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Preface to the first edition

Interest in business studies has never been greater; witness, for example, the spectac-
ular growth in the number of business schools in British universities and institutes
of higher education over the last ten years and the rapidly increasing number of
courses at degree and sub-degree level in which business is an important, and fre-
quently dominant, element. Accompanying this growth in institutional provision
has been an equally impressive growth in the number of books and journals devoted
to the various aspects of business - including texts on management principles and
practice, organisation theory, strategic management, marketing, human resource
management, business economics, accounting and finance, and so on. While such
contributions have invariably been welcomed and have augmented our knowledge
of the business world, the overwhelming preoccupation of scholars with the internal
aspects of organisational life has tended to mean that the external influences on
business activity have received little attention. This book is an attempt to redress the
balance.

It should be stated at the outset that our central aim is to provide a study of busi-
ness, rather than a study for business - a text for students rather than practitioners,
although hopefully the latter will find much of the material useful and informative.
In embarking on this study, we recognise that our perspective has been conditioned
by years of teaching students on business studies courses in a variety of institutions,
as well as our own interests and specialisms, and consequently the choice of sub-
ject matter and the ordering of material will not suit all tutors teaching on Business
Environment courses. We have, however, attempted to discuss all the mainstream
areas found on degree and HND-level courses in the large number of institu-
tions with which we are familiar, as well as exploring some newer topics which are
beginning to receive prominence in a growing number of business schools (e.g.
corporate responsibility). In addition, whilst adopting a UK perspective, we have
drawn a substantial amount of our material from European and international sources
- something often promised but not always delivered!

Each chapter in the book follows a common format, which includes objectives, a
case study, review questions and assignments, and a guide to further reading. A com-
prehensive review of data and information sources is included in Chapter 16 (now
Chapter 18) and we would strongly encourage students to make regular use of these
sources, particularly the quality newspapers and journals which contain a wealth of
information and analysis on the changing business environment.

In carrying out this study, we have received considerable help from numerous
organisations to which we extend our thanks. These have included the Department
of Trade and Industry, the Department of the Environment, the Cabinet Office, the
Monopolies and Mergers Commission, the European Commission, the European
Information Centre (Leicester City Council), Business in the Community, and the
Confederation of British Industry.

Our gratitude also goes to the students and staff of Leicester Business School
who have unwittingly helped us to gather information and to formulate our ideas
over more years than we would care to mention. In particular we would like to



m Preface

acknowledge the considerable help and encouragement given to us by Gary Cook,
Andy Rees, Professor Derrick Ball, Professor John Coyne and the staff of De Montfort
University library. To Janice Cox, who typed the majority of the script under
demanding circumstances, go our special thanks and admiration - she never once
complained and always met the deadlines.

We would also like to acknowledge the considerable help, support and encourage-
ment given to us by Dr Penelope Woolf of Pitman Publishing who has retained faith
in us throughout the project. To her go our special thanks.

Our greatest debt, however, is owed to our families who have paid the highest
price in terms of lost time, boring conversations, tetchiness and a general lack of
consideration. Despite all this they have remained encouraging, supportive and
loving. It is to them that we rightly dedicate this book.

Preface to the sixth edition

As with previous editions, we continue to be guided by the very helpful and con-
structive comments of our reviewers and by our own reflections on how we could
improve on the text and presentation of the material. For this edition we have added
a new chapter on ‘The global context of business’ and have revised and repositioned
the material on corporate social responsibility which now becomes a chapter on
the ethical and ecological environment. All other chapters have been revised and
updated and many contain new, internationally focused cases and/or mini cases.
To emphasise the international/global aspects of business, we have introduced an
‘International business in action’ feature at the end of each of the four main sections
of the book. We have also moved the chapter on ‘The technological environment:
e-business’ (Chapter 16 in the fifth edition) to the website, where it becomes an addi-
tional chapter that can be downloaded for those readers who want more detail on
this topic.

As ever, we are indebted to all those colleagues and past students who have
supported us in this project over many years. Special thanks go to them and to
the team at Pearson Education for their continued help and advice. We would also
like to thank Nathan Rush in the De Montfort University library for his invaluable
assistance.
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Preface to the seventh edition

This edition comes some twenty years after our book was first published; we are
delighted by its continued success and by the very positive and generous comments
we have received over many years from successive generations of students and aca-
demic colleagues.

As with previous editions, we have updated the text to take account of recent
developments and have provided a wide range of new case studies and mini cases
covering a variety of contemporary issues and organisations. Chapters 2 and 9 have
been substantially rewritten and the section on information sources in Chapter 18
has been revised considerably. Structurally, however, the presentation remains the
same as in other editions, with suggested questions and assignments following the
text in each chapter and with a further reading list that contains a range of refer-
ences, including those of rival texts. Sadly, there has been little evidence of reciprocal
generosity by our fellow academics over the years.

Our thanks go to all the team at Pearson Education, and particularly Eileen
Srebenik and Jennifer Sargunar, for their help and advice as the new edition took
shape. We continue to be indebted to all those colleagues and past students who,
wittingly (or sometimes unwittingly), have supported us in this project over two
decades. We would like to thank, in particular, Professor Dean Patton, Diane Belfitt,
Zena Cumberpatch and Martyn Kendrick, who have contributed material to previ-
ous editions. We would also like to thank Lindsey and Tom Worthington for their
invaluable help with the manuscript, and Charlie Mpengula and Eliam Ngoma for
providing information on particular aspects of the text. Our thanks go, once again, to
Nathan Rush in the De Montfort University library for his marvellous work on infor-
mation sources in Chapter 18. We would expect no less of a fellow Leicester Tigers
supporter!

Ian Worthington
Chris Britton
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Business organisations:
the internal environment

lan Worthington

The systems approach to the study of business organisations stresses the
interaction between a firm’s internal and external environments. Key aspects
of the internal context of business include the organisation’s structure and
functions and the way they are configured in pursuit of specified organisational
objectives. If the enterprise is to remain successful, constant attention needs
to be paid to balancing the different influences on the organisation and to the
requirement to adapt to new extemal circumstances. This responsibility lies
essentially with the organisation’s management, which has the task of blending
people, technologies, structures and environments.

> ULl Having read this chapter you should be able to:
[l outcomes
 outline the broad approaches to organisation and management, paying
particular attention to the systems approach
 identify alterative organisational structures used by business organisations
 discuss major aspects of the functional management of firms
« illustrate the interaction between a firm's internal and external environments

Bureaucracy Human relations approach  Profit centre

Glassical theories of Human resource Project team
organisation management Public sector
approach gineering

Divisional structure Marketing Scientiic management
Downsizing Marketing concept Sub-systems
Formal structures Marieting mix Systems approach
Functional organis Matix structure Theory X and Theory Y
Functional specialisation  Organisation by product  Theory Z
Hierarchy of needs Organisation chart Virtual organisation
Holding company Private sector Voluntary (or thrd) sector

Chapter 3 - The global context of business

Introduction

Businesses operate in a global context: even if they o not trade directly with other
countries, they might be affected by a domestic shortage of skilled labour or may be
subject to developments on the global financial markets. There is a difference between
globalisation and intemationalisation in the business literature but both result in increased
exposure to global forces. This means that businesses need an understanding of the
process of globalisation. The nature of globalisation is changing it used to mean the
westernisation of the developing world, but the newly emerging economies such as
Brazil, China and India are redefining processes and institutions. In 1980 the share of
the developing countries in world exports was 34 per cent; by 2011 it was 47 per cent
and share of world imports had gone up from 29 per cent to 42 per cent in the same
period. Globalisation s here to stay and the World Bank forecasts that the share of global
gross domestic product (GDP) for developing countries will rise from 29 per cent (2010) to
39 per cent (2030)

These terms are often used interchangeably but they refer to different processes.
Although there is not a single accepted definition of globalisation, it s a term used to
describe the process of integration on a worldwide scale of markets and production.
‘The world is moving away from a system of national markets isolated from each other
by trade barriers, distance or culture. Advances in technology and mass communica
tions have made it possible for people in one part of the world to watch happenings
in far-off places on television or via the intemet. So, for globalisation, national bound-
aries are not important economically; free trade and movement of labour and other
resources result in the breakdown of these boundaries and one big global marketplace.
Internationalisation, meanwhile, refers to the increased links between nation states
with respect to trade and the movement of resources. The relevant thing here is that
the nation state is still important; it is participating and cooperating with other nation
states to a common end.

Regionalism and regional trade agreements are also important in this pro-
cess, the European Union (EU) being an example. The main difference is that with
internationalisation, the nation state remains important whereas the process of glo-
balisation breaks down the barriers between nation states. An extreme view of this
process is called hyperglobalisation, where the world market is seen as a borderless
global marketplace consisting of powerless nation states and powerful multinational
corporations.! The more generally accepted view is called transformationalism, which
ses the rocess of ,Jﬂbalmlmn s bringing aboutchanges mw the power of coun-

msappmr bt are matntained,albeit n changed forms. Thy
a-Cola and listen to western music, but this dog
same views and values as the west. Similarly, even v
remain important (especially in times of crisis)

opulation in India might
ot mean that they hold the
in the EU national differences

Learning outcomes highlight core coverage

in terms of expected learning outcomes

after completing each chapter, to help students
focus their learning and evaluate their progress.

Key terms are drawn out at the start of every
chapter and are emboldened the first time
they appear in the text to enable students to
locate information quickly. A full Glossary
appears at the end of the book.

Chapter 4 - The polttcal environment

Vh fice, pressure

groups seek to influence government in other ways, although this distinction is increas-
ingly becoming blurred. In essence, pressure groups (or lobbies) are collections of like-
minded people who have voluntarily joined together to try to influence government
their members. Nowadays, many
of these groups are highly organised and are powerful bodies, supported by substantial
funding and formidable research facilities. Such groups (frequently referred to as non-
civic society e through which a coll

and non-party politcal view can be artiulated in decision-making cirles; s such they
can be said to op kind y

Traditionally in pressure group literature, a distinction tends to be drawn between
groups which represent ‘somebody’ and those that represent ‘something’. The former
are usually referred toas ‘interest groups’ or ‘protective groups’ and would include groups
representing a particular section of the community, such as trade unions or professional
associations. The latter tend to be known as ‘cause groups’ or ‘ssue groups', as exemplified
by Greenpeace, Amnesty International and the various animal rights groups. In practice,
of course, it is often difficult to make such a clear-cut distinction, given that some interest
groups such as trade unions often associate themselves with particular causes and may
campaign vigorously alongside other groups in support of or against the issue concerned.

‘:‘I‘:E ‘ I it i i Greenpeace,
! for example, can be accessed at www.greenpeace.org.

From a governmental point o view the exstence ofsructures fo articulating sc-

nal toelficient King. Pressure
groups not only provide government with detailed information on specific areas of eve-
ryday activity without which rational decision-making would be difficult, they also ful-
fil a number of other important functions in a democratic system. These would include:

o helping to defend minority interests;

o assisting in the implementation of government policy and legislation;

o providing for continuity in communication and consultation between the gover-
nors and the governed between elections,

‘The successful introduction of reforms in a country’s health service, for example, is
dependent upon support from the various arms of the medical profession and from
organisations representing the different interests of health service workers. Similarly,
of government ies,an impacton the
businesscommaunity, wil be onditioned atIeast 1 part by the eactons of groups rp-
resenting large employers, small and medium enterprises, workers, financial interests,
etc., as well as by individual entrepreneu
‘This relative interdependence hetmeen s Wmmmn and pressure groups under

a democratic system is exemplified by the practice of prior consultation; this is the
arrangement whereby the elected government actively seeks the views of interested
parties during the policy and/or legislative process. Such consultation may be ‘formal
(g where a group has representation on an advisory or executive body or where it
i invited to offer its views on a proposal) or ‘informal’ (e.g. off-the-record meetings
between representatives of the group and the government) or a mixture of the two;
it may also involve a group in hiring the services of  professional lobbyist - often a

<

Links to relevant web pages are highlighted
throughout the text and repeated on the website
— www.pearsoned.co.uk/worthington to help direct
students’ research.




Guided tour

Case studies of varying complexity relate
the theory represented in the chapter to
real-life situations in a range of diverse
organisations.

case ;
study Facing the unexpected

In previous editions of the book we have stressed
e

some areas p
dramatically and unexpectedly for the worse, using

Gase study: Facing the unexpected

spend millons on artifcial steps to trigger rai. In

for electricity soared as individuals and organisa-

Summary of key points provides the
student with a useful revision aid.

Chapter 16 - Intemational markets and trade

the September 11 2001 attack on the World Trade
Center in the US as an example of what is known
as an exogenous shock to the economic syste.
Mercifully, events of this kind tend to be relatively
rare, but when they occur they present a considerable
challenge to the b d i fected.

tions tumed on the air conditioning. Much warmer
conditions were also experienced in parts of
norther Europe, including the UK, resulting in
increased sales of certain ftems (2.9. barbecues,
sunscreen) and tempting many people to holiday at
home. Other

‘The same is true when natural disasters ocour, as
the following recent examples illustrate.

2010 - the eruption of an Icelandic volcano sent a
cloud of volcanic ash over arge parts of Europe,
resulting in the grounding of planes and weeks of
disruption of air travel. Alrines in particular were.
badly affected and faced additional costs because
of stranded passengers and cancelled flights.
Beneficiaries included hoteliers who had to
‘accommodate people unable to travel and altera-
tive transport businesses (e.g. ferry operators).
2011 - an earthquake in Chile devastated the
Chilean wine industry by destroying storage tanks
and infr

included a super typhoon in the Philippines,
extensive fires in parts of Australia, a major drought
in California and severe storms and flooding in
Southern Britain, all of which had major effects on
businesses and communities in the affected areas.

While there is itie a business can do to protect
itself totally against events of this kind, many larger
firms, especially multinationals, tend to put n place
contingency plans to manage unexpected crises,
whether they are caused by human or natural
events. A business continuity plan (BCP) can help
an organisation o respond quickly and effectively
toa negative situation and hopefuly to survive the

tsunami in Japan destroyed a major nuciear facil-
ity and led to damage and the temporary closure
of major factories, including those of Nissan and
Toyota. The negative impact on the Japanese
‘economy resulted in a reduction in oil imports as
industrial production declined and shortages of
eletricity occurred. To support the economy the
Japanese government pumped billions of yen into
the economic system

2013 - sudden and devastating storms in the
Burgundy and Bordeaux regions of France de-
stroyed swathes of the French wine industry,
resulting in a loss of jobs and income in the affected
local communities, with a knock-on impact on local
businesses. In China, a heatwave across the central
‘and eastern parts of the country bady affected the.
farming industry and tempted the government to.

learn from it. Smaller firms on the
whole tend to lack the financial and human resources
needed to adopt such resilience measures and

Some may not survive an adverse change in the.
external environment, For other organisations such a
change may bring with it business opportunities, an
unexpected though possibly welcome gain from an
event that has a negative impact on other fims.

Case study questions

1 Can you think of any other examples of major unan-
ticipated events in your own country (or areas of
‘your own country) that have had a serious adverse
effect on its firms and/or industries?

2 Can you think of any businesses that may have

benefited commercially from this event or these
events?

Synopsis|
This chapter has looked at the international marketplace and, in particular, the benefits
that derive from international trade. Consideration has also been given to some of the
restrictions that exist to free trade and the organisations that are active in promotingi.
Patterns of trade in the United Kingdom have been examined, as well asa recent history
of the balance of payments position. Exchange rates were covered, including an anal
sis of how businesses are affected by changes in the value of currencies
»
>
* International trade takes place because it increases the output of the whole world.
 Despite ths there are restrictions to international rade which include tarifs and quotas,
but there are international organisations that seek o limit these and promote free trade
 The balance of payments is a record of one couniry’s trade with other couniries.
 Abalance of payments deficit is a situation where imports are greater than exports; a
balance of payments surplus is the opposite, where exports are greater than imports.
 The exchange rate s the price of one currency in terms of another.
© Afloating exchange rate is determined by the free market; a fixed exchange rate is
determined by the government or some other authority.
 The euro is a single currency introduced into circulation in January 2002 by the mem-
bers of the Eurozone.
case o
Eurozone crisis
study
Crisis hit the Eurozone afterthe collapse of Lehman  four countries were members of the single European
Brothers in 2008 and the start of the credit erunch, as  currency, tis caused major problems for the
Figure 16.10 shows Eurozone - hence the term the Eurozone criss
In 2009, all EU economies (except Poland) ran At the beginning of 2013 many commentators saw
into diffculties; even Germany recorded negative the exit of Greece from the Eurozone as inevitable
wih in GDP. By 2010 there was some recovery and the even the possibilty of the ailre of the single
in most EU countries, but not n reland, Greece or  European currency was being contemplated. By the
‘Spain. This continued through 2011 but changed end of 2013 the situation looked very different. There
again in 2012 when several EU countries exhibited had been no new bail-outs in 2013 and Ieland exited
negalive growth, including France, Belgium and s €85 billon EU-IMF bail-out in December 2013 It
Haly. By 2013 things looked better, except n the looked as though the Eurozone had weathered the
case of Spain, Portugal, laly and Greece. Asthese  storm.

Summary of key points

Review and discussion questions

1 Discuss the costs and benefits to businesses of the introduction of a system
for monitoring and analysing the changing external environment in which they
operate.

2 To what extent do you agree with the proposition that only large firms should or
can make use of the various techniques of environmental analysis?

3 Using a firm or organisation of your choice, attempt a ‘SWOT" analysis. For
‘example, can you apply such an analysis to the organisation in which you work
or study?

4 Using the information sources discussed in the text, and any others with which
you are familiar, provide a comparative analysis of consumer markets In at least
eight leading European countries (including eastern Europe).

1 You work for a medium-sized private company i the UK fashion industry (it can
be on either the production or the retailing side). As a personal assistant to the
managing director, your brief is to provide help and advice on various aspects of
the fir’s operations. You have recently become concerned about the lack of a
system for monitoring changes in the business environment and have agreed to
produce a report on the issue for the board of directors. In producing this report,
You are required to identify both the costs and the benefits to the business of
implementing a system of environmental scanning.

2 As alibrarian in a college (or university) library, with responsibility for help and
advice to students on business studies courses, you are frequently asked for
guidance on how to access information and data on a particular company.
Choosing any wel you wish, produce a
representation (e.g. flow chart) of the steps you would advise students to
undertake to get the information they require. At each step, indicate what type of
information is available and how and from where it can be obtained.

Further reading

Brandenburger, A. and Nalebuff, B., 'The right game: use game theory to shape strategy’, Harvard
Business Review, July-August, 1995, pp. 57-71

Cooke, 5. and Slack, N., Making Management Decisions, 2nd edition, Prentice Hall, 1991

Fahey, L. and Narayanan, V. K., Macroenvironmental Analysis for Strategic Management, West
Publishing, 1986,

Finlay, P.N.
Times/Prentice Hall, 2000.

Strategy, Financial

™~ Questions and assignments provide engaging
activities for students and lecturers in and out
of the classroom situation. Further questions on
the website help to evaluate their progress.
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Business organisations:
the external environment

lan Worthington

Business organisations differ in many ways, but they also have a common
feature: the transformation of inputs into output. This transformation process
takes place against a background of external influences which affect the firm
and its activities. This external environment is complex, volatile and interactive,
but it cannot be ignored in any meaningful analysis of business activity.

Having read this chapter you should be able to:

e indicate the basic features of business activity

e portray the business organisation as a system interacting with its environment

e demonstrate the range and complexity of the external influences on business
activity

e identify the central themes inherent in the study of the business environment

Environmental change Immediate (or operational) Outputs
External environment environment PESTLE analysis
General (or contextual) Inputs Transformation system

environment Open system



- Chapter 1 - Business organisations: the external environment

Introduction

Business activity is a fundamental and universal feature of human existence and yet the
concept of ‘business’ is difficult to define with any degree of precision. Dictionary defini-
tions tend to describe it as being concerned with buying and selling, or with trade and com-
merce, or the concern of profit-making organisations, and clearly all of these would come
within the accepted view of business. Such a restricted view, however, would exclude large
parts of the work of government and its agencies and the activities of non-profit-making
organisations — a perspective it would be hard to sustain in a climate in which business
methods, skills, attitudes and objectives are being increasingly adopted by these organisa-
tions. It is this broader view of business and its activities that is adopted below and that
forms the focus of an investigation into the business environment.

The business organisation and its environment

A model of business activity

Most business activity takes place within an organisational context and even a cursory
investigation of the business world reveals the wide variety of organisations involved,
ranging from the small local supplier of a single good or service to the multi-billion-dollar
international or multinational corporation producing and trading on a global scale.
Given this rich organisational diversity, most observers of the business scene tend to
differentiate between organisations in terms of their size, type of product and/or mar-
ket, methods of finance, scale of operations, legal status and so on. Nissan, for example,
would be characterised as a major multinational car producer and distributor trading on
world markets, while a local builder is likely to be seen as a small business operating at a
local level with a limited market and relatively restricted turnover.

Further information on Nissan is available at www.nissan-global.com
The Nissan UK website address is www.nissan.co.uk

While such distinctions are both legitimate and informative, they can conceal the
fact that all business organisations are ultimately involved in the same basic activity,
namely, the transformation of inputs (resources) into outputs (goods or services). This
process is illustrated in Figure 1.1.

In essence, all organisations acquire resources - including labour, premises, technology,
finance, materials - and transform these resources into the goods or services required by
their customers. While the type, amount and combination of resources will vary according
to the needs of each organisation and may also vary over time, the simple process described
above is common to all types of business organisation and provides a useful starting point
for investigating business activity and the environment in which it takes place.

A more detailed analysis of business resources and those internal aspects of organi-
sations which help to transform inputs into output can be found in Chapters 2 and
7 below. The need, here, is simply to appreciate the idea of the firm as a transformation
system and to recognise that in producing and selling output, most organisations hope



The business organisation and its environment -

m The business organisation as a transformation system
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to earn sufficient revenue to allow them to maintain and replenish their resources, thus
permitting them to produce further output which in turn produces further inputs. In
short, inputs help to create output and output creates inputs. Moreover, the output of
one organisation may represent an input for another, as in the case of the firm produc-
ing capital equipment or basic materials or information or ideas. This interrelation-
ship between business organisations is just one example of the complex and integrated
nature of business activity and it helps to highlight the fact that the fortunes of any sin-
gle business organisation are invariably linked with those of another or others - a point
clearly illustrated in many of the examples cited in the text.

The firm in its environment

The simple model of business activity described above is based on the systems approach
to management (see Chapter 2). One of the benefits of this approach is that it stresses
that organisations are entities made up of interrelated parts which are intertwined with
the outside world - the external environment in systems language. This environment
comprises a wide range of influences - economic, demographic, social, political, legal,
technological, etc. - which affects business activity in a variety of ways and which can
impinge not only on the transformation process itself but also on the process of resource
acquisition and on the creation and consumption of output. This idea of the firm in its
environment is illustrated in Figure 1.2.

m The firm in its environment

Environmental influences

Political, social, legal,
cultural, technological, etc.

A

\

BUSINESS o c )
Inputs ——> ORGANISATIONS —> Outputs —> Consumption ----




