to find
some similarities in the features of
planning and what you see in real
life. Try and identify them.

The planning function of the
management has certain special
features. These features throw light
on its nature and scope.

(i) Planning focuses on achieving
objectives: Organisations are
set up with a general purpose
in view. Specific goals are set
out in the plans along with
the activities to be undertaken
to achieve the goals. Thus,
planning is purposeful. Planning
has no meaning unless it
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(iv)
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contributes to the achievement
of predetermined organisational
goals.

Planning is a primary function
of management: Planning lays
down the base for other
functions of management. All
other managerial functions are
performed within the framework of
the plans drawn. Thus, planning
precedes other functions. This is
also referred to as the primacy of
planning. The various functions
of management are interrelated
and equally important. However,
planning provides the basis of all
other functions.

Planning is pervasive: Planning
is required at all levels of
management as well as in all
departments of the organisation.
It is not an exclusive function
of top management nor of any
particular department. But
the scope of planning differs at
different levels and among different
departments. For example, the
top management undertakes
planning for the organisation as
a whole. Middle management
does the departmental planning.
At the lowest level, day-to-day
operational planning is done by
SUpervisors.

Planning is continuous: Plans
are prepared for a specific period
of time, may be for a month, a
quarter, or a year. At the end
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\Y]

(vi)

of that period there is need
for a new plan to be drawn on
the basis of new requirements
and future conditions. Hence,
planning is a continuous
process. Continuity of planning
is related with the planning
cycle. It means that a plan is
framed, it is implemented, and
is followed by another plan, and
SO on.

Planning is futuristic: Planning
essentially  involves  looking
ahead and preparing for the
future. The purpose of planning
is to meet future events effectively
to the best advantage of an
organisation. It implies peeping
into the future, analysing it
and predicting it. Planning is,
therefore, regarded as a forward
looking function based on
forecasting. Through forecasting,
future events and conditions are
anticipated and plans are drawn
accordingly. Thus, for example,
sales forecasting is the basis on
which a business firm prepares
its annual plan for production
and sales.

Planning involves decision
making: Planning essentially
involves choice from among
various alternatives and
activities. If there is only one
possible goal or a possible
course of action, there is no
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need for planning because
there is no choice. The need
for planning arises only when
alternatives are available.
In actual practice, planning
presupposes the existence of
alternatives. Planning, thus,
involves thorough examination
and evaluation of each
alternative and choosing the
most appropriate one.

(vii) Planning is a mental exercise:

2020-21

Planning requires application
of the mind involving foresight,
intelligent imagination and sound
judgement. It is basically an
intellectual activity of thinking
rather than doing, because
planning determines the action
to be taken. However, planning
requires logical and systematic
thinking rather than guess
work or wishful thinking.

__‘,

Planning: the first
step to management
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In other words, thinking for
planning must be orderly and
based on the analysis of facts
and forecasts.

LiMITATIONS OF PLANNING

We have seen how planning is
essential for business organisations.
It is difficult to manage operations
without formal planning. It is
important for an organisation to
move towards achieving goals. But
we have often seen in our daily lives
also, that things do not always go
according to plan. Unforeseen events
and changes, rise in costs and prices,
environmental changes, government
interventions, legal regulations, all
affect our business plans. Plans then
need to be modified. If we cannot
adhere to our plans, then why do
we plan at all? This is what we need
to analyse. The major limitations of
planning are given below:

(i) Planning leads to rigidity: In
an organisation, a well-defined
plan is drawn up with specific
goals to be achieved within
a specific time frame. These
plans then decide the future
course of action and managers
may not be in a position to
change it. This kind of rigidity
in plans may create difficulty.
Managers need to be given some
flexibility to be able to cope with
the changed circumstances.
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Following a pre-decided plan,
when  circumstances  have
changed, may not turn out to
be in the organisations interest.

Planning may not work in a
dynamic environment: The
business environment is
dynamic, nothing is constant.
The environment  consists
of a number of dimensions,
economic, political, physical,
legal and social dimensions.
The  organisation has to
constantly adapt itself to
changes. It becomes difficult to
accurately assess future trends
in the environment if economic
policies are modified or political
conditions in the country are
not stable or there is a natural
calamity. Competition in the
market can also upset financial
plans, sales targets may have
to be revised and, accordingly,
cash budgets also need to be
modified since they are based
on sales figures. Planning
cannot foresee everything and
thus, there may be obstacles to
effective planning.

Planning reduces creativity:
Planning is an activity which is
done by the top management.
Usually the rest of the members
just implements these plans.
As a consequence, middle
management and other decision

24-09-2019 12:13:35 PM



100

(iv)

w)

makers are neither allowed to
deviate from plans nor are they
permitted to act on their own.
Thus, much of the initiative
or creativity inherent in them
also gets lost or reduced. Most
of the time, employees do not
even attempt to formulate plans.
They only carry out orders.
Thus, planning in a way reduces
creativity since people tend to
think along the same lines as
others. There is nothing new or
innovative.

Planning involves huge costs:
When plans are drawn up huge
costs are involved in their
formulation. These may be in
terms of time and money for
example, checking accuracy of
facts may involve lot of time.
Detailed plans require scientific
calculations to ascertain facts
and figures. The costs incurred
sometimes may not justify the
benefits derived from the plans.
There are a number of incidental
costs as well, like expenses

on boardroom meetings,
discussions with professional
experts and preliminary

investigations to find out the
viability of the plan.

Planning is a time-consuming
process: Sometimes plans to be
drawn up take so much of time
that there is not much time left
for their implementation.
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Planning does not guarantee
success: The success of an
enterprise is possible only
when plans are properly drawn
up and implemented. Any
plan needs to be translated
into action or it becomes
meaningless. Managers have a
tendency to rely on previously
tried and tested successful
plans. It is not always true
that just because a plan has
worked before it will work
again. Besides, there are so
many other unknown factors
to be considered. This kind of
complacency and false sense
of security may actually lead
to failure instead of success.
However, despite its limitations,
planning is not a wuseless
exercise. It is a tool to be used
with caution. It provides a base
for analysing future courses of
action. But, it is not a solution
to all problems.

PLANNING PROCESS

Planning, as we all know is deciding
in advance what to do and how to do.
It is a process of decision making.
How do we go about making a plan?
Since planning is an activity there

are

certain logical steps for every

manager to follow.

()
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Setting Objectives: The first
and foremost step is setting
objectives. Every organisation
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must have certain objectives.
Objectives may be set for the
entire organisation and each
departm