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Dear learner,

| extend my heartfelt greetings and profound enthusiasm as | warmly wel-
come you to Sreenarayanaguru Open University. Established in September
2020 as a state-led endeavour to promote higher education through open
and distance learning modes, our institution was shaped by the guiding
principle that access and quality are the cornerstones of equity. We have
firmly resolved to uphold the highest standards of education, setting the
benchmark and charting the course.

The courses offered by the Sreenarayanaguru Open University aim to
strike a quality balance, ensuring students are equipped for both personal
growth and professional excellence. The University embraces the wide-
ly acclaimed “blended format,” a practical framework that harmonious-
ly integrates Self-Learning Materials, Classroom Counseling, and Virtual
modes, fostering a dynamic and enriching experience for both learners
and instructors.

The University aims to offer you an engaging and thought-provoking ed-
ucational journey. The Bachelor of Business Administration programme
is highly coveted due to the current demand for skilled professionals in
the field. This factor was central to our approach while designing the
curriculum for this course. It strikes a balanced combination, providing a
profound understanding of theoretical concepts alongside a clear exposi-
tion of practical applications. We have been cautious in ensuring that the
management modules are balanced, preserving the integrity and distinc-
tiveness of the discipline. The Self-Learning Material has been meticulously
crafted, incorporating relevant examples to facilitate better comprehen-
sion.

Rest assured, the university’s student support services will be at your dis-
posal throughout your academic journey, readily available to address any
concerns or grievances you may encounter. We encourage you to reach
out to us freely regarding any matter about your academic programme. It
is our sincere wish that you achieve the utmost success.

Warm regards.
Dr. Jagathy Raj V.P. 01-07-2025
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Fundamentals of Business
Environment

Learning Outcomes

By the end of this unit, learners will be able to:

0

comprehend the concept of the business environment and its relevance
in today’s competitive world

analyse internal and external factors affecting the business environment
examine the dynamic nature of the business environment

identify and interpret the components of micro and macro environments
including political, economic, social, technological, legal, and global
factors

Prerequisite

Ramesh owns a small garment shop in a town. One day, the government
announces a new tax policy that increases the tax on fabric. At the same time,
a large shopping mall opens nearby with several branded clothing stores. Also,
due to changing fashion trends, customers now prefer ready-made garments
over stitched clothes. Additionally, an online clothing app starts offering free
home delivery and discounts. All these factors such as the government policy,
new competitors, changing customer preferences, and technology affect how
Ramesh runs his business. He must now adjust his pricing, product range, and
marketing strategies to survive and grow. This situation shows that businesses do
not operate in isolation. They are influenced by various external factors such as
economic, social, political, legal, and technological changes. This surrounding
system of influences is called the Business Environment.
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Business environment, Micro and Macro environment, Economic environment,
Dynamic environment, Internal Environment, External Environment

Discussion

1.1.1 Business Environment

Business is an economic activity which is related with continuous production of goods
and services for satisfying human wants. Business does not junction in isolation- it is
affected by internal and external factors. These internal and external factors collectively
constitute business environment. An environment provides the necessary conditions for
growth and development. For example, the natural environment provides air, food, and
shelter essentials for human survival. People also learn and develop behaviours based
on their surroundings; for instance, an unhappy home environment can negatively
impact a child’s behaviour.

In the same way, the business environment refers to the surroundings in which
businesses operate. Like all environments, it presents both opportunities for growth
and threats that can potentially harm the business. Successful companies are those that
monitor their environment closely and adapt to its changes in order to stay competitive
and relevant.

According to Keith Davis, “Business environment is the aggregate of all conditions,
events, and influences that surround and affect it”.

According to Arthur M. Weimer, “Business environment encompasses the ‘climate’or
set of conditions, economic, social, political or institutional in which business operations
are conducted.”

According to William Gluck and Jauch, “Environment contains the external factors
that create opportunities and threats to the business. This includes socio-economic
conditions, technology and political conditions”

According to Reinecke and Schoell, “the environment of business consists of all
those external things to which it is exposed and by which it may be influenced directly
or indirectly”.

From the above definitions, it can be concluded that, Business environment is;

1. Total of both external and internal factors
ii. It provides both opportunities and threats
iii. It create uncertainty for business firm as it is difficult to predict the trend

iv. Itis dynamic, keeps on changing
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Case Study Analysis

Nokia, once the largest and most powerful telecom giant of the 1990s. Nokia was
the leading manufacturer of mobile phones and was renowned for its robust hardware
and exceptional battery life. The company enjoyed global recognition for its customer
satisfaction. In fact, Nokia launched the world’s first internet-enabled phone in 1996
and even developed a touch-screen prototype during that time.

However, the company grew overconfident and became blind to the rapid
technological advancements occurring around it. Nokia was resistant to change and
failed to adapt to the emerging Android era. Meanwhile, Samsung introduced a range of
Android-based smartphones that were both affordable and user-friendly. While Nokia
continued to focus primarily on hardware, it paid little attention to software innovation.
Soon, multiple manufacturers entered the smartphone market, and Apple, led by Steve
Jobs, launched the revolutionary iPhone series. By the time Nokia recognised the shift,
it was already too late to reclaim its dominance.

While competitors like Samsung and Apple consistently launched technologically
advanced models, Nokia introduced the Windows Phone, which offered only basic
features. A series of poor decisions and a risk-averse attitude led to the decline of this
once-dominant mobile brand. The company’s unwillingness to adopt new technologies
became a key factor in its downfall. By 2013, Nokia had lost its leading position in the
global mobile market—a tragic end for a company that had once ruled the industry.
Additionally, the company suffered from a lack of visionary leadership and strategic
direction.

On the other hand, there were companies that seized market opportunities wisely
and rose to success. Apple is a prime example. Instead of focusing solely on voice calls,
Apple envisioned a future centred around data and digital experiences. They capitalised
on the very opportunity that Nokia missed. Similarly, Microsoft, led by Bill Gates,
Hershey’s, founded by Milton Hershey, and Tesla, under the leadership of Elon Musk,
are all examples of companies that either emerged from failure or overcame challenges
to achieve remarkable success.

Ultimately, the success or failure of any business depends on the strategies and
decisions made at the right time. Every business must anticipate and adapt to innovations
and changes occurring in its environment. Therefore, understanding the business
environment is crucial for long-term success.

1.1.1.1 Characteristics/ Features of Business Environment

The business environment encompasses all the internal and external factors that
influence a company’s operations and performance. These include economic trends,
legal frameworks, social norms, political developments, technological innovations, and
internal management capabilities. Understanding the nature of the business environment
is essential because it helps organisations to stay competitive, adapt to changes, and
seize opportunities. Below are the major characteristics of the business environment:
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1. Complexity

The business environment is highly complex due to the multitude of interrelated
factors that shape it. Businesses interact with various stakeholders such as customers,
suppliers, employees, investors, competitors, government agencies, and the media.
Each of these elements influences business decisions in unique ways.

Example: A multinational company like Nestlé must deal with different consumer
preferences, food safety laws, supply chain standards, and marketing strategies in each
country. These complexities require strategic management and flexibility to meet local
demands while maintaining global consistency.

2. Dynamic Nature

The business environment is constantly changing due to frequent developments in
political, economic, technological, and social arenas. These changes can be sudden or
gradual, but they require businesses to adapt continuously.

Example: The COVID-19 pandemic dramatically changed the business environment
for almost every industry. Companies like Zoom and Amazon saw rapid growth due
to increased demand for digital communication and online shopping, while many
traditional retail businesses faced severe challenges.

3. Interconnectedness

All elements of the business environment are interrelated. A change in one component
can have a ripple effect across others. Businesses must monitor these linkages carefully
to understand potential consequences.

Example: An increase in interest rates by the Reserve Bank of India (RBI) may reduce
consumer spending on non-essential goods. This affects demand, production planning,
and employment in sectors like automobiles and consumer durables.

4. Uncertainty

Since the business environment is influenced by numerous uncontrollable variables,
it is difficult to predict future trends with certainty. This makes planning a challenge for
business leaders.

Example: A sudden ban on Chinese apps by the Indian government disrupted the
operations of several tech companies and digital advertisers. Businesses using these
platforms for marketing had to quickly shift strategies to remain visible.

5. Far-reaching Impact

Changes in the business environment often go beyond affecting a single business—
they can influence entire industries, societies, and even economies. Major shifts in
environmental conditions can result in large-scale consequences.

Example: The rise of electric vehicles (EVs) has impacted not only car manufacturers
like Tesla and Tata Motors, but also oil companies, battery producers, and automobile
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servicing industries. The transition affects employment, energy policies, and global
trade.

6. Multi-faceted Nature

The business environment is composed of various dimensions such as economic,
political, legal, technological, and socio-cultural, each affecting business in different
ways. No single factor can be seen in isolation.

Example: A company like Paytm operates in a tech-driven and regulated environment.
Economic factors influence consumer spending, political stability affects investor
confidence, and legal changes like data protection laws influence its compliance
strategies.

7. Relativity

The impact of the business environment varies from one business to another. The
same external event may benefit one firm while harming another, depending on their
size, structure, industry, and geographical location.

Example: A hike in minimum wage may significantly affect small retail stores that
operate on thin profit margins, while large corporations like Reliance Retail may absorb
the cost more easily due to economies of scale.

8. Influenced by Internal and External Forces

The business environment is shaped by both internal forces (such as company culture,
leadership, and operational efficiency) and external forces (like consumer behaviour,
competitors, and government policies). A business must manage both to succeed.

Example: Infosys thrives because of its strong internal leadership and human resource
policies, but it also has to respond to external factors like global demand for IT services,
immigration rules in client countries, and cybersecurity laws.

1.1.2 Factors Affecting Business Environment

The term business environment refers to the totality of all external and internal factors
that affect the operations, performance, and strategies of a business. These factors can
create both opportunities and threats and require businesses to be dynamic, flexible,
and adaptive in nature. The environment shapes the decision-making processes, growth
potential, and survival prospects of enterprises in today’s complex and competitive
world.

For example, when the Indian Government introduced the Goods and Services Tax
(GST)in 2017, it created a significant impact on how businesses across sectors managed
their tax compliance. Similarly, the COVID-19 pandemic disrupted supply chains
worldwide, highlighting how external health and political factors could influence the
business environment dramatically.

SGOU - SLM - BBA - Business Environment and Law m

i~

Mooy
SREENARAYANAGURU
GPEN UNIVERSITY




The factors affecting business environment can be classified into two broad categories:

1. Internal Environmental factors: Elements within the organisation that affect
its operations.

2. External Environmental factors: Factors outside the organisation, further
divided into:

a. Micro Environmental Factors

b. Macro Environmental Factors

Business
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Fig. 1.1.1 Factors Affecting Business Environment

1.1.2.1 Internal Factors Affecting Business Environment

These are elements within the company’s control, yet they play a vital role in its
functioning and strategic direction.

1. Company’s Vision and Long-Term Strategy

A company’s vision defines what it aspires to achieve in the future and serves as
a roadmap for strategic planning. It influences how the organisation prioritises its
projects, investments, and market expansion plans. The vision also communicates to
stakeholders the company’s ambitions and long-term commitment. For example, Tata
Group’s vision of “nation-building” shapes its initiatives in sustainable industries such
as electric vehicles, renewable energy, and affordable housing. A strong vision statement
helps maintain consistency and focus across all business activities.
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2. Mission and Objectives

The mission of a business defines its purpose of existence, serving as a guiding
light for all strategic decisions. It reflects the company’s long-term vision and helps in
aligning the organisation’s operations with its core goals. Objectives, on the other hand,
are specific and measurable targets set to achieve the broader mission. For instance,
Google’s mission, “To organize the world’s information and make it universally
accessible and useful,” drives its continual development of search algorithms, Al
technologies, and digital tools. When an organisation has a clearly defined mission and
objectives, all departments and teams can work cohesively towards common goals.

3. Organisational Structure

Organisational structure refers to the systematic arrangement of roles, responsibilities,
and authority within a company. It defines the flow of communication, delegation of
authority, and decision-making processes. A clear and efficient structure enhances
productivity, reduces confusion, and ensures accountability at all levels of management.
For example, in a hierarchical structure like that of Infosys, the CEO delegates
responsibilities to senior directors, who then guide middle and lower-level managers,
ensuring proper coordination. A well-defined organisational structure is essential for
scaling operations and managing large teams effectively.

4. Corporate Culture

Corporate culture includes the shared values, traditions, customs, beliefs, and
behaviours that shape the working environment within an organisation. It significantly
influences employee morale, productivity, and how the organisation is perceived
externally. A positive and inclusive corporate culture can improve employee retention
and foster innovation. For instance, Mahindra & Mahindra Ltd was ranked among India’s
best workplaces in 2021 due to its inclusive culture and strong employee engagement
practices. Culture is a unique aspect that differentiates one organisation from another,
even within the same industry.

5. Human Resources

Human resources are among the most critical internal elements of a business
environment, representing the people who work for the organisation. The skills,
motivation, and engagement level of employees determine the operational efficiency
and success of the business. Skilled employees offer innovation, better service, and
improved product quality, giving the firm a competitive advantage. For example, the
doctors in a hospital or teachers in a school are directly responsible for the quality of
services provided, and their expertise and attitude significantly influence the institution’s
reputation. Organisations have control over their human resources through training,
incentives, hiring, and restructuring policies.

6. Physical Resources and Financial Capabilities

Physical resources include all tangible assets such as buildings, equipment,
machinery, and technology infrastructure, which are essential for producing goods
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and services. Financial capabilities refer to the availability and management of funds
required for daily operations, investments, and expansion activities. Both these elements
directly impact the efficiency and growth potential of an organisation. For instance, a
manufacturing firm like Larsen & Toubro (L&T) relies heavily on its advanced machinery
and financial strength to execute large-scale infrastructure projects. Businesses that
effectively manage their physical and financial resources can better withstand economic
fluctuations and maintain competitiveness.

7. Employees and Leadership

The effectiveness of leadership and the quality of employees play a decisive role in
determining business success. Strong leadership motivates employees, drives change,
and sets performance benchmarks. Employees, when guided well, contribute to
innovation, customer service, and organisational excellence. A case in point is Infosys,
which thrived under the visionary leadership of N.R. Narayana Murthy, who instilled
a culture of discipline, transparency, and global ambition among its employees. Good
leaders shape the internal environment by aligning workforce efforts with organisational
objectives.

8. Research and Development (R&D) and Innovation Capability

Innovation is key to long-term sustainability and competitive advantage in today’s
fast-paced markets. Companies that invest in research and development are better
equipped to launch new products, improve existing ones, and adapt to technological
changes. R&D is an internal resource that drives product differentiation and customer
satisfaction. For example, Apple Inc. has consistently maintained a technological edge
due to its robust R&D infrastructure, resulting in innovative products like the iPhone,
iPad, and Apple Watch. Innovation nurtured internally allows businesses to remain
leaders in their industries.

9. Internal Communication and Information Flow

The way information flows within an organisation has a significant impact on decision-
making, coordination, and problem-solving. Smooth internal communication ensures
that employees are informed, engaged, and aligned with organisational goals. It also
facilitates collaboration and quick response to operational challenges. Companies like
Google promote open communication by encouraging feedback, regular team meetings,
and transparency, which leads to better ideas and increased employee satisfaction.
A strong internal communication system is thus vital for operational excellence and
maintaining a cohesive work environment.

10. Value System

The value system of an organisation forms the ethical foundation on which it
operates. It includes core principles like integrity, accountability, transparency,
compassion, innovation, and sustainability. These values not only influence the internal
conduct of the organisation but also its relationship with external stakeholders like
customers, partners, and society at large. For example, Tata Group is widely respected
for its adherence to ethical values, which has earned it a high level of public trust and
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employee loyalty. These values are typically developed and upheld by the top-level
management such as the board of directors and trickle down to guide the actions of all
employees.

Internal factors of the business environment are controllable and play a foundational
role in determining a company’s direction, stability, and success. These factors, ranging
from leadership and culture to resources and communication are interlinked and must
be managed efficiently to enhance performance and adaptability. By understanding and
optimising these internal elements, organisations can build strong strategic frameworks
and thrive even in competitive or uncertain external environments.

1.1.2.2 External Factors Affecting Business Environment

External factors refer to the elements outside the immediate control of a business
but which significantly shape its decisions and operations. These factors include both
micro and macro environmental components. While businesses cannot control these
influences, they must constantly monitor and adapt to them to survive and remain
competitive. The micro environment includes those external groups and organisations
that are closely related to the business’s day-to-day activities.

1.1.2.2.1 Micro Environment (Operating Environment)

The micro environment comprises the actors and forces directly connected to a
business’s ability to serve its customers. These factors influence how a company operates
on a short-term basis and must be managed carefully to ensure customer satisfaction,
continuity in supply, and competitive advantage. The key components of the micro
environment include customers, suppliers, competitors, marketing intermediaries, and
the public.

a. Customers

Customers are the most vital part of any business environment, as businesses exist
primarily to satisfy their needs and preferences. The success or failure of a company
is largely determined by how well it understands and serves its customer base. A shift
in customer preferences can compel companies to innovate, redesign, or completely
transform their products or services.

For instance, the growing trend of health-conscious consumers prompted PepsiCo to
introduce products like Diet Pepsi and low-sugar alternatives, aligning with consumer
demands for healthier beverages. Businesses that fail to respond to evolving customer
expectations often lose relevance in the market.

b. Suppliers

Suppliers provide the raw materials, equipment, and services required for the
production process, and therefore, their reliability is critical to maintaining smooth
business operations. Disruptions in supply chains can lead to delays, increased costs,
and customer dissatisfaction. Many companies rely on multiple suppliers to avoid
dependency and reduce risks.
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A striking example is the global semiconductor shortage during the COVID-19
pandemic, which severely affected automakers like Ford and Toyota. These companies
had to halt production and delay vehicle deliveries due to the lack of essential
components. This crisis highlighted the impotance of maneging supplier relationships
strategically to ensure consistency and continuity.

¢. Competitors

Competitors are firms that offer similar products or services in the market and strive
to attract the same customer segments. The competitive environment directly affects
pricing strategies, marketing approaches, and product features. Companies constantly
monitor their competitors to identify strengths and weaknesses, adapt strategies, and
maintain or increase their market share.

For example, the entry of Reliance Jio into the Indian telecom industry in 2016
revolutionised the market by offering free calls and low-cost data. This move forced
established players like Airtel, Vodafone, and Idea to slash prices and offer better
services to retain their customers. Such competitive pressures encourage innovation
and efficiency.

d. Marketing Intermediaries

Marketing intermediaries are individuals or organisations that help businesses
promote, sell, and distribute their products to the end consumers. These include agents,
wholesalers, retailers, and logistics firms that ensure products reach the market in time
and in good condition. They also gather market feedback and help in building brand
awareness and customer relationships.

For example, companies like Hindustan Unilever depend heavily on vast distribution
networks to supply their products to remote parts of India, thus maintaining market
presence and customer accessibility. Efficient intermediaries improve customer
satisfaction, while poor distribution can hinder sales and damage brand reputation.

e. Publics

The term “publics” refers to any group that can influence or be influenced by the
activities of an organisation. According to marketing expert Philip Kotler, publics include
the media, government bodies, consumer rights organisations, local communities,
environmental groups, and social activists. These groups may not buy products directly
but can significantly affect a business’s reputation and operational freedom.

For instance, Coca-Cola faced intense pressure from environmental NGOs in
India over its water consumption practices. As a result, the company adopted water
conservation and recycling initiatives at its bottling plants. Managing public perception
and maintaining transparency are essential to sustaining long-term business credibility.

The micro environment plays a vital role in the success and sustainability of any
business. Although these factors lie outside the company’s direct control, they are
closely linked to its day-to-day operations. Businesses must actively monitor and adapt
to changes in their micro environment to remain competitive and responsive to market
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needs. By maintaining strong relationships with customers, suppliers, intermediaries,
and the public, and by strategically responding to competitors, organisations can
position themselves effectively in the business landscape.

1.1.2.2.2 Macro Environment

The macro environment refers to the larger external forces that affect the entire
economy and all businesses operating within it. These factors are beyond the control
of individual companies but have a powerful impact on how businesses formulate their
strategies, manage risks, and respond to opportunities. Unlike the micro environment,
which deals with immediate stakeholders like customers and competitors, the macro
environment encompasses global and national level forces such as political trends,
economic cycles, technological shifts, and cultural transformations. Businesses must
continuously analyse these forces to stay relevant, competitive, and compliant in a
rapidly evolving global landscape.

a. Political and Legal Factors

Political and legal factors include government policies, political stability, regulatory
frameworks, taxation systems, labour laws, and trade policies. These aspects significantly
affect the ease of doing business in a country and influence long-term investment
decisions. Political uncertainty or frequent policy changes can disrupt operations,
while business-friendly regulations can attract foreign and domestic investment. A
prime example is the ‘Make in India’ initiative launched by the Indian government
to promote manufacturing, which offered incentives like tax breaks, simplified labour
laws, and infrastructure support to attract businesses. Companies such as Apple and
Samsung have since expanded their manufacturing operations in India due to such
supportive policies. Conversely, businesses in politically unstable regions may suffer
from operational disruptions and increased risks.

b. Economic Factors

Economic conditions directly impact consumer spending, investment, and business
performance. Key economic indicators include GDP growth, inflation, interest rates,
exchange rates, unemployment levels, and consumer confidence. For instance, high
inflation can reduce consumer purchasing power, leading to a decline in product
demand, while lower interest rates can stimulate investment and borrowing. A striking
example is the 2008 global financial crisis, which caused a severe economic downturn,
forcing many companies like General Motors and Lehman Brothers into bankruptcy or
restructuring. Businesses must constantly monitor economic trends to forecast demand,
set pricing strategies, and manage risks effectively.

¢. Social and Cultural Factors

Social and cultural factors encompass societal values, lifestyles, education levels,
beliefs, health consciousness, and demographic trends. These elements shape consumer
behaviour, product preferences, and marketing communication styles. As societies
evolve, businesses must adapt their offerings to meet changing expectations.
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For example, there is a growing demand for sustainable living and ethical
consumption, which has driven growth in sectors like electric vehicles, organic foods,
and eco-friendly packaging. Companies such as Tesla and Patagonia have capitalised on
these values by offering green alternatives aligned with customers’ lifestyles. Ignoring
cultural trends can result in brand irrelevance or even public backlash.

d. Technological Factors

Technology is a powerful macro factor that influences innovation, productivity,
customer engagement, and even the survival of businesses. Advances in automation,
artificial intelligence (Al), cloud computing, and digital platforms have transformed
industries. Companies that embrace technological change gain a competitive advantage,
while those that resist risk becoming obsolete. A classic example is Kodak, which once
dominated the film photography market but failed to transition to digital photography,
leading to its downfall. In contrast, companies like Canon and Sony quickly adapted
and thrived in the digital age. Technological vigilance and continuous innovation are
crucial for long-term growth.

e. Environmental or Ecological Factors

Environmental sustainability, climate change awareness, and green regulations are
increasingly influencing business operations across industries. Companies are under
pressure to reduce carbon emissions, manage waste responsibly, and adopt eco-friendly
practices. Non-compliance with environmental laws can lead to heavy penalties,
reputational damage, and loss of consumer trust. Unilever’s Sustainable Living Plan is
a notable example of a business integrating environmental goals into its core strategy,
focusing on water conservation, waste reduction, and sustainable sourcing. This
approach not only improved brand perception but also reduced operational costs and
opened new markets for eco-conscious products.

f. Demographic Factors

Demographics refer to statistical characteristics of the population such as age, gender,
income levels, occupation, literacy rate, and geographic distribution. These elements
significantly influence market size, consumer needs, and labour availability. Businesses
use demographic insights to tailor their products and marketing strategies to specific
segments.

For instance, India’s young population, with a median age below 30, has created
booming markets for smartphones, digital entertainment, fashion, and e-learning
platforms. On the other hand, ageing populations in countries like Japan and Germany
have led to a demand surge for healthcare services and retirement products.

g. Global Factors

Global factors include globalisation, international trade agreements, foreign
investment flows, geopolitical tensions, cross-border supply chains, and international
competition. These forces determine how businesses expand globally, source materials,
or compete in international markets.
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For example, the Brexit referendum led to the UK’s exit from the European Union,
causing significant disruptions in trade logistics, tariff structures, and market access for
Indian exporters and multinationals with operations in both regions. Similarly, trade
tensions between the US and China have forced global companies to reconsider their
manufacturing bases and supply chains. Businesses today must think and act globally,
staying informed about geopolitical and trade developments.

The macro environment consists of broader forces that affect not only individual
businesses but entire industries and economies. While these factors are uncontrollable,
businesses that monitor and adapt to them strategically can turn potential threats into
opportunities. Understanding political, economic, social, technological, environmental,
demographic, and global trends is essential for long-term planning, innovation, and risk
management. By proactively aligning strategies with the macro environment, companies
can remain resilient and competitive in an increasingly complex global marketplace.

1.1.3 Dynamic Nature of Business Environment

The business environment is inherently dynamic, meaning it constantly changes
due to various external and internal influences. This dynamic character affects how
businesses plan, operate, and compete. Rapid developments in technology, economic
shifts, evolving consumer preferences, and global incidents all contribute to this ever-
changing landscape. Below are the key elements that demonstrate the dynamic nature
of the business environment:

1. Rapid Technological Advancements

Technology changes rapidly and has a profound impact on all aspects of business,
from production to marketing and customer service. Businesses must continuously
upgrade their systems and adopt new technologies to stay relevant and competitive.

For instance, the rise of digital technologies and the internet gave birth to e-commerce
platforms like Amazon, Flipkart, and Myntra, which revolutionised traditional retail.
Companies that failed to adapt to online selling lost significant market share. Moreover,
technologies such as artificial intelligence, automation, and cloud computing have
transformed how businesses analyse data, interact with customers, and manage
operations.

2. Changing Political and Legal Conditions

Political and legal factors are crucial to business operations, and frequent changes
in these areas require businesses to adapt quickly. Government policies, regulations,
taxation laws, and political stability significantly influence business decisions and
strategies. A strong example is the implementation of the Goods and Services Tax
(GST) in India. When the government introduced this tax reform, it simplified the
indirect tax system but also forced businesses to change their billing systems, pricing
strategies, and compliance procedures. Political changes such as a new government or
international sanctions can also shift the direction of trade and investment.
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3. Shifting Consumer Preferences

Consumer behaviour is never fixed. Preferences, tastes, values, and lifestyles evolve
with time, often influenced by social trends, education, and exposure to global ideas.
Businesses must be sensitive to these changes and adjust their offerings accordingly. For
example, the growing awareness about health and wellness has led to increased demand
for low-sugar drinks, organic food, and fitness products. Companies like PepsiCo have
responded by launching sugar-free beverages and acquiring health-based snack brands.
Failure to adapt to changing preferences can result in a decline in sales and loss of
market relevance.

4. Economic Fluctuations

Economic conditions such as inflation, interest rates, recession, GDP growth,
and unemployment have a direct impact on business operations. These factors are
dynamic and can change suddenly, affecting both consumer spending and investment.
For instance, the 2008 global financial crisis created a major credit crunch, reduced
consumer confidence, and led to widespread cost-cutting and layoffs across industries.
Companies like General Motors filed for bankruptcy and had to restructure their
businesses. Businesses must therefore remain flexible in their planning to respond to
such unpredictable economic cycles.

5. Globalisation and International Events

In today’s interconnected world, events happening in one country can affect
businesses globally. Cross-border supply chains, international trade agreements, and
global competition mean that businesses must pay close attention to international
developments. A major example 1s the COVID-19 pandemic, which disrupted supply
chains, reduced global demand, and accelerated digital transformation worldwide.
Companies had to shift to remote working, adopt e-commerce, and reconfigure their
logistics. Similarly, events like Brexit altered trade relations and impacted businesses
with links to the UK and EU markets. Such global factors reinforce the need for
businesses to stay agile and globally aware.

6. Environmental and Sustainability Pressures

Environmental factors and sustainability concerns are gaining prominence in the
business world. Issues such as climate change, resource depletion, pollution, and
environmental regulations force businesses to become environmentally responsible.
Governments and consumers alike are demanding greener practices.

A good example is Unilever, which launched its Sustainable Living Plan, integrating
environmental goals such as reducing carbon emissions, water use, and waste into its
business strategy. This not only improves brand image but also attracts eco-conscious
consumers and reduces long-term operational risks.

7. Competitive Pressures

The entry of new players, rapid innovation by competitors, and price wars are
common in a dynamic business environment. Companies must be alert and responsive
to competitive challenges to maintain their market position.
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For instance, Reliance Jio’s entry into the Indian telecom market in 2016 introduced
free voice calls and extremely cheap data plans. This forced established companies like
Airtel and Vodafone to lower prices, improve services, and innovate their offerings.
Businesses that fail to keep up with competitive dynamics risk losing customers and
revenue.

8. Demographic Changes

Changes in population size, age distribution, income levels, and education directly
affect business demand and human resource availability. These demographic trends vary
across regions and evolve over time, requiring businesses to rethink their strategies.

For example, India’s young population has created a surge in demand for products
like smartphones, mobile apps, online education platforms, and trendy fashion. Start-
ups like Vedantu and Unacademy have emerged to cater specifically to young learners
using digital tools. Understanding and responding to such demographic shifts helps
businesses align their products and services with the right target audience.

9. Innovation and Emerging Business Models

Innovation is a hallmark of a dynamic environment, leading to the emergence of
new business models that disrupt traditional methods. Subscription services, digital
platforms, and the gig economy are changing how products are delivered and how
people work.

A prime example is Uber, which transtormed urban transportation by introducing a
mobile app-based taxi service. Similarly, Zomato and Swiggy changed food delivery
by connecting restaurants directly with customers. These innovations have not only
created new industries but also forced traditional businesses to adapt or risk being left
behind.

10. Social Movements and Public Opinion

Public opinion, driven by media and social movements, can significantly affect
business practices and brand reputation. Consumers today are more socially aware and
expect businesses to act ethically and responsibly. Companies that are perceived as
unethical or insensitive may face boycotts, protests, or negative publicity.

For example, Nestlé’s Maggi noodles faced a nationwide ban in India due to
allegations of excessive lead content. Although later cleared, the incident hurt its
brand image and sales. To avoid such issues, companies must be responsive to social
sentiments and actively engage with the public in a transparent manner.

In a constantly changing world, the dynamic nature of the business environment
requires firms to be vigilant, adaptable, and innovative. From technological
advancements to global crises, every shift brings new challenges and opportunities.
Businesses that remain flexible and proactive in understanding these changes are more
likely to thrive, while those that resist change risk becoming obsolete. Thus, monitoring
the environment and adjusting strategies accordingly is crucial for long-term success.
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Case Study: Reliance Jio’s Disruption in Telecom Industry
Case Study: Reliance Jio’s Disruption in the Indian Telecom Industry
Background

In September 2016, Reliance Industries Ltd., led by Mukesh Ambani, launched
Reliance Jio Infocomm Ltd., marking a game-changing entry into India’s telecom
market. With an aggressive strategy of offering free voice calls, ultra-cheap 4G data,
and access to a suite of free digital apps (JioTV, JioCinema, JioMusic, etc.), Jio
revolutionised the way Indians consumed mobile data. The initial rollout came with a
‘Welcome Offer’, allowing customers to use all services free of cost for several months,
which rapidly attracted over 100 million users within six months, creating a disruptive
ripple across the entire industry.

Environmental Factors at Play
1. Technological Factors

Jio’s success was largely enabled by cutting-edge 4G LTE technology, which
it adopted from the beginning, bypassing outdated 2G and 3G networks. While
incumbent players like Airtel, Vodafone, and Idea were still transitioning from older
networks, Jio invested heavily in an all-IP 4G infrastructure. This gave Jio a significant
technological advantage, allowing for higher data speeds and efficient delivery of voice
and data services. The company also introduced affordable 4G-enabled smartphones in
partnership with LYF, making high-speed internet more accessible to the masses.

2. Economic Factors

Jio understood the price-sensitive nature of the Indian market, especially among rural
and lower-income segments. By offering free voice calls and the lowest data rates in
the world, Jio disrupted the existing pricing model. The economic strategy was not just
to gain market share, but also to create a digital ecosystem where millions of Indians
would come online for the first time. This aligned well with the macroeconomic goal of
promoting digital inclusion and financial access via mobile.

3. Competitive Factors

The entry of Jio forced established telecom players like Bharti Airtel, Vodafone,
and Idea to revamp their pricing strategies, reduce tariffs, and improve service quality.
This triggered a price war in the telecom industry. Smaller players like Aircel, Telenor,
and Tata Teleservices couldn’t survive the pressure and either shut down or merged
with bigger firms. One major impact was the merger between Vodafone India and Idea
Cellular in 2018 to withstand the competitive shock and pool their resources to survive.

4. Regulatory Factors

Jio benefited from favourable government spectrum allocation policies and
initiatives like Digital India, which aimed to expand digital infrastructure and increase
internet penetration. The regulatory environment, including support from the Telecom
Regulatory Authority of India (TRAI), enabled Jio to scale rapidly. Furthermore, the
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government’s drive to promote cashless transactions and e-governance boosted the
uptake of data services, which worked in Jio’s favour.

Impact on the Indian Telecom Industry
1. Drastic Fall in Tariffs

Jio’s pricing strategy resulted in unprecedented reduction in telecom tariffs. Data
that earlier cost 3250 per GB fell to below X10 per GB. Voice calls became essentially
free. This democratized access to mobile data, especially in rural and semi-urban areas
where affordability had been a major barrier.

2. Market Consolidation

Jio’s disruptive entry led to consolidation in the telecom industry. The number of
major telecom players reduced significantly, from around 10 to just 3 major private
players—Jio, Airtel, and Vodafone-Idea. The financial strain on competitors led to job
losses, network rationalisation, and capital restructuring. Smaller firms exited or were
acquired, fundamentally altering the market structure.

3. Explosion in Digital Content Consumption

With more affordable data, India saw a massive increase in digital content
consumption. Apps like Netflix, Amazon Prime, YouTube, and Hotstar witnessed a
surge in subscribers and daily active users. Jio itself invested in content partnerships,
acquiring stakes in media and entertainment companies. The cultural shift toward
streaming, social media, and digital learning platforms (like Byju’s) was directly linked
to the data revolution initiated by Jio.

4. Rise in Smartphone Usage and Internet Penetration

Jio’s launch was closely tied to the increasing affordability and penetration of
smartphones in India. The company even introduced the low-cost JioPhone, targeting
first-time internet users in rural India. This played a significant role in increasing India’s
internet penetration rate, which jumped from around 30% in 2016 to over 55% by 2023.

5. Transformation of Business Models

Not just consumers, but businesses across sectors from e-commerce to banking,
education, and telemedicine benefited from the data revolution. Startups and large
enterprises alike could now rely on a large base of digital users, thanks to widespread
data access enabled by Jio.

Conclusion

Reliance Jio’s entry into the Indian telecom sector is a classic example of how external
environmental factors such as technological readiness, economic insights, competitive
pressure, and regulatory support can combine to disrupt an entire industry. The case
highlights how understanding and leveraging the macro environment can not only lead
to business success but can also reshape consumer behaviour, industrial strategy, and
national digital transformation.
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Business Environment includes all internal and external forces that
influence a company's operational decisions, performance and overall
growth.

Characteristics of Business Environment: It is complex, dynamic,
uncertain, interconnected, and influenced by multiple factors.

Internal Environment: Includes controllable factors like mission, vision,
leadership style, value system, organisational structure, human and
financial resources.

External Environment: Refers to factors outside the control of a business
and is divided into micro and macro components.

Micro Environment Components: Includes customers, suppliers,
competitors, marketing intermediaries, and publics which directly
influence day-to-day operations.

Macro Environment Components: Comprises broader forces such as
political, economic, social, technological, environmental, demographic,
and global factors.

Dynamic Nature: Businesses must constantly adapt to changes in
technology, consumer behaviour, legal systems, and economic conditions.

Importance of Environmental Analysis: It helps businesses to identify
opportunities, counter threats, and make proactive decisions.

Technological Influence: Innovations can create new markets while
making old business models obsolete.

Political and Legal Impact: Government policies like ‘Make in India’ and
tax reforms like GST directly influence the ease of doing business.

Social and Cultural Shifts: Changing consumer lifestyles and consumer
values demand product innovation and ethical practices in business.

Environmental Concerns: Sustainability is now a key business focus area
due to regulations and changing public expectations.

Demographic Impact: Factors like age, income, and education level shape
market demand and workforce availability.

Globalisation Effects: Global events and trade policies have far-reaching
implications for even domestic businesses.




Role of Leadership and Culture: Strong internal leadership and ethical
culture can help businesses thrive in uncertain environments.

Need for Innovation and R&D: Continuous innovation is crucial to
maintain competitive advantage in a dynamic market.

Communication Flow: Effective internal communication ensures
alignment with organisational goals and faster decision-making.

Environmental Scanning: Businesses must regularly monitor both
internal and external factors to remain resilient and future-ready.

Objective Questions

5o 5 )

o ® 2 W

What are the two main categories of business environment?
Define the term “micro environment.”

Who launched Reliance Jio in 20167

Name one company that failed due to resistance to change.
What major reform in India affected tax compliance in 2017?
What is one key technological innovation that impacted Nokia?
Which initiative aimed to promote manufacturing in India?
What kind of environment includes customers and competitors?
What does R&D stand for in a business context?

What type of economy is India classified as?

. Which company used the tagline “Nation-building” in its vision?

Give one example of a political factor in the macro environment.

Answers

Internal and external
Immediate environment around business

Mukesh Ambani
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Nokia

GST (Goods and Services Tax)
Android smartphones

Make in India

Micro environment

Research and Development

Mixed economy

. Tata Group

Government policy

Assignments
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Define business environment. Explain its characteristics with suitable
examples.

Distinguish between micro and macro environmental factors with
examples from real businesses.

Explain how internal factors such as leadership and resources influence
business decisions.

Discuss the dynamic nature of the business environment using Nokia and
Jio as case studies.

How do technological and political changes affect businesses? Illustrate
with examples.

Survey and Report: Conduct a short survey of local businesses to identify
two internal and two external factors affecting them. Submit a summary
report.

Business Analysis: Analyse a current news article about a company’s
strategic decision based on environmental changes.

Case Study Presentation: Create a presentation explaining how Reliance
Jio leveraged environmental factors for success.

Macro Environment Tracking: Track changes in economic indicators
(e.g., inflation, interest rates) for one month and report how they may
influence businesses.




10. Industry Mapping: Choose an industry (e.g., FMCG or Telecom) and list
major internal and external environmental challenges it faces today.
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Economic Environment

Learning Outcomes

After completing this unit, learners will be able to:

¢ comprehend the nature, structure, and types of economies and their
relevance to business decisions

¢ analyse key economic policies like fiscal, monetary, industrial, and trade
policies affecting the business environment

¢ evaluate the current economic conditions of India using indicators like
GDP, inflation, employment, and exchange rates

Prerequisite

A small shopkeeper named Ramesh runs a grocery store in a busy town in
India. Every day, he buys goods from wholesalers, sells to customers, pays his
staff, and plans how to grow his business. However, many things that affect his
shop are not in his control. For example, if the price of rice increases due to
inflation, Ramesh has to charge more, which may reduce sales. If the government
reduces taxes, he can save money. If banks lower interest rates, he can take a
loan easily to expand his store. If more people in the area get jobs, they have
more money to spend, and his business grows. All these changes happen outside
Ramesh’s store, but they directly affect his business.

These outside factors together form the economic environment. It includes
things like economic policies, inflation, employment levels, the income of people,
interest rates, and the overall growth of the country. Businesses like Ramesh’s
must constantly watch and adjust to these changes to survive and grow. Therefore,
understanding the economic environment is important for anyone who wants to
run or manage a business successfully.
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Economic Environment, Types of Economy, Fiscal Policy, Monetary Policy,
Industrial Policy, and Trade Policies, GDP, Inflation

Discussion

1.2.1 Economic Environment

Economic environments refers to all the external economic factors that influence
business operations but lie outside the direct control of business. The factors are
economic structure, economic policies, inflation rate, unemployment rate etc. Though
businesses cannot control these factors understanding them is essential for strategic
planning and risk management.

The word economy is derived from the Greek word “oikonomia,” which means
management of the household. It is an area of production, distribution, and trade, as
well as consumption of goods and services. The origin of economics dates back to
ancient civilisations such as the Babylonians, who developed the earliest system of
economics. The ancient economy was based on subsistence farming that is agriculture.
The Industrial Revolution transformed economies by reducing the importance of
subsistence farming, and commerce became more significant.

There is a close relationship between politics and economics. They act like two sides
of a coin. For every political decision taken, there may be an economic reason, and for
every economic decision taken, there may be a political reason too. For example, the
decision to lockdown taken by the government during the time of the COVID crisis had
slowed down all economic activities, leading to a decline in GDP.

1.2.2 Nature of the Economy

An economy refers to all activities related to the production, consumption and
exchange of goods and services within a specified area. These resources are managed
to satisfy the needs of people, businesses, organisations and governments in a specific
area. An economy includes consumers who purchase goods and services, businesses
that employ consumers and produce goods, governments at different levels that buy
goods, employ labour and collect taxes. The nature of an economy is as follows:

i. Production Based: An economy is based on the production of goods and
services.

ii. Geographically Bound: An economy is confined to a specific geographic area.

iili. Resource Allocation: Economy determines how scarce resources are allocated
between different uses to produce goods and services.
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iv. Need of Natural Resources: The economy needs natural resources for
facilitating economic activities.

v. Regulates Factors of Production: An economic system regulates the factors of
production such as land, labour, capital, physical resources etc.

vi. Economic system determines economic structure: An economic system
includes many institutions, agencies, decision-making processes, and patterns
of consumption that comprise the economic structure of a given community.

1.2.3 Structure of Indian Economy

Every economy has its institutional set-up and operates within this set-up. The
performance of the economy largely depends on this institutional set-up. The
institutional set-up of the Indian economy is made of various institutions namely,
Economic Institutions and Non-economic Institutions.

Fig. 1.2.1 Institutional set-up of the Indian economy
1.2.3.1 Economic Institutions

Economic institutions are the structures that organise and coordinate the economic
activities of a country. They are responsible for facilitating the production, distribution,
exchange, and consumption of goods and services. In India, these institutions form
the backbone of the economy, working together to ensure growth, stability, and
development. India follows a mixed economy model, which means both the government
and private sector play significant roles in economic decision-making. This structure
is supported by democratic governance, enabling a balance between market freedom
and state intervention. The institutions involved range from banks and businesses to
regulatory bodies and various types of markets. They are classified into four broad
categories: productive enterprises, economic agencies, government regulating agencies,
and market institutions.

1. Productive Enterprises

Productive enterprises are business organisations involved in the creation of goods
and services. These enterprises are the foundation of any economy as they drive
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industrial growth, employment, and innovation. In India, productive enterprises can be
either privately owned or government-owned. Private enterprises include large business
houses such as Reliance Industries, Tata Group, and Infosys, which operate in sectors
like petroleum, automobiles, information technology, and retail. These firms contribute
significantly to India’s GDP and exports.

On the other hand, government-owned enterprises or public sector undertakings
(PSUs) play a critical role in strategic sectors like defence, energy, and transportation.
For example, Indian Railways, wholly owned by the government, caters to millions
of passengers and facilitates cargo movement across the country, making it one of
the world’s largest employers. Similarly, Oil and Natural Gas Corporation (ONGC)
is India’s top energy producer and ensures energy security. Apart from large-scale
industries, India has a vibrant Micro, Small and Medium Enterprises (MSME) sector
which provides employment to over 110 million people and contributes nearly 30%
to India’s GDP. These productive enterprises, both big and small, are key to wealth
creation and economic development.

2. Economic Agencies

Economic agencies are institutions that manage the financial framework of a
country. They ensure the efficient allocation of resources, regulate financial flows, and
support investment. Prominent among these agencies are banks, insurance companies,
investment organisations, and stock exchanges. The Reserve Bank of India (RBI) is the
central banking authority responsible for controlling inflation, issuing currency, and
ensuring the stability of the financial system. Commercial banks like State Bank of India
(SBI), HDFC Bank, and ICICI Bank offer credit and banking services to individuals
and businesses, helping in capital formation and consumption.

Insurance companies provide financial protection to individuals and businesses
against risks such as health issues, accidents, and natural disasters. The Life Insurance
Corporation of India (LIC) is a leading player in this sector. In addition, private insurers
like ICICI Lombard and HDFC Ergo also have a growing presence. Investment
agencies and mutual funds, such as SBI Mutual Fund or UTI Mutual Fund, enable
individuals to participate in the capital markets. The Securities and Exchange Board of
India (SEBI) acts as the regulatory body overseeing stock exchanges like the Bombay
Stock Exchange (BSE) and National Stock Exchange (NSE), ensuring transparency and
investor protection. These economic agencies are essential for maintaining economic
discipline, facilitating credit, and promoting investment-led growth.

3. Government Regulating Agencies

Government regulating agencies are bodies responsible for planning, controlling,
and guiding the economic activities of a country in alignment with national goals.
These agencies include various ministries and departments at the central and state
levels, as well as specialised regulatory institutions. The Ministry of Finance manages
the country’s fiscal policy, including taxation, budgeting, and public expenditure. The
Ministry of Commerce and Industry works to enhance India’s trade competitiveness
and attract foreign investments.
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One of the most important regulatory institutions is the Reserve Bank of India
(RBI), which manages monetary policy and supervises banking operations. Another
significant body is NITI Aayog (formerly Planning Commission), which serves as
the government’s policy think tank. It formulates strategic development agendas and
promotes cooperative federalism by working closely with states. For example, its
Aspirational Districts Programme focuses on improving the socio-economic conditions
in underdeveloped regions through targeted policy interventions.

State governments also play a regulatory role through departments of industries,
labour, and commerce. They create policies to attract investments, generate employment,
and support infrastructure development. Collectively, these government agencies ensure
economic regulation, social welfare, and equitable resource distribution, making them
central to India’s democratic and mixed economic framework.

4. Market Institutions

Markets are the platforms where goods and services are exchanged between buyers
and sellers. They are a vital part of any economy as they determine prices, facilitate
trade, and reflect consumer preferences. In India, markets exist in both formal and
informal sectors and are categorised into wholesale markets, retail markets, informal
markets (hawkers), and co-operative markets. Wholesale markets handle bulk trading
between producers and retailers. An example is Azadpur Mandi in Delhi, which is one
of Asia’s largest fruit and vegetable wholesale markets.

Retail markets involve selling goods directly to consumers. This includes traditional
kirana shops as well as organised retail chains like Reliance Retail, Big Bazaar, and
D-Mart, which offer a wide variety of products under one roof. Informal markets, such
as those run by street vendors and hawkers, play a major role in cities by offering
affordable goods and services to low- and middle-income consumers. They also provide
livelihoods to millions of urban poor.

Co-operative markets are formed by groups of producers or consumers who pool
resources to improve their bargaining power. A notable example is Amul, a dairy
cooperative that transformed the rural milk economy in Gujarat and eventually across
India through the White Revolution. Furthermore, the rise of digital marketplaces such
as Flipkart, Amazon India, and Government e-Marketplace (GeM) has redefined how
trade is conducted, improving efficiency and reach. These diverse market structures
reflect the complexity and dynamism of India’s economy and contribute significantly
to its consumption and distribution network.

In conclusion, economic institutions are central to the functioning of the Indian
economy. Each category of productive enterprises, economic agencies, government
regulators, and market institutions performs distinct but interrelated roles. They
contribute to national income, employment generation, infrastructure development,
financial stability, and equitable distribution of resources. The mixed nature of India’s
economy allows the public and private sectors to complement each other, promoting
inclusive growth under democratic governance. As India advances towards becoming
a global economic power, strengthening these institutions through reforms, innovation,
and transparency will be essential for achieving sustainable and equitable development.
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1.2.3.2 Non-economic Institutions or Socio-cultural Institutions

The Indian economy is not only influenced by economic factors such as production,
income, and trade, but is also significantly shaped by non-economic or socio-cultural
institutions. These institutions include social structures and cultural traditions like the
caste system, joint family system, customs and rituals, the education system, and the
political framework of parliamentary democracy. Though these institutions are not
directly involved in economic activities, they influence economic behaviours such as
consumption, investment, labour participation, and savings.

1. Caste System

The caste system in India has been one of the oldest socio-cultural structures
that deeply influence economic behaviour and opportunities. Traditionally, castes
were associated with specific occupations: Brahmins with teaching and priesthood,
Kshatriyas with warfare, Vaishyas with trade, and Shudras with manual labour. This
rigid stratification restricted social mobility and confined economic participation within
certain boundaries. For instance, many communities were denied access to education
and ownership of land, which prevented their participation in wealth-creating activities.
This exclusion has had long-term effects on the socio-economic status of marginalised
communities. Even today, remnants of caste-based inequalities are seen in employment
patterns, education access, and wage disparities.

Example: The underrepresentation of Dalits in high-skilled sectors like IT or finance,
despite reservation policies, reflects the historical disadvantages created by the caste
system.

2. Joint Family System

The joint family system, where extended families live together under one roof and
pool resources, plays a significant role in shaping economic decisions. This system
promotes economic security by sharing income and expenses among several members,
especially in agrarian and rural settings. It often functions as an informal welfare system,
ensuring that unemployed or underemployed members are supported. However, it
may discourage individual initiative or innovation. Young entrepreneurs may lack the
autonomy to take risks or start independent ventures due to collective decision-making
and traditional expectations.

Example: In rural areas of states like Uttar Pradesh or Bihar, many households function
as joint families where land and earnings are shared, providing stability but sometimes
limiting entrepreneurship.

3. Social Customs and Traditions

India’s rich traditions, while culturally valuable, sometimes lead to economically
inefficient behaviours. Social customs like the dowry system, extravagant wedding
ceremonies, and lavish spending during religious festivals put financial pressure on
families. These practices result in over-expenditure, borrowing, or depletion of savings.
Money that could be used for productive investments, such as education or business is
often diverted to unproductive consumption.
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Example: According to a KPMG report (2017), the Indian wedding industry was
valued at over $50 billion, with individual families spending lakhs to crores on a single
event—money that could otherwise contribute to economic development.

4. Education System

India’s education system is both a reflection of and a contributor to social inequalities.
While the country has made significant progress in improving literacy rates and
expanding access to education, there are still gaps based on caste, gender, and location.
Quality education is often concentrated in urban and affluent areas, leaving rural
and underprivileged communities at a disadvantage. This affects the development of
skilled labour and human capital, which are crucial for economic progress. Inadequate
education also leads to underemployment and limited upward mobility.

Example: In many rural parts of India, government schools lack basic infrastructure,
resulting in poor learning outcomes, while private urban schools offer far better
opportunities, reinforcing the rural-urban divide.

5. Religious Beliefs and Rituals

Religious beliefs shape consumption patterns, business cycles, and even labour
force participation in India. For instance, certain religious days or months witness a
slowdown in economic activity, especially in traditional sectors like agriculture and
retail. Some business owners make decisions based on astrological advice or religious
calendars. While these practices preserve cultural identity, they can delay investments
or reduce productivity.

Example: During Shradh (a Hindu ritual period), many Hindus avoid initiating new
business deals or making large purchases, which temporarily affects market activity.

6. Political System (Parliamentary Democracy)

India’s parliamentary democracy plays a key role in governing economic policy
through legislation, regulation, and implementation. The democratic structure promotes
inclusivity and public accountability, ensuring that various sections of society have a
voice in economic matters. However, the influence of electoral politics can sometimes
result in populist policies, short-termism, and delays in crucial economic reforms.
Coalition governments may face challenges in reaching consensus on structural reforms
like land acquisition or labour law amendments.

Example: Economic reforms like the introduction of the Goods and Services Tax (GST)
took years of negotiation and coordination among political stakeholders, reflecting both
the strength and the complexity of India’s democratic process.

7. Language and Regional Diversity

India’s linguistic and regional diversity also plays a socio-cultural role in shaping
the economy. Language barriers can limit the mobility of labour and access to national
markets. Regional identities influence consumer preferences, workforce availability,
and political representation, which in turn affect economic integration and policy focus.
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Example: A North Indian migrant worker may find it difficult to integrate in Tamil
Nadu due to linguistic differences, affecting labour mobility and regional job markets.

8. Gender Norms and Social Roles

Traditional gender roles in India, where women are often expected to prioritise
domestic responsibilities over employment, lead to lower female labour force
participation. Despite improvements, social stigma and safety concerns still prevent
many women from pursuing education or professional careers. This under-utilisation of
half the population’s potential has significant economic consequences.

Example: According to World Bank data, India’s female labour force participation was
just around 24% in 2022, much lower than the global average, limiting the overall
productivity of the economy.

Non-economic or socio-cultural institutions in India have a profound impact on the
functioning of its economy. Though these institutions do not directly engage in production
or trade, they shape people’s economic decisions, social mobility, consumption
patterns, and the implementation of policies. Understanding their influence is essential
for formulating inclusive and effective economic strategies that address both social and
financial challenges in the country.

1.2.4 Sectoral Classification of the Indian Economy

India’s economy is large and diverse. To understand its structure and functioning, it
is commonly classified based on three criteria: ownership, type of economic activity,
and habitation. Each classification offers insights into different aspects of economic
organisation and performance.

1.2.4.1 Classification Based on Ownership

On the basis of ownership, the Indian economy is divided into two main sectors:
the Public Sector and the Private Sector. This classification identifies who owns and
manages the resources and the purpose for which operations are carried out.

1. Public Sector

The public sector includes enterprises that are owned, financed, and controlled by
the government. These could be wholly owned by the central or state governments
or may involve partial ownership. Examples of key public sector enterprises in India
include Indian Oil Corporation (IOC), State Bank of India (SBI), and Gas Authority
of India Limited (GAIL). The public sector plays a crucial role in providing essential
services, promoting economic development, and ensuring social welfare.

Historically, the Industrial Policy of 1956 was instrumental in promoting public sector
dominance in key industries. The policy classified industries into three categories: (1)
those reserved exclusively for the public sector (like atomic energy, railways), (2) those
where the state would predominantly operate, and (3) industries open to both public
and private sectors. The public sector was promoted to prevent the concentration of
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economic power, ensure balanced regional development, and invest in areas requiring
large-scale infrastructure that private players would avoid due to low profitability.

2. Private Sector

The private sector includes business entities owned by individuals, families, or
corporate groups. This sector operates with a profit motive, and its ownership forms
range from sole proprietorships and partnerships to joint stock companies. The private
sector dominates industries such as hospitality, textiles, media, retail, and IT services.
Prominent private companies include Infosys, Tata Consultancy Services (TCS),
Reliance Industries, and Hindustan Unilever.

Private sector enterprises are often more efficient and innovative, and they adapt
quickly to changes in market demand. The liberalisation policies of 1991 further opened
up the economy to private players, reducing the state’s role in non-strategic sectors and
encouraging entrepreneurship and foreign direct investment (FDI).

1.2.4.2 Classification Based on Economic Activities

On the basis of economic activity, the Indian economy is categorised into three
sectors: primary, secondary, and tertiary. This classification reflects the nature of work
done and the stage of production.

1. Primary Sector

The primary sector comprises activities that involve direct use of natural resources.
This includes agriculture, fishing, forestry, mining, and quarrying. It is the oldest sector
in human civilisation and continues to be significant in India, especially in rural areas.
Despite contributing a declining share to GDP (approximately 18% in 2022-23), it still
employs over 40% of India’s workforce.

For example, India is the second-largest producer of rice and wheat in the world.
However, the sector faces challenges like low productivity, fragmented land holdings,
and dependence on monsoons, which affect the livelihoods of millions.

2. Secondary Sector

The secondary sector involves manufacturing and construction. It processes raw
materials into finished goods, such as in factories, workshops, and construction sites.
Industries under this sector include steel production, textiles, automobiles, electricity
generation, and infrastructure development.

This sector contributes around 25-27% of India’s GDP and is crucial for job creation
and value addition. Policies like Make in India were introduced to strengthen this sector
by promoting domestic production and reducing import dependence. Cities like Pune,
Chennai, and Ludhiana have emerged as industrial hubs.

3. Tertiary Sector

The tertiary sector, or the services sector, includes activities that provide intangible
goods and services to consumers and businesses. This includes transportation, banking,
insurance, education, healthcare, communication, tourism, and public administration.
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It is the largest sector in terms of GDP contribution, accounting for nearly 54%
of India’s GDP in 2022-23. The growth of IT and BPO services has made cities like
Bangalore and Hyderabad global outsourcing centres. This sector is driven by increasing
urbanisation, rising incomes, and digital transformation.

1.2.4.3 Classification Based on Habitation

When classified by habitation, the Indian economy is divided into rural and urban
sectors. This classification helps in understanding the geographic distribution of
economic activity and population.

1. Rural Economy

The rural economy encompasses villages and small towns where agriculture and
allied activities dominate. More than 65% of India’s population lives in rural areas, and
they rely primarily on farming, dairy, poultry, and cottage industries for livelihood. The
rural economy also includes handicrafts, khadi industries, and non-farm employment
schemes such as MGNREGA (Mahatma Gandhi National Rural Employment Guarantee
Act).

Challenges faced by the rural economy include poor infrastructure, limited access to
markets, low educational levels, and lack of healthcare facilities. Government schemes
such as PM-KISAN, Rural Skill Development, and Pradhan Mantri Gram Sadak Yojana
aim to improve the quality of life and productivity in rural India.

2. Urban Economy

The urban economy includes cities and metropolitan areas where activities like
manufacturing, trading, and services are concentrated. Urban India is home to sectors
like IT, finance, education, healthcare, hospitality, and e-commerce. These regions
have better infrastructure, higher population density, and more access to services and
technology.

The urban sector drives consumption and innovation and contributes significantly to
national GDP. However, it also faces problems such as unemployment, urban poverty,
pollution, and overcrowding. Cities like Mumbai, Delhi, Bangalore, and Kolkata are
economic powerhouses but require smart urban planning to ensure sustainability.

The Indian economy is a complex system influenced not only by measurable
economic factors but also by deeply rooted socio-cultural institutions. Understanding
the ownership structures, sectoral activities, and geographical habitation helps decode
the dynamics of resource distribution, employment, and production. Simultaneously,
acknowledging the role of non-economic institutions such as caste, family, and traditions
is vital for inclusive policy-making and sustainable economic growth. As India moves
forward, both economic and non-economic dimensions must be addressed to ensure
balanced and equitable development.
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1.2.5 Economic Policies

Economic policies are strategic decisions undertaken by the government to regulate
and direct the nation’s economy. These policies play a crucial role in achieving
macroeconomic objectives such as economic growth, price stability, employment
generation, poverty alleviation, equitable distribution of income, and sustainable
development. Economic policies are reflected through various instruments like the
national budget, laws, and institutional frameworks.

Types of Economic Policies

Economic policies are generally categorised into macroeconomic and microeconomic
policies:

¢ Macroeconomic policies address the economy as a whole, targeting aggregate
indicators like inflation, unemployment, and GDP growth (e.g., fiscal and
monetary policy).

¢ Microeconomic policies focus on individual sectors such as agriculture,
manufacturing, and services.

1.2.5.1 Fiscal Policy

Fiscal policy refers to the government’s use of taxation and public expenditure to
influence economic activities. It is mainly administered by the Ministry of Finance, and
operationalized through the Union Budget.

Types of Fiscal Policy

1. Expansionary Fiscal Policy: Used during a recession or economic slowdown to
boost demand. It involves increasing government spending or cutting taxes to
raise disposable income and stimulate consumption and investment.

Example: During COVID-19, the government announced stimulus packages
and tax reliefs to revive the economy.

2. Contractionary Fiscal Policy: Adopted during periods of high inflation. It
involves reducing government spending or increasing taxes to curb excess
demand and reduce fiscal deficit.

Example: In years of fiscal deficits, the government tightens spending to control
inflation and maintain fiscal discipline.

Case Study — GST Reform (2017)

The implementation of the Goods and Services Tax (GST) unified indirect taxation
across India. It reduced the cascading effect of multiple taxes and improved logistics
and supply chain efficiency. This reform simplified compliance for businesses and
increased tax transparency.
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Budget Example: In the Union Budget 2023—-24, the government allocated X10 lakh
crore for capital expenditure, aimed at boosting infrastructure, job creation, and long-
term economic productivity.

1.2.5.2 Monetary Policy

Monetary policy is a macroeconomic tool used by the Reserve Bank of India (RBI)
to manage the supply of money and interest rates in the economy. The objective is to
ensure price stability, control inflation, and promote economic growth.

Tools of Monetary Policy

¢ Repo Rate: The rate at which RBI lends money to commercial banks. Lower
repo rates makes borrowing cheaper, stimulating spending investment. Current
repo rate in India is 5.50%.

¢ Reverse Repo Rate: The rate at which RBI borrows money from banks. It helps
to absort excess liquidity from the banking system.

¢ Cash Reserve Ratio (CRR): The percentage of a bank’s total deposits required
to be kept with the RBI on the form of cash reserves.

¢ Open Market Operations (OMO): Buying/selling government securities to
control liquidity.

Types of Monetary Policy

1. Expansionary Monetary Policy: Implemented to increase money supply, usually
during periods of low growth or recession.

Example: In 2020-21, during the COVID-19 crisis, the RBI reduced repo rates
to infuse liquidity into the economy and support businesses.

2. Contractionary Monetary Policy: Used to control inflation by reducing money
supply. The RBI increases interest rates and CRR to restrict lending and demand.

Example: In 2022-23, as inflation surged globally, the RBI gradually increased
repo rates to bring down price levels.

Impact on Business: Low interest rates reduce the cost of borrowing, encouraging
business expansion and capital investments. Conversely, high interest rates make loans
expensive, slowing down credit growth of business activities.

1.2.5.3 Industrial Policy

Industrial policy refers to government strategies aimed at promoting and regulating
the industrial development of an economy. It includes policies on production, investment,
infrastructure, labour, environment, and foreign capital.

Objectives
1.  Promote balanced regional development.

ii. Encourage entrepreneurship and innovation.
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iii. Create employment opportunities.

iv. Ensure optimal use of scarce resources.
v.  Reduce monopolistic practices and encourage fair competition.
Historical Milestones

1. Industrial Policy Resolution of 1956: Gave the public sector a dominant role
in key industries, while regulating the private sector through licensing.

ii.  New Industrial Policy of 1991: Marked a shift toward economic liberalization,
de-licensing, deregulation, and promotion of private and foreign investment.

Impact of 1991 Reforms
¢ Ended the “License Raj”.
¢ Encouraged Foreign Direct Investment (FDI).

¢ Fostered growth in telecom, automobile, and electronics industries.

Example: Global firms like Hyundai, Samsung, and Apple set up manufacturing bases
in India due to liberalized FDI norms and supportive policies under schemes like Make
in India.

1.2.5.3 Trade Policy

Trade policy governs a country’s international trade practices, including imports,
exports, tariffs, and trade agreements. It plays a crucial role in integrating domestic
markets with the global economy.

Key Objectives
i.  Promote exports and reduce trade deficits.
ii. Improve foreign exchange earnings.
iii. Strengthen international trade relations.

iv. Enhance competitiveness of Indian goods in global markets.

Example: The Foreign Trade Policy (2015-20), extended due to the pandemic, aimed
to double India’s exports and increase its share in global trade. It provided export
incentives under schemes like MEIS and SEIS.

Case Study — WTO and ASEAN: India’s Global Trade Integration

India’s integration into the global trade framework has been significantly influenced
by its participation in multilateral institutions like the World Trade Organization (WTO)
and regional trade blocs such as the Association of Southeast Asian Nations (ASEAN).
These affiliations have allowed India to engage in structured, rule-based international
trade, expand its export markets, and boost domestic economic growth by encouraging
competitive practices and foreign collaboration.
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India and the World Trade Organization (WTQO)

India has been a founding member of the WTO since its establishment in 1995,
following the Uruguay Round of trade negotiations under the General Agreement on
Tariffs and Trade (GATT). As a WTO member, India benefits from most-favoured-nation
(MFN) treatment and non-discriminatory access to international markets, particularly
for its key export sectors.

Through WTO frameworks, India has been able to protect its interests while
participating in global trade liberalisation. One key example is India’s emphasis on
protecting the interests of its agricultural sector during negotiations on subsidies and
market access. India has frequently advocated for the continuation of public stockholding
for food security, a key domestic concern.

Moreover, the WTO’s Dispute Settlement Body (DSB) has helped India resolve
several trade conflicts, including those with the United States and European Union. For
instance, India successfully challenged the US on import duties for Indian steel and
aluminium under the DSB mechanism.

Impact on Exports: India’s participation in the WTO has facilitated significant
growth in exports of pharmaceuticals, agricultural products, and IT services. Indian
pharmaceutical companies such as Sun Pharma and Dr. Reddy’s Laboratories now
export generic medicines across WTO-compliant markets due to strengthened patent
frameworks and trade norms. The service sector, especially IT-enabled services
provided by firms like Infosys and TCS, has expanded globally with the assurance of
fair treatment and market access under WTO commitments.

India and ASEAN: The ASEAN-India Free Trade Agreement (AIFTA)

The ASEAN-India Free Trade Agreement, signed in 2009 and implemented from
2010, marked a significant step in India’s Look East (now Act East) Policy. The
agreement aimed to reduce or eliminate tariffs on 80% of traded products between
India and 10 ASEAN countries, thereby enhancing economic integration in the region.

Key Highlights
¢ Tariff reduction on over 4,000 products.

¢ Boost to Indian exports of textiles, automobile components, agricultural
products, and machinery.

0 Access to new investment opportunities in Vietnam, Thailand, and Indonesia.

Positive Outcomes: India’s trade with ASEAN more than doubled in the first decade
following the agreement. Indian textile exporters, such as Raymonds and Arvind
Mills, gained better access to Southeast Asian markets, increasing sales of ready-made
garments and raw materials. The automotive industry also benefited; Bajaj Auto and
TVS Motors increased their presence in markets like the Philippines and Indonesia due
to reduced duties.
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Additionally, ASEAN countries have invested in India, particularly in infrastructure,
telecommunications, and renewable energy. This includes investments from Singapore-
based companies in real estate and Malaysian firms in highway development under
India’s PPP (Public-Private Partnership) model.

Challenges and Strategic Adjustments

While the AIFTA has yielded many benefits, Indian industries have also faced
challenges due to rising imports, particularly of cheap electronics, processed foods,
and industrial chemicals, which affected domestic producers. This has led to trade
imbalances with certain ASEAN countries, raising concerns among Indian MSMEs
(Micro, Small and Medium Enterprises).

To address these issues, the Indian government has:
¢ Enhanced quality control measures and anti-dumping duties.
¢ Encouraged domestic manufacturing through Make in India.
¢ Focused on sectoral strategies to improve competitiveness.
Conclusion

India’s participation in the WTO and the ASEAN-India Free Trade Agreement
reflects its strategic engagement with the global and regional trading systems. These
platforms have significantly enhanced India’s export capabilities in pharmaceuticals,
textiles, automobiles, and IT services, while also inviting foreign investment and
creating employment. However, they also bring challenges such as trade imbalances,
import surges, and the need for domestic industries to become more competitive.
Overall, India’s involvement in these trade agreements has made it a more integrated
and influential player in the Asian and global economies.

1.2.5.4 Foreign Investment Policy

This policy regulates how and where foreign capital can enter the Indian economy.
Foreign investment can be through:

1. Automatic Route: No prior government approval needed.

ii. Government Route: Requires prior permission from the government.
Objectives

1. Attract capital and advanced technology.

ii. Promote job creation and industrial development.

iii. Enhance global integration of the economy.

Example: 100% FDI is allowed in e-commerce, defence manufacturing (with some
conditions), and telecom, making India a lucrative market for global investors.
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Case Study — Amazon & Walmart-Flipkart: Transforming India’s Retail and
Logistics Landscape

In the last decade, Amazon and Walmart-Flipkart have played a transformative role in
reshaping India’s retail sector by introducing cutting-edge e-commerce models, digital
payment innovations, and advanced logistics systems. Amazon entered India in 2013,
gradually building an expansive network of fulfilment centres, last-mile delivery hubs,
and seller partnerships. It invested over USD 6.5 billion in infrastructure, technology,
and digital inclusion to reach even the remotest consumers. Simultaneously, Walmart’s
acquisition of a majority stake in Flipkart in 2018 for USD 16 billion marked the largest
foreign direct investment in Indian e-commerce history. This strategic move gave
Walmart a strong foothold in India’s fast-growing online retail space, allowing Flipkart
to scale operations and integrate modern supply chain practices.

These investments have revolutionised how Indian consumers shop and pay. The
introduction of features such as one-day delivery, cashless transactions, voice-based
shopping in regional languages, and Al-based product recommendations have elevated
consumer experience. On the supply side, both companies have supported thousands of
Indian MSMEs, local artisans, and kirana stores by integrating them into their online
marketplaces. Moreover, Amazon’s ‘Local Shops on Amazon’ and Flipkart’s ‘Samarth’
program have empowered rural entreprencurs and created employment across tier-2 and
tier-3 cities. The combined impact of these giants has been a more efficient, technology-
driven retail ecosystem that aligns with the broader goals of Digital India, Make in
India, and Startup India, demonstrating the critical role of foreign players in shaping
India’s business environment.

1.2.5.5 Foreign Exchange Policy

The foreign exchange policy deals with the management of the country’s currency
in international markets. It governs how foreign exchange transactions are conducted
and regulated.

Regulation: Foreign exchange in India is governed by the Foreign Exchange
Management Act (FEMA), 1999, replacing the earlier FERA. It facilitates international
trade and payments and promotes orderly development of the forex market.

Role of RBI
i.  Ensures orderly conditions in forex markets.
ii. Regulates exchange rates through interventions.

iii. Provides derivative instruments like currency futures and interest rate swaps to
manage exchange rate risks.

Objective
i.  Maintain external sector stability.
ii. Build adequate foreign exchange reserves.

iii. Stabilize the Rupee and facilitate international trade.
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Economic policies are crucial for guiding the country’s development trajectory.
While fiscal and monetary policies address macroeconomic stability, industrial, trade,
investment, and forex policies shape sectoral performance and global competitiveness.
Coordinated and well-executed policies ensure sustainable and inclusive growth.

1.2.6 Economic Conditions

Economic conditions represent the prevailing state of the economy as reflected by
key macroeconomic indicators such as GDP growth rate, inflation, employment levels,
exchange rates, and trade balances. These conditions significantly impact business
decisions, investor confidence, and consumer behaviour. In a country like India, with its
vast and diverse economy, monitoring and analysing these economic factors is essential
for both policymakers and business leaders to chart effective strategies.

1.2.6.1 GDP Growth Rate

Gross Domestic Product (GDP) is the total monetary value of all goods and services
produced in a country during a specific period. It serves as a primary indicator of
economic health and performance. A rising GDP signals economic expansion, increased
employment, and higher consumer spending—favourable conditions for business
growth.

Example: In the financial year 2022-23, India recorded a GDP growth rate of 7.2%,
making it the fastest-growing major economy in the world, according to the International
Monetary Fund (IMF, 2023).

Impact on Business: High GDP growth leads to increased consumer confidence,
higher purchasing power, and stronger demand for goods and services. Industries
such as automobiles, real estate, retail, and manufacturing experience expansion, and
companies are more likely to invest in capacity building, hire more staff, and launch
new products.

1.2.6.2 Infiation and Price Stability

Inflation refers to the general increase in the price level of goods and services over
time. While moderate inflation is a sign of healthy economic activity, high inflation
erodes purchasing power and increases production costs. Price stability ensures
predictability, enabling long-term planning for businesses.

Example: In 2022, India faced an inflation rate of around 7%, primarily due to
surging global crude oil prices and disruptions in food supply chains.

Business Impact: When inflation is high, the cost of raw materials, transportation,
and wages rises, putting pressure on profit margins. For instance, FMCG companies
like Hindustan Unilever and Nestl¢ India had to increase product prices to balance input
cost hikes. On the other hand, deflation, or falling prices, can reduce demand and lead
to lower production, inventory buildup, and layoffs.
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1.2.6.3 Employment and Unemployment

The employment rate reflects the economy’s ability to create jobs, while the
unemployment rate indicates the proportion of people actively seeking work but unable
to find it. These indicators affect consumer spending, tax revenues, and social stability.

Example: In 2022-23, India’s unemployment rate was estimated at 7-8% according
to Centre for Monitoring Indian Economy (CMIE) data.

Case Study: The gig economy has emerged as a significant source of employment.
Platforms like Zomato, Swiggy, Ola, and Urban Company have created thousands of
flexible jobs in delivery, transportation, and home services. This trend has contributed
to youth employment and informal sector growth, although challenges such as lack of
job security and social benefits persist.

Business Impact: High unemployment results in lower demand for goods, especially
non-essential items, affecting industries like automobiles, real estate, and luxury
retail. Conversely, high employment fuels economic growth, increasing demand and
consumption.

1.2.6.4 Exchange Rate and Trade Balance

The exchange rate is the value of the Indian Rupee (INR) compared to foreign
currencies like the US Dollar. Trade balance refers to the difference between a country’s
exports and imports. Fluctuations in exchange rates can significantly impact the cost of
imports and the profitability of exports.

Example: In 2023, the INR depreciated to I83/USD, mainly due to interest rate hikes
in the US, rising crude oil imports, and global economic uncertainty.

Business Impact

i.  Exporters (e.g., IT services, pharmaceuticals, textiles) benefit from a weaker
rupee as their goods become more competitive in international markets.

ii. Importers, especially in sectors like oil & gas, electronics, and automobile
components, face increased costs.

1. Companies with foreign debt or those relying on imported raw materials may
witness reduced profitability.

Example: IT giants like TCS and Infosys reported higher revenues in dollar terms
during periods of rupee depreciation.

1.2.6.4 Infrastructure and Ease of Doing Business

Economic development is closely linked with the quality of infrastructure and the
ease of doing business. Infrastructure includes transport networks, digital connectivity,
electricity, and logistics. The ease of doing business reflects how simple or complicated
it is to start and operate a business, based on factors like licensing, tax compliance, and
property registration.
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Example: India ranked 63rd out of 190 countries in the World Bank’s Ease of Doing
Business Report 2020, moving up significantly due to reforms in insolvency resolution,
construction permits, and digitisation of government services.

Initiatives

¢ Startup India: Promotes innovation, offers tax exemptions, and eases regulatory
requirements.

¢ Digital India: Improves internet access and supports digital transactions.
¢ PM Gati Shakti: Enhances multimodal logistics and infrastructure planning.

Business Impact: Better infrastructure reduces costs, improves efficiency, and
attracts foreign and domestic investment. For example, Apple’s decision to manufacture
iPhones in India was supported by policy incentives, digital readiness, and logistics
improvement.

In sum, the prevailing economic conditions, GDP growth, inflation, employment,
exchange rates, and infrastructure play a vital role in shaping the business environment
in India. Businesses must continuously monitor these indicators to adjust strategies,
minimise risks, and seize emerging opportunities. A dynamic understanding of these
macroeconomic trends is essential for sustainable business planning and investment
decisions.

® Recap

¢ Structure of the Indian Economy — Comprised of economic and non-
economic institutions, functioning under a mixed model with both public
and private participation.

¢ Economic Policies — Include fiscal, monetary, industrial, trade, foreign
exchange, and investment policies aimed at regulating economic growth.

0 GDP Growth Rate — Indicates the health of the economy; India’s 7.2%
growth in FY 2022-23 was the highest globally.

¢ Inflation and Employment — Rising prices and unemployment influence
business profitability and consumer demand.

¢ Exchange Rate and Trade — The strength of the rupee affects export/import
dynamics; depreciation benefits exporters but hurts importers.

¢ WTO & ASEAN Integration — Helped India boost trade in IT, pharma,
textiles; but also brought import competition.

¢ Amazon & Flipkart Case — Demonstrated how FDI can revolutionise
Indian retail, logistics, and digital commerce.

¢ Infrastructure and Policy Initiatives — Startup India, Digital India, and
Gati Shakti improved ease of doing business.
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Objective Questions

What type of economy does India follow?
What is the full form of FDI?

Which body regulates India’s monetary policy?
What does GDP stand for?

Which Act governs foreign exchange in India?
Name one key export sector of India.

What policy aims to reduce inflation?

Which agreement boosts India-ASEAN trade?
What is the repo rate used for?

Who implemented GST in India?

. Which company owns Flipkart now?

What was India’s Ease of Doing Business rank in 20207

. Answers

Mixed economy

Foreign Direct Investment
Reserve Bank of India
Gross Domestic Product
FEMA, 1999

IT services
Contractionary policy
AIFTA

Bank lending

Government of India
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Assignments

1. Discuss the structure of the Indian economy and explain the roles of its
economic and non-economic institutions with examples.

2. Analyse India’s fiscal and monetary policies. How do they influence
economic growth and inflation management?

3. Describe the impact of economic conditions such as GDP growth,
inflation, and employment on business performance. Use recent data.

4. Evaluate the significance of India’s participation in global trade
organisations like WTO and regional agreements like ASEAN FTA.

5. How have foreign investment policies impacted India’s retail and
e-commerce sectors? Use Amazon and Flipkart as case studies.

6. Survey and analyse how inflation has impacted small retail businesses in
your locality over the past year.

7. Prepare a comparative report on how India’s fiscal policy responded
during the COVID-19 pandemic versus normal years.

8. Create a presentation on the evolution of India’s industrial policies from
1956 to 1991 and beyond.

9. Track the recent changes in the exchange rate of the INR vs USD over 6
months and explain the business implications.

10. Interview a startup founder and assess how Digital India or Startup India
policies helped their business.
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Unit —@
Fundamentals of Socio - Cultural
Environment

Learning Outcomes

After completing this unit, learners will be able to:

0 comprehend the concept and significance of the socio-cultural
environment in business

¢ identify key components of social and cultural factors that influence
business decisions

¢ analyse the relationship between business culture and organisational
behaviour

¢ evaluate the positive and negative impacts of business on society

Prerequisite

A global coffee chain is opening its first outlet in a small South Indian city. The
company uses its international branding, offers a menu filled with espresso-based
drinks, and decorates the space in a modern, Western style. However, despite
the high quality of its offerings, the outlet struggles to attract customers. Why?
Because the local population prefers traditional filter coffee, values affordability,
and enjoys a more community-style atmosphere. This example illustrates the
importance of the socio-cultural environment in business. The socio-cultural
environment refers to the social and cultural factors, such as traditions,
language, religion, education, family structures, lifestyle, and beliefs, that shape
the behaviour and expectations of consumers and employees. Businesses that
understand and adapt to these cultural and social influences are more likely to
succeed in building strong customer relationships, marketing effectively, and
sustaining long-term operations in diverse markets.
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Social Environment, Society, Social Responsibility, Corporate Social
Responsibility, Cultural Factors, Language, Socio-Cultural Environment,
Business Culture

Discussion

2.1.1 Socio-Cultural Environment

The socio-cultural environment refers to the set of beliefs, customs, practices, and
behaviours that exist within a population or society. It includes the social and cultural
factors that influence how people think, behave, interact, and consume goods or services.
These factors shape the values, norms, traditions, and lifestyle of a community, and
they significantly impact how businesses operate and how policies are framed.

2.1.1.1 Social Environment

The social environment refers to the structure and characteristics of the society in
which a business operates. It includes factors such as the population structure, education
levels, social class, family patterns, lifestyle, attitudes towards work and leisure, and
social institutions (like schools, families, and religious organisations).

Key Components of Social Environment
1. Demographics (Age, Gender, Population Size)

Demographics determine the structure and size of the market by influencing consumer
needs, preferences, and demand. Businesses must consider the age groups, gender ratio,
and population density to tailor their products and services accordingly.

Example: A cosmetics brand may focus on skincare products for older adults in Japan
due to its ageing population.

2. Social Norms and Values

Social norms are the accepted standards of behaviour within a society, while values
are the principles people consider important, such as honesty, respect, or environmental
care. Businesses must align with these values to build trust and acceptance within the
community.

Example: Companies promoting eco-friendly packaging in Europe align with strong
societal values around environmental sustainability.
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3. Education Levels

Education influences the skills, awareness, and preferences of consumers and the
employability of the workforce. A well-educated population is more likely to adopt new
technologies and understand complex products.

Example: In countries with high literacy, like South Korea, tech companies can market
advanced digital gadgets with minimal explanation.

4. Social Mobility

Social mobility refers to the ability of individuals to move between social classes,
often based on education or income. High social mobility increases demand for
aspirational products and services like branded clothing, higher education, and luxury
goods.

Example: In India’s growing middle class, rising incomes have led to increased demand
for premium smartphones and foreign travel.

5. Family Structure

Family structure, whether nuclear, joint, or single-parent affects purchasing patterns,
decision-making, and household needs. Businesses must adapt their marketing and
product range to suit different family setups.

Example: In urban areas with nuclear families, furniture companies like IKEA offer
space-saving solutions tailored for smaller homes.

6. Health and Safety Awareness

Rising awareness about health, hygiene, and personal safety affects consumer
choices and demands. Businesses that respond to these concerns with safe, certified,
and healthy products gain consumer trust.

Example: During the COVID-19 pandemic, demand surged for sanitizers, masks, and
contactless services due to heightened health awareness.

In countries with an ageing population like Japan, there is higher demand for
healthcare products, elder care services, and assistive devices. In urban societies, where
both partners in a family may work, there is increased demand for convenience products
like ready-to-eat meals or day-care centres.

Importance of Social Environment to Business

1. Understanding Consumer Needs: Businesses can tailor their products and
marketing strategies according to social preferences and lifestyles.

2.  Workforce Planning: Education and social attitudes towards work influence
the availability and productivity of human resources.

3. Brand Positioning: Companies align their brand image with prevailing
social values to build trust (e.g., promoting diversity, supporting women
entrepreneurs).
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4. Market Segmentation: Helps businesses identify social groups and design
targeted campaigns (e.g., products for teenagers, working mothers, or senior
citizens).

2.1.1.2 Cultural Environment

The cultural environment refers to the shared system of values, beliefs, customs,
behaviours, and artefacts that the members of a society use to cope with their world. It
is passed from generation to generation and shapes how people interact, consume, and
make decisions.

Key Components of Cultural Environment
1. Language and Communication Styles

Language is the primary means of communication in a culture, and styles of
communication (direct or indirect, formal or informal) vary widely across regions.
Businesses must use appropriate language and tone to connect effectively with their
target audience.

Example: A company entering the Middle East markets must ensure its advertising is
available in Arabic and respects formal communication norms.

2. Religion and Beliefs

Religion influences values, ethical behaviour, dietary choices, and consumption
patterns. Businesses must respect religious practices to avoid offending sentiments and
to tailor products and services accordingly.

Example: Food brands in Muslim countries label products as halal and avoid using
pork or alcohol ingredients.

3. Traditions and Customs

Traditions are long-established cultural practices, while customs refer to routine
behaviours in social settings. Understanding these helps businesses offer culturally
relevant products and conduct respectful interactions.

Example: In Japan, gift-giving is a traditional custom, so businesses offer elegantly
packaged gift items around special occasions.

4. Attitudes Towards Time, Authority, and Risk

Different cultures view time (punctuality, deadlines), authority (respect for hierarchy),
and risk (openness to innovation or conservatism) differently. These attitudes influence
workplace management, customer expectations, and business negotiations.

Example: In Germany, punctuality is valued, so delays in meetings or deliveries may
damage business relationships.

m SGOU - SLM - BBA - Business Environment and Law
—C—~

ey et

SREENARAYANAGURU
OPEN UNIVERSITY




5. Celebrations, Festivals, and Rituals

Festivals and rituals are important cultural events that influence consumer spending
and social behaviour. Businesses often align promotions and product launches with
major local festivals to increase sales.

Example: E-commerce platforms in India witness massive sales during Diwali, a time
of traditional shopping and gift-giving.

6. Cultural Taboos and Acceptable Behaviours

Cultural taboos are actions or topics that are socially or morally unacceptable in a
culture, while acceptable behaviours are norms of politeness and decorum. Businesses
must avoid content, symbols, or actions that are offensive or inappropriate in a given
culture.

Example: Advertising alcoholic beverages is taboo in some Islamic countries, so global
brands avoid such promotions in those regions.

In Islamic countries, businesses close or adjust working hours during Ramadan, and
advertising is modified to respect religious sentiments. McDonald’s in India does not
offer beef burgers due to cultural and religious beliefs; instead, it provides alternatives
like the McAloo Tikki burger. Companies like Nike design products with local cultural
symbols or colours during regional festivals like Diwali or Chinese New Year.

2.1.1.2.1 Business Culture

Business culture refers to the shared norms, values, beliefs, behaviours, and formal
procedures that define how employees and management interact within an organisation.
It shapes the internal environment of a business and reflects the company’s personality
whether formal or informal, hierarchical or flexible, fast-paced or relaxed. Business
culture influences daily operations, decision-making, customer service, innovation, and
employee satisfaction.

Business culture is shaped by several elements, including management style,
communication practices, company policies, code of conduct, reward systems, and
disciplinary measures. It is also influenced by external factors such as national culture,
legal frameworks, and industry-specific expectations. A strong business culture can
foster employee loyalty, build brand identity, and contribute to organisational success.

In a positive business culture, employees are motivated, engaged, and aligned with
the organisation’s core values. Such a culture encourages the following:

i.  High morale among team members
ii.  Flexibility in work arrangements and ideas
iii.  Productivity through efficient workflows

iv. Employee motivation driven by recognition and purpose

v.  Trust and autonomy in decision-making
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vi. Innovation through idea-sharing and experimentation
vil. Engagement in organisational goals
viil. Transparency in policies and communication

ix. Diversity and inclusion in hiring and practices

Types of Business Culture

Organisations may adopt various types of business cultures depending on their size,
sector, mission, and strategic goals. Below are some of the most common types:

1. Leadership-Oriented Business Culture

A leadership-focused culture emphasises the personal and professional development
of employees by fostering strong leadership at every level. These organisations often
provide structured mentoring programs, skill-development workshops, job rotations,
and internal promotions.

Example: Companies like General Electric (GE) are known for developing future leaders
through structured leadership development programs and continuous performance
coaching.

2. Traditional Business Culture

In a traditional business culture, formality and hierarchy are central. Employees are
expected to follow clearly defined protocols, wear professional attire, and maintain
respect for authority and organisational rules.

Example: Government institutions, banks, and many law firms typically reflect
traditional cultures where formal communication and adherence to process are critical.

3. Innovative or Adhocracy Culture

An innovative culture also called adhocracy prioritises creativity, experimentation,
and risk-taking. These businesses foster open communication, value new ideas, and
encourage flexible thinking, often thriving in rapidly changing industries.

Example: Google and other tech startups often follow this culture, where team members
are encouraged to pitch new ideas, work on side projects (like Google’s “20% time”),
and disrupt conventional practices.

Each business culture type brings different advantages depending on the context.
For instance, a creative firm may thrive with an innovative culture, while a financial
services company may benefit from a traditional, rules-based structure. The key to
success is aligning the business culture with strategic goals, industry demands, and
employee expectations.
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2.1.2 Business and Society

Business plays a vital role in our lives. First, they create goods and services to satisfy
our needs and wants. Then, they also recruit households as labour and provide them
with compensation such as wages, salaries, and benefits. Thus, it becomes a source of
their income which can be used to sustain their life.

Business is operating in all the sectors. In the primary sector, it extracts natural
resources through activities like mining or harvesting agricultural commodities. It
usually produces raw materials, which are inputs for other businesses in the secondary
sector. The businesses operating in the secondary sector process raw materials into
intermediate products or final products. Intermediate products are sold to other
businesses to be further processed into final products and then sold to consumers.
Meanwhile, the final products are for final consumption without going through further
processing to obtain their benefits.

The businesses operating in the tertiary sector offer ‘services’. Their activities range
from providing trading services (retail and wholesale), tourism services to financial
services such as banking and insurance.

2.1.2.1 Importance of Business on Society

The role of business is vital to our society and economy. Businesses don’t just satisfy
our needs and wants through the products they produce. But, they also create jobs and
income in the economy. In addition, competition between them encourages innovation
and efficiency as well as making goods and services cheaper and of higher quality.
Following are the importance of business to the society.

i.  Satisfying our needs and wants

Businesses sell goods and services to satisfy our needs and desires for profit. So,
without them, we would have to produce everything ourselves, including our food and
clothes. Also businesses also have to compete with each other. To keep the money
flowing, they must deliver higher satisfaction than competitors do. Competition forces
them to be more efficient and innovative, leading to lower prices and better quality.

ii. Creating added value

Businesses create wealth in the economy by adding value to the inputs they use.
It makes the output more valuable than the input used. Finally, added value makes
their products more attractive, and customers will usually be willing to pay more.
Value creation or value addition can be done in several ways. For example, businesses
transform inputs into more valuable forms, such as converting bauxite into aluminum
slabs and processing them into car bodies. Another example is offering convenience,
such as saving customers time as fast food businesses offer. Quality also contributes to
added value, such as embedding 4G technology in smartphones instead of 3G.
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iii. Creating jobs

Business creates jobs in the economy. Therefore, the more businesses there are,
the more manpower is needed. Likewise, as their size grows, they also require more
manpower. When starting a business, employers hire workers to support operations.
They work in several functional areas such as accounting and finance, human resources,
marketing, and production. Then, as businesses grow, employers also need more
workers. A larger business size makes operations more complex and requires more staff
to handle tasks and jobs.

iv. Income creation

Entrepreneurs set up businesses for profit. If the business is successful, their income
and wealth increase. Likewise, by working, individuals earn income. They can use this
income to fulfill their needs and wants. Thus, growing business activity creates more
income in the economy. Higher incomes drive more demand for goods and services.

Then, with high demand, entrepreneurs see more opportunities to grow their business
and introduce new businesses.

v. Economic development

The business contributes to promoting economic development. In addition, business
activity creates a ripple effect, encouraging other businesses to emerge, creating more
income and jobs in a region. Business growth in the region does not only contribute
to job creation. But, it will also lead to improvements in infrastructure such as roads
and railways in the region. In addition, health facilities, education, shopping centers,
and other public and private services will also develop. Eventually, it will lead to the
economic development of the region.

vi. Living standard improvement

Business activities contribute to improving people’s living standards. It can go
through several channels. First, from the goods and services produced by the business,
we can fulfill our needs and wants. Second, from the jobs created, we get income. We
can use the money to buy various goods and services to satisfy our needs and wants.
We can also invest it to support future needs, for example, during retirement. Then,
we can also use it to buy insurance to minimise the losses we may experience. Third,
competition leads to lower prices and higher quality goods and services. Businesses
must outperform their competitors in satisfying their customers, forcing them to be
more efficient and innovative. It ultimately makes our lives more comfortable and
better because we can get products and services at lower prices and higher quality. For
example, we can capture and photograph our best moments with mobile phones without
buying a camera. In the past, we couldn’t do it.

vii. Community empowerment

Some business organisations aim to strike a balance between profit, social
responsibility, and environmental sustainability. They do not pursue maximum profit and
wealth for the owner. But, they reinvest the profits in social and environmental causes.
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For example, microfinance providers raise money through crowd funding and lend it to
small entrepreneurs on flexible terms and low-interest rates. It allows small businesses
to thrive, creating more jobs and income for the neighbourhood. Then, microfinance
providers use the profits to expand the reach of their services to communities elsewhere.

In other cases, social enterprises empower communities by training people in
entrepreneurial skills. They then help the community to market the product and use the
sales money to provide more training and build public facilities such as education and
health.

2.1.2.2 Negative Impact of business on society

1. Environmental Pollution

Many businesses release pollutants into the air, water, and soil through their
manufacturing processes and waste disposal methods. This degrades the natural
environment and affects human health, biodiversity, and the climate.

Example: Industrial units along the Ganges River in India have been criticised for
discharging untreated waste into the river, causing severe water pollution.

2. Exploitation of Labour

Some businesses exploit workers by paying low wages, making them work long
hours, or ignoring workplace safety. This leads to poor living standards, health issues,
and social inequality.

Example: Garment factories in some developing countries have been accused of using
child labour and paying below minimum wage to maximise profits.

3. Widening Income Inequality

Large corporations often accumulate vast wealth, while the income of low-level
workers remains stagnant, increasing the gap between rich and poor. This can lead to
social tension, resentment, and decreased economic mobility.

Example: In tech companies, while CEOs earn millions, contract workers and cleaners
often struggle with basic wages and job security.

4. Consumer Exploitation

Businesses may use false advertising, misleading packaging, or unfair pricing to take
advantage of consumers. This erodes customer trust and can cause financial or health-
related harm.

Example: Some food companies have been fined for marketing sugary cereals as
“healthy,” leading to poor dietary choices among children.

5. Cultural Erosion

Global businesses sometimes promote products or values that conflict with local
traditions, leading to the loss of cultural identity. This weakens traditional practices and
can lead to cultural homogenisation.
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Example: The spread of fast-food chains has altered traditional eating habits in many
countries, reducing interest in local cuisine.

6. Resource Depletion

Industries consume large quantities of natural resources such as water, fossil fuels, and
minerals, often faster than they can be replenished. This threatens future sustainability
and disrupts local ecosystems.

Example: Mining companies have been criticised for excessive groundwater extraction,
which affects agriculture and drinking water supplies in nearby villages.

7. Unethical Business Practices

Some companies engage in corruption, tax evasion, or unethical lobbying to influence
policy decisions in their favour. This undermines public trust in institutions and harms
democratic systems.

Example: Corporate scandals like the Volkswagen emissions case damaged the
company’s credibility and raised global concerns about corporate ethics.

8. Health Hazards

Certain industries expose workers and consumers to harmful substances or unsafe
products that can lead to chronic diseases or injuries. Public health systems may struggle
to cope with the long-term impact.

Example: Tobacco and junk food industries are often criticised for contributing to
rising rates of cancer, diabetes, and heart disease.

9. Monopoly and Market Manipulation

Large corporations may dominate markets, stifle competition, and control prices,
reducing consumer choice and innovation. This can hurt smaller businesses and distort
fair market practices.

Example: Tech giants have been accused of monopolising online ad revenues, making
it hard for smaller platforms to survive.

10. Urban Overcrowding and Infrastructure Strain

Business concentration in urban areas attracts mass migration, leading to
overcrowding, housing shortages, and pressure on infrastructure. This often results in
poor living conditions and traffic congestion.

Example: Rapid growth of IT parks in Bengaluru has caused overpopulation, strained
roads, and rising property prices in the city.

2.1.3 Business and Language

Language plays a vital role in the world of business as it is the primary tool for
communication, both within a company and with customers, partners, and stakeholders.
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In a business context, language is not just about speaking or writing; it also involves
tone, clarity, formality, cultural sensitivity, and the ability to adapt messages for different
audiences.

Effective use of language in business helps to:
i.  Build trust and relationships with clients, customers, and employees.
ii.  Avoid misunderstandings that could lead to costly errors or conflicts.

iii. Enhance brand image and professionalism through clear, polite, and well-
structured communication.

iv. Support negotiation and persuasion, particularly in sales, marketing, and
partnership dealings.

Examples

¢ A multinational company like Apple ensures all its product manuals, websites,
and customer support services are translated into local languages with cultural
appropriateness to reach global audiences effectively.

¢ In formal industries such as banking or law, professional language is used in
emails, reports, and meetings to maintain credibility and precision.

¢ In marketing, language is adapted to suit the target audience; for example,
youthful, informal language may be used in advertisements for a fashion brand
targeting teenagers.

Importance of Language in Business

1. Internal Communication: Clear language ensures efficient teamwork, proper
understanding of tasks, and smooth flow of operations.

2. Customer Relations: Using respectful and culturally appropriate language
helps businesses serve diverse customer bases and avoid offense.

3. Global Business: In international trade and cross-border partnerships,
understanding and using the right language (and sometimes hiring translators or
using multilingual platforms) is essential to success.

In summary, language is a fundamental component of business success. It influences
how people perceive your company, how effectively operations run, and how well you
can expand into different markets and cultures.

2.1.4 Culture and Organisational Behaviour

Culture and organisational behaviour are deeply connected. Organisational culture
refers to the shared values, beliefs, norms, and practices that shape how people behave
within an organisation. It influences not only how work is done but also how employees
interact with one another, make decisions, solve problems, and respond to challenges.
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On the other hand, organisational behaviour is the study of how individuals and
groups act within organisations. It focuses on understanding, predicting, and managing
human behaviour to improve individual and organisational performance.

Relationship Between Culture and Organisational Behaviour

1.

Shaping Employee Attitudes and Behaviour: A strong organisational
culture sets clear expectations for behaviour. When employees understand and
accept these values, it results in consistent behaviour that supports teamwork,
commitment, and ethical decision-making.

Example: In a culture that values punctuality and discipline (e.g., Toyota),
employees are more likely to follow schedules strictly.

Influencing Motivation and Morale: A positive and inclusive culture boosts
employee morale, increases motivation, and reduces turnover. Employees feel
valued and are more likely to be engaged and productive.

Example: Companies like Google foster innovation and openness in their
culture, which encourages employees to contribute ideas without fear of
criticism.

Affecting Communication and Collaboration: Organisational culture
determines how openly people communicate and whether collaboration is
encouraged. In cultures that promote transparency and teamwork, employees
share information freely and work well across departments.

Example: Infosys promotes knowledge-sharing through collaborative platforms
and team-based projects.

Guiding Leadership Styles and Decision-Making: Culture shapes leadership
behaviour and how decisions are made whether they are top-down (authoritative)
or participative. This directly affects how employees respond to authority and
change.

Example: In a hierarchical culture like that of many traditional Indian
organisations, decisions often come from the top and are less likely to be
questioned.

Determining Organisational Success or Failure: When culture and
organisational behaviour are aligned, the business is more likely to succeed.
Misalignment can lead to confusion, conflict, and underperformance.

Example: Companies that failed to adapt their culture during digital
transformation (like Kodak) saw a decline, while others who embraced
innovation thrived.

Culture provides the “why” behind workplace behaviour, while organisational
behaviour helps explain the “how” people act and interact within the company. Together,
they determine the overall health, productivity, and adaptability of an organisation.
Businesses that actively shape and manage their culture create environments that
support positive behaviours, leading to long-term success.
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2.1.5 Other Social and Cultural Factors Influencing Business

As highlighted in earlier sections, the social and cultural environment plays a
central role in shaping business strategies and performance. Key cultural elements
such as religion, language, traditions, values, beliefs, customs, and social hierarchies
directly impact consumer behaviour, product acceptance, and marketing effectiveness.
Businesses that fail to understand and adapt to these socio-cultural differences,
especially in foreign or diverse domestic markets, often face major challenges or even
failure. The following are some additional social and cultural factors that significantly
influence business operations.

1. Cultural Preferences, Habits, and Beliefs

Consumer behaviour is often rooted in cultural preferences, habits, and regional
beliefs, which vary widely not only across countries but also within them. For example,
in India’s coffee market, Nescafe dominates in Mumbai with a strong cosmopolitan brand
image, whereas Bru is more popular in Chennai and Bangalore due to its association
with South Indian cultural values. This difference in brand preference illustrates how
companies must customise their marketing mix including advertising, packaging, and
pricing based on regional cultural nuances. Understanding these patterns is vital for
positioning a product correctly and gaining consumer trust.

2. Etiquettes and Social Norms

Social etiquettes, including greetings, body language, and interpersonal behaviour,
differ dramatically across cultures and can affect business interactions. For instance,
hugging or cheek kissing, which may be common in Western Europe or Latin America,
could be considered uncomfortable or inappropriate in more conservative cultures
like Japan or many parts of the Middle East. Even simple gestures like laughter or
smiling carry different meanings in West African countries, laughter may indicate
nervousness rather than happiness. For businesses, cultural sensitivity in employee
conduct, negotiations, and customer service is essential to maintaining professionalism
and avoiding unintended offence.

3. Changing Social Trends

Several evolving social and demographic trends also influence business strategies.
Factors such as age distribution, gender roles, family structures, urbanisation, and
attitudes toward employment shape consumer markets and workforce availability. A
significant trend is the increasing participation of women in the workforce, especially
in developed economies where educational access, birth control, and changing societal
roles support this shift. In contrast, in many developing countries, cultural expectations
and economic conditions still limit female employment outside the home. Businesses
must adapt to these realities in areas like product design, advertising themes, recruitment
policies, and workplace flexibility to remain relevant and inclusive.

Understanding the subtle but powerful influence of social and cultural factors is
essential for business success. Whether entering a new market or operating in a
multicultural domestic setting, companies must go beyond generic strategies and align
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their operations with local consumer behaviours, cultural norms, and social dynamics.
Only through such cultural adaptability can businesses build long-term trust, brand
loyalty, and sustainable growth.

® Recap

¢ Socio-cultural environment refers to shared beliefs, practices, values, and
norms influencing consumer behaviour and business operations.

¢ The social environment includes demographics, education, mobility,
family structure, and health awareness.

¢ The cultural environment covers language, traditions, religion,
communication styles, and rituals that shape business approaches.

¢ Business culture impacts employee attitudes, leadership styles, and
workplace practices.

¢ Organisational behaviour is affected by culture and influences motivation,
teamwork, communication, and success.

¢ Language is a vital business tool that ensures effective communication
and cultural appropriateness.

¢ Businesses can have positive effects (jobs, income, value creation) and
negative effects (pollution, inequality, cultural erosion) on society.

¢ Understanding social trends and etiquettes is crucial for tailoring products,
marketing, and strategies across regions.

Objective Questions

1. What is the primary tool of business communication?
What is meant by CSR?
Name one example of a traditional business culture.

What does the social environment include?

What does organisational behaviour study?

2
3
4
5. Which culture type encourages innovation and experimentation?
6
7.  What does the term ‘demographics’ refer to?

8

What is the cultural impact of fast food chains called?
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10.

Give one example of a tech firm with an innovative culture.

What is the outcome of high social mobility?

. What kind of workforce participation is increasing in developed

countries?

Answers

2 L =2 e -, o R

._
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11.

Language

Corporate Social Responsibility
Law firms

Social institutions

Adhocracy

Human behaviour

Age and population

Cultural erosion

Google

Aspirational demand

Women employment

Assignments

Define and explain the socio-cultural environment with examples of its
impact on business.

Discuss the key components of the social environment and how each
affects business operations.

How does culture influence organisational behaviour? Provide real-
world company examples.

What are the positive and negative impacts of business on society?
[lustrate with appropriate cases.
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Explain the role of language in business communication and international
market expansion.

Choose an MNC and analyse how it adapted to the socio-cultural
environment of an international market.

Conduct a small survey on consumer preferences in your local area and
relate them to cultural habits.

Visit a company and prepare a report on its organisational culture and
employee behaviour.

Interview two employees from different industries about their workplace
communication styles and business culture.

Create a presentation showing how cultural festivals influence marketing
strategies of consumer brands in India.
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Unit —@
Ethics and Corporate
Governance

Learning Outcomes

After studying this unit, learners will be able to:
¢ comprehend the concept and principles of Corporate Governance

O explain the importance and types of Corporate Social Responsibility
(CSR) in achieving sustainable development goals

¢ describe the concept, need, and principles of Business Ethics

¢ analyse the influence of social responsibility in business operations

Prerequisite

A small company, BrightTech Solutions, was founded by two friends, Rima
and Sam. They started with a simple goal: to create innovative software while
positively impacting society. Initially, everything went well, but as the company
grew, it faced several challenges. One day, BrightTech’s investors raised concerns
about how decisions were being made within the company. Some employees
complained about unfair treatment, while customers were worried about a lack
of transparency in pricing. Meanwhile, a news report accused the company of not
being socially responsible because it did not consider the environmental impact
oftheir operations. Rima and Sam realised that they needed a structured approach
to manage their company ethically, ensure fairness, and maintain public trust.

This is where Corporate Governance comes in. It provides the rules and
practices that guide companies in making fair and responsible decisions. It helps
businesses like BrightTech balance the interests of shareholders, employees,
customers, and the community. Alongside corporate governance, businesses
also have a Corporate Social Responsibility (CSR), an obligation to contribute
positively to society, beyond just making profits. Ethical business practices
ensure that companies operate with integrity and accountability.

In this unit, you will explore how companies are governed, why social
responsibility matters, and how ethical decision-making plays a crucial role in
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business success. Whether you are an aspiring entrepreneur, a working professional,
or simply someone interested in responsible business practices, these concepts
will help you understand how businesses operate fairly and sustainably.

Corporate Governance, Corporate Social Responsibility (CSR), Business Ethics,
Transparency, Accountability

Discussion

2.2.1 Corporate Governance

Visualise a school where there are students, teachers, a headmaster, and a school
management committee. To run the school properly, there need to be clear rules, regular
meetings, and fair decisions. If the headmaster makes all decisions without consulting
others, problems may arise. But if the school follows proper rules, listens to everyone,
and works transparently, the school will run smoothly and everyone will trust it.

Similarly, in a company, Corporate Governance refers to the system of rules,
practices, and processes by which a company is directed and controlled. It ensures
that the company is managed in a fair, responsible, and transparent way. It involves
the roles and responsibilities of the board of directors, management, shareholders, and
other stakeholders.

In simple terms, corporate governance is about making sure a company does the
right things, in the right way, for the right people.

Corporate governance refers to the framework of rules, procedures, and practices by
which a company is directed and controlled. It is designed to ensure an effective balance
between the interests of various stakeholders, including shareholders, management,
employees, customers, suppliers, financiers, government authorities, and the wider
community. At its core, corporate governance aims to guide companies in making
decisions that are transparent, accountable, and in alignment with the broader goals of
fairness, ethical conduct, and long-term sustainability.

2.2.1.1 Principles of Corporate Governance

Corporate governance encompasses a comprehensive set of principles that influence
how companies operate and are supervised. The key pillars of effective corporate
governance are fairness, responsibility, transparency, and accountability. Together, these
principles help maintain a company’s integrity, build stakeholder trust, and contribute
to its overall success.
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i. Fairness

Fairness in corporate governance involves treating all stakeholders equitably
and without bias. This includes ensuring that shareholders, employees, customers,
suppliers, and the local community are all considered in decision-making processes.
Fair governance requires that opportunities, profits, and responsibilities are distributed
justly, and that any potential conflicts of interest are managed with openness and
honesty. This approach fosters mutual respect and contributes to the ethical foundation
of a company.

ii. Responsibility

Responsibility highlights a company’s obligation to act ethically and in a socially
conscious manner. It involves complying with all applicable laws and regulations,
considering the environmental and social consequences of business activities, and
making decisions that reflect a commitment to sustainable practices. Responsible
corporate behaviour not only protects the company’s reputation but also promotes
positive contributions to society and the environment, positioning the company as a
good corporate citizen.

iili. Transparency

Transparency is a cornerstone of sound corporate governance. It requires the open
and timely disclosure of relevant information to stakeholders. This includes financial
performance, strategic plans, operational updates, and any material developments
that could affect stakeholders’ interests. Transparent practices allow stakeholders to
make informed decisions and promote confidence in the organisation’s leadership and
direction. A transparent governance structure also reduces the risk of corruption or
mismanagement.

iv. Accountability

Accountability ensures that those in positions of authority within a company—such
as the board of directors and executive management—are answerable for their actions
and decisions. It involves the establishment of clear roles, responsibilities, and oversight
mechanisms, such as audits, performance reviews, and the inclusion of independent
board members. Strong accountability practices help align the interests of management
with those of stakeholders and reinforce ethical decision-making throughout the
organisation.

By upholding these four core principles, companies can foster a governance culture
rooted in trust, ethics, and sound judgement. Effective corporate governance not only
improves operational efficiency and enhances the company’s public image but also
lays the foundation for long-term success. Firms with robust governance practices are
better positioned to attract investment, retain skilled employees, build strong customer
loyalty, and maintain a positive presence in the communities in which they operate.
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1. Fairness

2. Responsibility

<. Transparency

4. Accountability

Fig. 2.2.1 Principles of Corporate Governance

2.2.1.2 Objectives of Corporate Governance

The corporate governance includes the following objectives:

1.
2.

N AW

20

10.
11.

12.

To create a sense of transparent and ethical administrative practices.

To enable the management of companies to strike a balance between social and
economic goals.

To develop business practices that are value-driven more than profit-driven.
To encourage participative and democratic styles of leadership.

To add value to shareholders’ wealth.

To safeguard the interest of stakeholders.

To build an environment of trust amongst investors and other stakeholders in the
operations of the company.

To create a sense of social responsibility.

To maintain investors’ confidence to enable the company to raise capital
efficiently and effectively.

To minimise waste, risk, mismanagement, and corruption.

To build and maintain a strong brand reputation by bringing a high level of
satisfaction to the employees, customers, investors, and the community at large.

To provide adequate reporting to shareholders and other stakeholders through
quarterly, semi-annual, and yearly performance and operating results.

2.2.2 Corporate Social Responsibility

A chocolate factory makes lot of profit every year. One day, the company decides
to do something good for the community. It starts by planting trees around the factory,
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builds a clean drinking water facility for a nearby village, and supports the local school
by giving books and computers. Even though these actions don’t directly increase their
sales, they help improve the lives of people and protect the environment. This is called
Corporate Social Responsibility (CSR).

CSR means that businesses should not only focus on making money but also take
care of society and the environment. It is about being a responsible company that gives
back to the community while doing business.

Corporate Social Responsibility (CSR) refers to a company’s commitment to manage
the social, environmental, and economic effects of its operations responsibly and in line
with public expectations. It involves going beyond compliance with legal requirements
to actively contribute to societal goals such as environmental sustainability, ethical
labour practices, and community development. According to the Harvard Business
School Online course on Sustainable Business Strategy, CSR is fundamentally the
idea that businesses hold a duty not just to shareholders but also to a wide range of
stakeholders including employees, consumers, suppliers, and the broader society. It
functions as a form of self-regulation that integrates social and environmental concerns
into business operations and interactions. Many leading firms now publish annual CSR
reports to demonstrate transparency and communicate the impact of their initiatives.

2.2.2.1 Importance of CSR

The importance of CSR has grown significantly in the 21st century due to increasing
consumer awareness, social expectations, and environmental concerns. Companies
with robust CSR practices enjoy higher levels of consumer trust and brand loyalty.
For instance, a global study by Nielsen in 2015 found that 66% of global consumers
are willing to pay more for sustainable brands, and this figure rose to 73% among
Millennials. CSR also plays a vital role in employee satisfaction; a 2020 Deloitte survey
revealed that purpose-driven companies have 40% higher levels of workforce retention.
Additionally, CSR is often aligned with investor expectations—more than 80% of
institutional investors now incorporate Environmental, Social, and Governance (ESG)
factors into their decision-making processes, as reported by McKinsey & Company.
Overall, CSR enhances reputation, mitigates risks, and supports sustainable long-term
growth.

The importance or relevance of CSR in the modern business world stems from
several key factors:

1. Enhanced Reputation and Brand Loyalty: Companies with a strong
CSR strategy are more likely to gain trust and loyalty from customers and
communities.

2. Employee Satisfaction and Retention: Ethical and socially responsible
practices create a positive workplace culture, improving employee morale and
retention.

3. Investor Attraction: CSR efforts appeal to socially conscious investors who
prefer to invest in companies with ethical practices.
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4. Risk Management: By proactively addressing environmental and social issues,
companies can avoid reputational damage and legal consequences.

5. Sustainable Development: CSR supports the achievement of broader
sustainability goals, such as those outlined in the UN’s Sustainable Development
Goals (SDGs).

6. Long-Term Profitability: Companies that balance profit with social
responsibility tend to perform better in the long run due to stakeholder support
and reduced operational risks.

2.2.2.2 Types of CSR
1. Environmental Responsibility

Environmental responsibility is one of the most visible forms of CSR. It requires
companies to adopt practices that reduce their negative impact on the planet and
contribute to environmental sustainability. These practices include reducing carbon
emissions, using renewable energy, limiting waste, conserving water, and supporting
biodiversity. Many companies also invest in offsetting their environmental footprint
through carbon offset programs or reforestation efforts. For example, Patagonia, the
outdoor clothing company, is widely recognised for its environmental stewardship. It
uses recycled polyester and organic cotton, encourages customers to repair rather than
replace clothing, and donates 1% of its annual sales to environmental causes. Similarly,
IKEA has committed to becoming climate positive by 2030 by using only renewable
or recycled materials in its products and reducing greenhouse gas emissions across its
supply chain.

In India, Infosys became the first Indian company to join the RE100 global campaign,
committing to sourcing 100% renewable electricity. As of 2022, Infosys achieved over
46% of its energy consumption through renewable sources and significantly reduced its
per capita electricity consumption. These environmental efforts contribute to the global
goals of combating climate change and promoting sustainability, aligned with SDG 13
(Climate Action) and SDG 12 (Responsible Consumption and Production).

2. Ethical Responsibility

Ethical responsibility focuses on conducting business in a manner that is fair,
just, and respectful to all stakeholders. It includes promoting fair wages, ensuring
workplace safety, avoiding exploitation, eliminating discrimination, and maintaining
honest business practices. Companies with strong ethical values are often seen as more
trustworthy and are more likely to attract and retain talent. For instance, Ben & Jerry’s
integrates ethical sourcing in its supply chain by sourcing fair-trade certified ingredients
such as cocoa, sugar, vanilla, and coffee. It also advocates for various social justice
issues including racial equity and climate justice.

In terms of labour practices, ethical responsibility also means ensuring that the
company’s supply chain is free from child labour, forced labour, and other human rights
violations. The H&M Group, one of the largest fashion retailers globally, has been
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working towards a more transparent and ethical supply chain. In 2021, the company
published a complete list of its suppliers and implemented a code of conduct to enforce
ethical labour standards. Similarly, Tata Steel in India has been awarded the ‘Global
Compact LEAD’ status by the UN Global Compact for its commitment to ethical
business practices, human rights, and sustainability.

Ethical responsibility enhances a company’s social license to operate and contributes
to SDG 8 (Decent Work and Economic Growth) and SDG 10 (Reduced Inequalities).

3. Philanthropic Responsibility

Philanthropic responsibility is concerned with a company’s voluntary efforts to
make a positive difference in society through charitable contributions, community
development, and social investment. It goes beyond legal obligations or ethical practices
to include acts of corporate generosity. Many companies allocate a part of their profits
to philanthropic efforts, support non-profit organisations, or even establish their own
foundations. For example, The Tata Group has set a benchmark in India for corporate
philanthropy. Through Tata Trusts, it invests significantly in education, healthcare,
nutrition, and rural development. As per 2022 data, over 66% of the Tata Sons equity is
held by philanthropic trusts that have helped uplift millions across India.

Internationally, Microsoft has donated over $1.9 billion in software and services
to non-profits and educational institutions worldwide. It also runs programs like Al
for Humanitarian Action, which supports disaster response, refugees, human rights,
and healthcare needs. Furthermore, Salesforce.org, the philanthropic arm of Salesforce,
donates 1% of the company’s equity, technology, and employee time to communities
in need through its “1-1-1 model.” This model has since been adopted by over 10,000
companies globally.

4. Economic Responsibility

Economic responsibility involves making financial decisions that support not only
profit generation but also social good and environmental sustainability. It encourages
businesses to generate wealth in ways that positively impact employees, communities,
and the economy at large. A company with economic responsibility aligns its financial
strategies with sustainable and ethical goals. For example, Unilever’s Sustainable
Living Plan integrates economic goals with social and environmental objectives. It
has committed to improving the health and well-being of more than 1 billion people,
halving the environmental footprint of its products, and enhancing the livelihoods of
millions.

In India, ITC Limited provides a strong case of economic responsibility. It operates
a diverse range of sustainable livelihood programs such as the e-Choupal initiative,
which connects rural farmers with real-time information and direct market access. This
has empowered over 4 million farmers across 35,000 villages, improving productivity
and incomes. ITC’s model demonstrates how economic growth can go hand-in-hand
with rural empowerment and environmental conservation.
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Economic responsibility not only enhances a company’s long-term value creation but
also supports SDG 9 (Industry, Innovation and Infrastructure) and SDG 17 (Partnerships
for the Goals).

Corporate Social Responsibility is no longer just an optional activity—it is now
a strategic imperative for sustainable business. Companies that adopt CSR in its full
scope—covering environmental, ethical, philanthropic, and economic responsibilities—
create long-term value for all stakeholders. They earn trust, attract talent and investment,
and align themselves with global sustainability goals. Whether it’s a multinational like
Microsoft investing in global digital literacy or a homegrown Indian company like
ITC empowering rural farmers, CSR is shaping the future of business in profound and
positive ways.

Envircnmantal
Responsibility

Fhilanthropic Economic
Rezponsibility Responaibility

Fig. 2.2.2 Types of CSR
Case Study 1: Infosys (India)

Infosys, one of India’s leading IT companies, has integrated Corporate Social
Responsibility (CSR) deeply into its organisational ethos through the Infosys Foundation,
established in 1996. The Foundation operates on the principle that a company’s success
must contribute meaningfully to the upliftment of society. Its work spans critical areas
such as education, healthcare, rural development, and promotion of arts and culture.
With a strong focus on building equitable and inclusive communities, the Foundation
has channelled significant funds into projects that directly benefit marginalised groups
and rural populations across India. CSR at Infosys is not limited to philanthropy but
extends to sustainable development efforts that address long-term structural issues.

In the education sector, Infosys Foundation has made significant strides by funding
infrastructure for underprivileged schools, supporting teacher training programs, and
distributing learning materials to students. It has collaborated with government and
non-profit organisations to establish digital classrooms and libraries in rural and semi-
urban areas. One notable initiative is the partnership with the Pratham Education
Foundation, through which the Foundation has supported foundational learning and
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skill development. In healthcare, Infosys Foundation has built hospitals, blood banks,
and sanitation infrastructure, contributing to community well-being. In Karnataka,
for instance, the Foundation funded the construction of a multi-speciality hospital in
Bangalore to provide affordable healthcare to economically disadvantaged sections.

Infosys also pays special attention to rural development. It has undertaken projects
to construct over 10,000 toilets under the Swachh Bharat Abhiyan, promoting hygiene
and sanitation in rural India. The Foundation also supports drinking water projects and
electrification in underserved villages, ensuring essential services reach those who
need them most. The promotion of arts and culture is another important dimension
of Infosys’ CSR. It sponsors classical music concerts, literature festivals, and cultural
heritage conservation efforts. Overall, Infosys’ CSR activities reflect a strategic and
empathetic approach aimed at social empowerment and equitable access to basic human
needs, demonstrating how a corporate entity can lead large-scale social transformation
in India.

Case Study 2: Starbucks

Starbucks, a global coffeehouse chain, has been at the forefront of CSR by embedding
ethical sourcing, environmental care, and community engagement into its business
strategy. Its Coffee and Farmer Equity (C.A.F.E.) Practices are a key element of its
CSR model. These practices ensure that Starbucks sources coffee beans in a way that
protects both the environment and the livelihoods of coffee farmers. C.A.F.E. guidelines
require suppliers to adhere to quality, social, economic, and environmental standards,
including fair wages, safe working conditions, and sustainable farming techniques. As
of 2022, 99% of Starbucks’ coffee was ethically sourced, making it one of the few
global corporations to achieve such a milestone in its supply chain transparency.

Starbucks also demonstrates CSR through environmental sustainability efforts in
its operations. The company has made bold commitments to reduce its environmental
footprint by shifting to reusable packaging, conserving water, and investing in renewable
energy. Starbucks plans to become resource-positive by 2030, aiming to cut its carbon,
water, and waste footprints by 50%. It has opened Greener Stores globally, including
over 2,000 stores certified under the Greener Store Framework, which includes energy-
efficient equipment, solar panels, and low-impact construction materials. These efforts
are aligned with the company’s pledge to operate responsibly while maintaining its
leadership in retail sustainability.

In terms of community engagement, Starbucks runs initiatives focused on youth
employment, diversity, and inclusion. The company has launched the “Opportunity
Youth” program in the U.S., which aims to hire young people who are not in school or
employed, offering them stable career pathways. Starbucks has also committed to hiring
25,000 veterans and military spouses and creating inclusive workplaces for LGBTQ+
individuals. In India, Starbucks (through the Tata Starbucks partnership) supports gender
inclusion, with initiatives like the Brew of Balance campaign and maternity-friendly
policies. Furthermore, Starbucks Foundation has funded global health and education
projects, particularly in coffee-growing regions, showing how CSR can extend beyond
a company’s direct customer base to create a global social impact.
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Case Study 3: Microsoft

Microsoft, one of the world’s largest technology companies, has implemented a
comprehensive CSR strategy focused on digital inclusion, environmental sustainability,
and responsible innovation. The company believes in using technology as a force for
social good and works toward creating access to education, tools, and platforms that
empower individuals and communities. Through its “Al for Good” initiative, Microsoft
uses artificial intelligence to address societal challenges like disaster response, climate
modelling, accessibility for people with disabilities, and preservation of cultural
heritage. Its Al for Accessibility program, for example, funds startups and researchers
developing Al-based tools for people with hearing, vision, and mobility impairments.

In the education space, Microsoft has made significant contributions through its
Microsoft Philanthropies wing. The company provides free access to Microsoft Office,
Windows, and learning platforms to educational institutions, especially in developing
countries. It also supports the TEALS (Technology Education and Literacy in Schools)
program in the United States, where technology professionals volunteer to teach
computer science in high schools. In India, Microsoft launched the Project Shiksha
initiative to train teachers and students in digital literacy. Over the years, millions of
students and educators globally have benefitted from such efforts, helping bridge the
digital divide and foster future-ready skills.

Microsoft is equally ambitious in its environmental goals. In 2020, the company
announced its pledge to become carbon negative by 2030, meaning it will remove
more carbon from the atmosphere than it emits. Additionally, by 2050, Microsoft aims
to remove all the carbon it has emitted since its founding in 1975. It has committed
$1 billion to the Climate Innovation Fund, which invests in carbon reduction and
removal technologies. Microsoft also uses renewable energy across its data centres
and is exploring sustainable product design. Through these environmental and social
initiatives, Microsoft’s CSR strategy demonstrates how large tech companies can lead
by example in building a more inclusive, sustainable, and equitable future.

2.2.2.3 Factors Influencing Social Orientation of Businesses

The social orientation of a business refers to the extent to which it incorporates social
values, ethical considerations, and community well-being into its mission, operations,
and decision-making processes. Socially oriented businesses go beyond profit-making
to actively consider how their actions impact society and the environment. Several
internal and external factors influence this orientation. Below is a detailed explanation
of the key factors that shape the social orientation of businesses, along with examples:

1. Legal and Regulatory Environment

One of the most significant drivers of social orientation is the legal framework
and government regulations. Laws related to environmental protection, labour rights,
corporate governance, and CSR mandates compel businesses to act responsibly. In India,
for example, the Companies Act 2013 (Section 135) made it mandatory for companies
with a certain turnover or net profit to spend at least 2% of their average net profits on
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CSR activities. This legal obligation has pushed thousands of Indian firms to invest in
education, healthcare, rural development, and environmental conservation.

2. Public Expectations and Social Pressure

Modern consumers, especially millennials and Gen Z, increasingly expect companies
to take a stand on social issues such as climate change, gender equality, and fair trade.
These societal expectations influence a business’s public image and customer loyalty.
For instance, brands like Nike have aligned themselves with social justice campaigns
(e.g., Black Lives Matter), despite the potential controversy, to resonate with their
value-driven customer base. Businesses often respond to social media movements and
public sentiment to maintain relevance and support.

3. Market Competition and Industry Standards

Competitive pressure can also push firms toward adopting a socially responsible
stance. In industries where CSR and sustainability have become the norm—such as
tech, apparel, or food and beverage—companies are likely to adopt similar practices to
stay competitive. For example, when Unilever and Procter & Gamble began integrating
sustainability into their supply chains, many smaller FMCG companies followed suit to
avoid falling behind in public perception and investor confidence.

4. Leadership Vision and Corporate Culture

The values and ethical orientation of top leadership play a critical role in shaping
a company’s social outlook. A visionary CEO or founder who believes in inclusive
growth, sustainability, or community development can embed social responsibility into
the company’s DNA. For example, Ratan Tata, the former chairman of Tata Group, has
long championed philanthropy and nation-building. Under his leadership, the group
established several social welfare foundations, making CSR a core element of the Tata
ethos.

5. Stakeholder Influence

Stakeholders including employees, investors, customers, suppliers, and local
communities can influence a company’s social orientation. Investors are increasingly
using ESG (Environmental, Social, Governance) criteria to evaluate companies.
Employees may also expect their employer to have a clear purpose and contribute
positively to society. For instance, Google’s employees have, on multiple occasions,
influenced the company’s decisions regarding ethical use of technology and diversity
hiring.

6. Globalisation and International Standards

With the rise of global supply chains and cross-border operations, businesses are
exposed to international norms and expectations. Adopting globally recognised
standards such as the UN Global Compact, ISO 26000, or GRI Reporting Framework
often enhances a company’s global image and helps it attract international partnerships
and funding. Multinational companies, therefore, tend to align their social practices
with global benchmarks to maintain uniformity and credibility.
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7. Technological Advancements and Information Transparency

Technology has increased public access to information and enhanced the ability to
track and scrutinise corporate behaviour. Online platforms, social media, and digital
reporting systems allow stakeholders to monitor a company’s social and environmental
impact in real time. Companies now operate under the gaze of a globally connected and
informed audience. As a result, many adopt a proactive social orientation to maintain
transparency and avoid reputational risk. For instance, blockchain technology is being
used by companies to demonstrate ethical sourcing in real-time.

8. Economic and Financial Conditions

A company’s financial capacity significantly affects its ability to invest in socially
responsible initiatives. During economic downturns or crises, businesses may scale back
CSR spending to conserve resources. However, in periods of growth and profitability,
they are more likely to expand their social initiatives. For example, during the COVID-
19 pandemic, companies like Reliance Industries and Infosys restructured their CSR
budgets to support healthcare infrastructure and vaccine distribution, reflecting a strong
social commitment during a crisis.

9. Cultural and Ethical Norms

The cultural values of a society in which a business operates also influence its
social orientation. In collectivist cultures such as India or Japan, where community
well-being is prioritised, businesses often adopt socially inclusive policies. In contrast,
companies in individualistic cultures may focus more on personal accountability and
ethical behaviour. Understanding these cultural nuances helps businesses tailor their
CSR strategies to local expectations.

10. Media and NGO Activism

Non-governmental organisations (NGOs) and the media often act as watchdogs,
bringing corporate malpractices or negligence to public attention. Investigative
journalism and NGO campaigns can pressure businesses into adopting socially
responsible practices. A notable example is the Rana Plaza garment factory collapse in
Bangladesh (2013), which led to intense global criticism of fashion retailers. Following
the tragedy, many global brands including H&M and Zara joined the Accord on Fire
and Building Safety, enhancing labour standards and workplace safety in their supply
chains.

The social orientation of a business is shaped by a complex interplay of legal,
economic, cultural, and ethical factors. As societies evolve and expectations from
businesses grow, companies are increasingly compelled to move beyond profit-centric
models to embrace social responsibility. Firms that actively align their strategies with
social goals stand to gain not only in terms of reputation and compliance but also in
building long-term stakeholder trust and sustainable value.
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2.2.3 Ethics in Business
2.2.3.1 Concept of Business Ethics

You find a lost wallet on the road with money and an ID card inside. No one sees you
pick it up. You have two choices: keep the money or return the wallet to its owner using
the contact details in the ID. If you decide to return it, even though no one would have
known if you didn’t, that decision shows ethics. Ethics is about doing what is right, fair,
and honest, even when no one is watching. It is the set of moral principles that guides
our behaviour and helps us decide what is good or bad, right or wrong in any situation.
Therefore, in simple terms, ethics means choosing to do the right thing, not just the easy
thing.

The term “ethics” is derived from the Greek word Ethikos, meaning “character,” while
“morality” comes from the Latin word moralis, meaning “behaviour.” In business, ethics
refers to the moral principles and values that guide conduct in commercial activities.
Business ethics involves applying ethical judgments to business situations to determine
what is right, fair, and responsible. It is both a philosophical discipline and a practical
framework, helping organizations align profit-making with social responsibility.

Business ethics addresses complex challenges such as fairness in competition,
transparency in communication, respect for stakeholders, and sustainable practices. It
involves making morally sound decisions that are not only legally compliant but also
socially responsible. According to Carter McNamara, business ethics is about knowing
what is right and wrong in the workplace and doing what is right in all stakeholder
interactions, including product impact, employee treatment, and social accountability.

In essence, business ethics is a subset of applied ethics, guiding how businesses
ought to behave. It reflects normative principles—what a company should do—rather
than merely what it can do. By applying these principles, businesses seek to operate
with integrity, fairness, and responsibility, thereby building a strong reputation and
long-term value.

2.2.3.2 Importance and Need for Business Ethics

Ethics in business is not a luxury but a necessity in today’s interconnected and
socially aware global economy. Ethical practices are essential for the sustainability,
reputation, and smooth functioning of any organization. Companies that fail to uphold
ethical standards risk losing stakeholder trust, facing legal penalties, and even collapsing
under public backlash.

Key reasons for the importance of business ethics are:

i. Controls Unethical Practices: Ethics help prevent fraudulent activities like
adulteration, black marketing, and misleading advertising by setting moral
boundaries.

ii. Employee Welfare: Ethical businesses focus on the fair treatment of
employees, ensuring good working conditions, fair compensation, and open
communication.
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iv.

vi.

vil.

viii.

ix.

Customer Trust: By ensuring product quality, safety, fair pricing, and grievance
redressal, ethics help build customer loyalty and brand credibility.

Long-Term Profitability: Ethical companies tend to be more efficient,
reduce waste, and build stronger internal cohesion, all of which contribute to
profitability.

Social Responsibility: Ethics compel businesses to contribute to societal welfare
through CSR, environmental conservation, and community development.

Brand Recognition: Ethical businesses attract positive attention and brand
loyalty.

Better Negotiation Power: Trust-based relationships help secure better deals.
Investor Confidence: Ethical companies attract more long-term investors.

Talent Attraction: Employees prefer organizations with a strong ethical
culture.

Sustainable Growth: Ethical practices promote long-term success and mitigate
legal and reputational risks.

An ethical business culture enhances decision-making, fosters stakeholder loyalty,
and ensures compliance with social and legal standards.

2.2.3.3 Principles of Business Ethics

Business ethics are grounded in universal moral principles that provide a foundation
for ethical decision-making and conduct. The major principles include:

i

ii.

iii.

iv.

vi.
vii.

viii.

ix.

76

Leadership: Ethical leadership sets the tone at the top and inspires the same
throughout the organization.

Accountability: Holding oneself and others responsible for actions and
decisions.

Integrity: Doing what is right consistently, with honesty and reliability.

Respect for Others: Treating every stakeholder with dignity, fairness, and
empathy.

Honesty: Being truthful in communication, avoiding deceit or omission.
Respect for Laws: Adhering to all applicable legal regulations.
Responsibility: Owning decisions and their consequences.

Transparency: Being open and clear in all dealings, especially regarding
finances and policies.

Compassion: Considering the well-being of employees, communities, and
partners.
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x. Fairness: Ensuring equal opportunity and non-discrimination in policies and
treatment.

xi. Loyalty: Commitment to the organisation’s vision and to employees.

xii. Environmental Concern: Reducing ecological damage and promoting
sustainability.

These principles collectively help create an ethical work culture that promotes trust,
innovation, and resilience.

2.2.3.4 How to Implement Good Business Ethics

Ethical behaviour doesn’t occur spontaneously—it must be cultivated. Key strategies
include:

i. Developing a Code of Ethics: Clearly outline the company’s ethical values and
expected behaviour.

ii. Training and Education: Regular workshops and training sessions help
employees recognize and resolve ethical dilemmas.

iii. Ethical Leadership: Leaders must model ethical behaviour to foster a culture
of integrity.

iv. Whistleblower Protection: Encourage reporting of unethical behaviour without
fear of retaliation.

v. Ongoing Communication: Reinforce ethical standards consistently through
newsletters, meetings, and performance reviews.

Ethical implementation is an ongoing process requiring commitment from all levels
of the organization.

In today’s global and digital age, business ethics is more crucial than ever. Ethical
businesses foster trust, loyalty, and long-term success while contributing positively
to society. The principles of integrity, fairness, and responsibility are not merely
idealistic—they are essential pillars of sustainable business strategy. By embedding
ethical values into their operations, businesses not only do what is right but also build
enduring success.

® Recap

¢ Corporate Governance is the system that directs and controls a company,
ensuring ethical and effective management.

¢ The four key principles of governance—fairness, responsibility,
transparency, and accountability—are essential for stakeholder trust.
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CSR (Corporate Social Responsibility) refers to voluntary efforts
by companies to improve society and the environment beyond legal
requirements.

CSR types include environmental, ethical, philanthropic, and economic
responsibilities.

Business Ethics deals with moral principles that guide business conduct
and decisions.

Ethical practices lead to higher customer trust, employee satisfaction,
and brand reputation.

Corporate governance objectives include balancing social and economic
goals and building investor confidence.

Leadership vision and cultural values strongly influence a company’s
social orientation.

Technology and social media have increased transparency and pressure
on businesses to act ethically.

Objective Questions

O CoEEnl O\ NG B » D

—_ =
—- O

What do you mean by corporate governance?

Name any two principles of corporate governance.
How does corporate governance benefit stakeholders?
Mention any one objective of corporate governance.
What is CSR?

List one type of CSR.

Who introduced the return-on-resources model?
Name any one CSR initiative of Infosys.

What does business ethics mean?

Name one principle of business ethics.

. Mention one factor that influences social orientation of a business.
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Answers

System to control and direct a company

Fairness, Transparency

Builds trust and accountability

To safeguard the intent of stakeholders

Corporate Social Responsibility

Environmental Responsibility

William E. Halal

Infosys Foundation

Refers to the moral principles and values that guide a company's conduct
Integrity

Leadership Vision

Assignments

Explain the four principles of corporate governance with suitable
examples.

Describe the different types of Corporate Social Responsibility (CSR)
with real-life examples.

Discuss the importance and principles of business ethics in today’s global
economy.

How do internal and external factors influence a business’s social
orientation?

Prepare a case study on a well-known company’s CSR activities and
evaluate its social impact.

Analyse your local business or organisation and assess whether they
follow ethical and transparent practices.

Draft a basic “Code of Ethics” for a startup company.

Conduct a survey among 10 consumers to understand their expectations
regarding ethical business behaviour.




9. Create a presentation showing how a company of your choice maintains
good corporate governance.
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Introduction to Political
Environment

Learning Outcomes

After studying this unit, learners will be able to:

¢ explain the concept and significance of the political environment in
shaping business operations

0 identify key elements and structures of political institutions that influence
business decisions

¢ describe the roles of government policies, public sector enterprises,
privatisation, and FDI in the economic landscape

¢ examine the impact of Centre-State relations and Directive Principles on
national economic planning

Prerequisite

Ravi, an aspiring entrepreneur, always dreamed of launching his own
start-up in India’s growing tech industry. With a passion for innovation and a
sharp business mind, he planned to create a company that provided Al-powered
solutions to businesses. However, as he started researching the process of setting
up his company, he realised that success in business wasn’t just about having
a great idea, it was also about understanding the political environment that
influences businesses. One day, while discussing his plans with an experienced
business consultant, Ravi was introduced to several critical factors that shape the
business landscape. The consultant told Ravi that before he invests his time and
money, he needs to understand the political and economic framework that can
impact your business.

The consultant further explained to Ravi that the government plays a huge
role in business. It sets policies on taxation, trade regulations, and labour laws.
A stable political environment attracts investment, while instability can create
uncertainty. Ravi listened intently as the consultant continued and introduced him
the concept of FDI. He told Ravi that Foreign Direct Investment (FDI) allows
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global companies to invest in India, bringing in money, skills, and technology.
However, not all policies are fixed and governments can change tax laws, import/
export rules, and other regulations based on economic needs. “A businessperson
like you must always stay informed,” said the consultant.

Ravi now realised that understanding the political environment was crucial for
his business success. He needed to be aware of government policies, economic
stability, trade regulations, and how the government’s role in different sectors
could impact his company. With a newfound perspective, he was eager to explore
how these factors influenced business operations. His journey into the world
of business was just beginning, but he now understood that a company doesn’t
just operate in isolation rather it thrives or struggles based on the political and
economic environment around it.

In this unit, you will explore how the political environment impacts businesses,
the government’s role in the economy, public sector enterprises, privatisation,
disinvestment, and foreign direct investment. Just like Ravi, you will gain insights
into how these factors shape the business world and influence decision-making.

Political Stability, Directive Principles, Privatisation, FDI (Foreign Direct
Investment), Public Sector Enterprise

Discussion

3.1.1 Political Environment

Think about a small bakery that sells cakes and bread in a town. One day, the
local government decides to increase the tax on sugar, which is a key ingredient in
baking. As a result, the bakery’s costs go up, and it has to raise prices or find cheaper
alternatives. Later, a new government comes into power and removes the tax to support
small businesses. The bakery’s situation improves again. This simple story shows how
political decisions and policies can directly affect how businesses operate.

The political environment refers to the influence of government actions, policies, and
political stability on businesses and the economy. It includes laws, tax policies, trade
regulations, government support, political stability, and leadership changes. Businesses
must understand the political environment because it shapes the rules under which they
function and grow. Just like the bakery, companies need to stay updated on political
developments to plan and make the right decisions.
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The political environment encompasses factors such as the overall stability and
peace within a country, as well as the perspectives and policies of elected government
representatives toward businesses. A stable political climate enhances the predictability
of business activities, fostering a secure environment for investment and growth.
Conversely, political unrest and threats to law and order create uncertainty, potentially
disrupting business operations. Political stability instills confidence in business owners,
encouraging long-term investments that contribute to economic growth, whereas
instability can undermine that confidence. Likewise, the stance of government officials
towards businesses can have either a positive or negative influence on the business
landscape.

Elements of the Political Environment
i.  Political Stability

Political stability refers to the degree to which a country’s political system, leadership,
and governance remain consistent and predictable over time. It is influenced by the
electoral system, which determines how leaders are chosen and how representative the
government is. Stability is also shaped by the efficiency of law and order mechanisms,
the professionalism and impartiality of the police and military, and the absence of
arbitrary interventions such as the imposition of President’s Rule in states. Civil unrest,
riots, or armed conflict can destabilise governance and discourage investment, while
stable conditions foster business confidence, long-term planning, and economic growth.
For example, India’s peaceful democratic transitions since independence have been a
major factor in attracting both domestic and foreign investments.

ii. Political Organisation

Political organisation describes the structure, ideology, and functioning of political
parties, as well as the broader administrative framework of governance. The philosophy
of ruling parties whether socialist, capitalist, or mixed economy-oriented affects
policies on taxation, trade, and industry. The influence and authority of the bureaucracy
play a critical role in policy implementation, while political awareness among
citizens determines the level of public participation and accountability in governance.
Furthermore, the relationship between business houses and political funding can
influence policymaking, with implications for transparency and fairness. For instance,
pro-reform political regimes in India have introduced liberalisation measures that
benefit private enterprise and foreign investment.

iili. Reputation of National Leadership and International Standing

The credibility, competence, and ethical conduct of national leaders directly impact
investor confidence and diplomatic relations. Leaders with a strong vision and the
ability to inspire trust can rally both domestic and international support for economic
initiatives. Similarly, a country’s standing in the international arena shaped by its
diplomatic ties, participation in global forums, and adherence to international norms
can open doors to trade opportunities and foreign investments. For example, India’s
leadership in the G20 and strategic partnerships with nations like the US and Japan
have boosted its image as a reliable economic partner.
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iv. The National Constitution

The Constitution of a country provides the foundational framework for governance,
laws, and citizens’ rights. It defines the separation of powers among the legislative,
executive, and judicial branches, ensuring checks and balances in governance. In India,
the Constitution not only lays down the structure of government but also guarantees
fundamental rights such as freedom of speech, equality before the law, and the right
to property (now a legal right), which influence business operations. Constitutional
provisions regarding trade, taxation, and regulation create a predictable legal
environment essential for economic activity.

v. Foreign Policy

Foreign policy encompasses the strategies and decisions a nation adopts in its dealings
with other countries. Economic aspects of foreign policy such as tariff structures, trade
regulations, and participation in free trade agreements (FTAs) directly impact the flow
of goods, services, and investments across borders. Policies promoting open markets
and reducing trade barriers encourage international trade, while protectionist measures
can shield domestic industries but may invite retaliatory tariffs. For example, India’s
signing of trade agreements with ASEAN nations has facilitated increased exports in
sectors like pharmaceuticals and textiles.

3.1.2 Economic Roles of Government

The government plays a crucial economic role in the business environment
by providing a stable and predictable legal and regulatory framework, fostering
competition, promoting economic stability and ensuring fair resource allocation,
ultimately contributing to long-term economic prosperity. The Government of India
plays a crucial role in shaping and managing the country’s economy through various
policies, regulations, and initiatives and ensures economic stability by promoting
growth, and supporting social welfare.

The key economic roles of government are as follows:

i.  Regulation and Governance: The government acts as a regulator to maintain
fair competition, protect consumers and ensure a fair market environment.
Regulatory bodies such as Reserve bank of India, Securities and exchange
board of India (SEBI), and Competition commission of India (CCI) etc. oversee
financial market and corporate practices. Government ensures fair trade practices,
protect consumer rights and implement effective corporate governance through
acts like Companies Act, Consumer protection Act etc.

ii.  Provision of public goods and services: The government ensures the availability
of essential services that contribute to economic development and social
welfare. By developing infrastructure such as roads, railways, communication
networks, power supply, schools, universities and hospital, the government lays
the foundation for the economic development of the nation.
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iii. Economic stability: The government plays a key role in maintaining economic
stability by controlling inflation, unemployment and economic downturns. The
government use tools such as monetary policy, fiscal policy etc. in order to
adjust and regulate interest rates, tax rates, money supply, public spending,
subsidies etc. thereby stabilise the economy.

iv. Redistribution of income and Social welfare: The government implements
policies to support under privileged sections and thereby tries to remove income
inequality. The government focus to bridge the gap between the rich and the
poor by implementing programs aimed at redistributing income. It takes steps
such as progressive taxation, subsidies, job guarantee schemes etc. which helps
in the redistribution of income and promoting social welfare.

v. Promoting economic growth and development: The government actively
supports industries and business to drive economic progress. It adopts industrial
policies which encourage the manufacturing and export sectors and thereby
promoting economic growth. It also implements various programs and initiatives
for the promotion of start —ups and MSME’s. It also focuses on attracting global
investments which will help to boost job creation as well as infrastructure.

vi. International trade and foreign policy: The government creates trade policies
which impacts global economic relations. As part of import and export policies,
government tries to regulate tariffs, promote exports and reduce trade deficits. It
also focuses on strengthening economic ties with other nations through bilateral
and multilateral partnerships.

3.1.3 Directive Principles of State Policy

The Directive Principles of State Policy are designed to promote public welfare,
uphold social and economic justice, and establish a fair and inclusive society. They
serve as guiding principles for the government to work towards achieving essential
socio-economic objectives, even though they may not be immediately attainable
due to various constraints. While the Directive Principles themselves are not legally
enforceable, they are considered fundamental in the governance of the country.

The economically significant principles under Articles 38 to 48

i.  The State shall strive to promote the welfare of people by securing and protecting,
as effectively as it may, a social order in which justice -social, economic and
political -shall form part of all the institutions of national life.

ii.  The State shall, in particular, strive to minimize the inequalities in income, and
endeavour to eliminate inequalities in status, facilities and opportunities, not
only among individuals but also amongst groups of people residing in different
areas or engaged in different vocations.

iii. The State shall, in particular, direct its policy towards securing:

a. that the citizens, men and women equally, have the right to an adequate
means of livelihood;
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Vi.

Vii.

Vviil.

iX.

b. that the ownership and control of the material resources of the community
are so distributed as best to sub serve the common good;

c. that the operation of the economic system does not result in the
concentration of wealth and means of production to the common
detriment;

d. that there is equal pay for equal work for both men and women;

e. that the health and strength of workers, men and women, and the tender
age of children are not abused and that citizens are not forced by economic
necessity to enter a vocation unsuited to their age or strength; and

f.  that children are given opportunities and facilities to develop in healthy
manner and in conditions of freedom and dignity, and that childhood
and youth are protected against exploitation and moral and material
abandonment.

The State shall ensure that the operation of the legal system promotes justice,
on a basis of equal opportunity, and shall, in particular, provide for legal aid by
suitable legislation of schemes or in any other way, to ensure that opportunities
for securing justice are not denied to any citizen by reason of economic or other
disabilities.

The State shall take steps to organise village Panchayats and endow them with
such powers and authority as may be necessary to enable them to function as
units of self- government.

The State shall, within the limits of its economic capacity and development,
make effective provisions for securing the right to work, to education and to
public assistance in cases of unemployment, old age, sickness and disablement,
and in other cases of under-served wants.

The State shall make provision for securing just and humane conditions of work
and for maternity relief.

The State shall endeavour to secure, by suitable legislation or economic
organization or in any other way, to all workers - agricultural, industrial or
otherwise - a living wage, conditions of work ensuring a decent standard of
life and full enjoyment of leisure and social and cultural opportunities and,
in particular, the State shall endeavour to promote cottage industries on an
individual or cooperative basis in rural areas.

The State shall take steps, by suitable legislation or in any other way, to secure
the participation of workers in the management of undertakings, establishments
or other organizations engaged in any industry.

The State shall promote with special care the educational and economic interests
of the weaker sections of the .people, and, in particular, of the scheduled castes
and scheduled tribes, and shall protect them from social injustice and all forms
of exploitation.
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xi. The State shall regard the raising of the level of nutrition and the standard of
living of its people and the improvement of public health as among its primary
duties and, in particular, the State shall endeavour to bring about prohibition of
the consumption, except for medicinal purposes, of intoxicating drinks and of
drugs which are injurious to health.

xii. The State shall endeavour to organise agriculture and animal husbandry on
modern and scientific line and shall, in particular, take steps for preserving and
improving the breeds, and prohibiting the slaughter of cows and calves and
other mulch and draught cattle.

xiii. The State shall endeavour to protect and improve the environment and to
safeguard the forests and wildlife of the country.

These Directive Principles clearly highlight the significant economic responsibilities
that the Constitution entrusts to the state.

3.1.4 Centre State Relations

Centre-State relations define the interactions between the central government and
its constituent units within a federal structure. In a federal system, a well-defined
and structured Centre-State relationship is crucial for the smooth functioning of
governance. In a diverse democracy like India, maintaining harmonious Centre-State
relations is essential due to challenges such as regionalism, religious plurality, uneven
development, demands for self-governance, differing political interests, and caste and
ethnic dynamics. The foundation of this relationship lies in the distribution of powers
between the Centre and the States. Part XI of the Indian Constitution outlines the
provisions governing this distribution, ensuring a balance of authority between the
federal government and the states.

An ideal system of federal finance ensures a well-defined division of revenue sources
between the central and state governments, allowing both to function with financial
autonomy. To achieve this, the Indian Constitution provides comprehensive provisions
governing the distribution of income between the Centre and the States. It also outlines
the borrowing powers of both levels of government and details the provisions for grants-
in-aid provided by the central government to financially weaker states. Additionally, the
Constitution specifies the framework for the allocation of funds between the Centre and
the States, ensuring a structured and equitable financial system.

Article 280 of the Indian Constitution mandates the establishment of a Finance
Commission to regulate the economic and financial relations between the Centre
and the States. The Finance Commission Act of 1951 provides detailed provisions
regarding its formation, including procedures for setting it up, the appointment process,
qualifications and disqualifications of its members, and the powers vested in it. The
Finance Commission, appointed by the President of India for a tenure of five years, is
responsible for determining the distribution of financial resources between the central
and state governments. The first Finance Commission submitted its report in 1952,
outlining the principles for equitable allocation of financial resources among the states
and addressing the provision of grants-in-aid to support financially weaker states.
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3.1.5 Public Sector Enterprises

The public sector comprises various organisations that are owned and managed by
the government, either fully or partially, at the central or state level. These entities may
function as part of a ministry or be established through a Special Act of Parliament.
Through these enterprises, the government actively engages in the country’s economic
activities.

From time to time, the government defines the scope of operations for both the
public and private sectors through its industrial policy resolutions. The Industrial Policy
Resolution of 1948 outlined the government’s approach to industrial development,
clearly specifying the roles of the public and private sectors. To regulate economic
activities in both sectors, the government introduced various laws and regulations.

Similarly, the Industrial Policy Resolution of 1956 set specific objectives for the
public sector to accelerate industrialisation and economic growth. While the public
sector was prioritised, the policy also acknowledged the interdependence between public
and private enterprises. However, the Industrial Policy of 1991 marked a significant
shift, as it introduced major reforms, including disinvestment in public enterprises and
granting greater autonomy to the private sector.

The forms of organisation which a public enterprise may take are as follows:
Departmental undertaking, Statutory corporation and Government company.

i.  Departmental undertaking: This is the most traditional and long-standing
method of structuring public enterprises. These entities operate as extensions of
a government ministry and are established as its departments. They function as
an integral part of the government, with their activities directly contributing to
the ministry’s overall operations and objectives. e.g. Indian Railway, Post and
Telegraph Department

ii.  Statutory corporation: Statutory corporations are public enterprises created
through a Special Act passed by Parliament. This act outlines their authority,
responsibilities, operational guidelines, employee regulations, and their
interactions with various government departments.

iii. Government company: A government company is incorporated under the
Companies Act, 2013 and operates in accordance with its provisions. These
companies are formed with a primary focus on business activities and actively
compete with private sector enterprises.

3.1.5.1 Objectives of Public Sector enterprises

Public enterprises were established as a key instrument for executing the government’s
socio-economic policies, with multiple objectives assigned to them, including:

i.  Facilitating rapid economic growth and industrialisation while developing
essential infrastructure for overall economic progress.
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il. Generating returns on investment to create financial resources for further
development.

iii. Promoting equitable distribution of income and wealth.

iv. Creating employment opportunities to enhance livelihood prospects.

v.  Encouraging balanced regional development by reducing economic disparities.
vi. Supporting the growth of small-scale and ancillary industries.

vil. Advancing import substitution to reduce dependency on foreign goods and
contributing to foreign exchange savings and earnings for the economy.

3.1.6 Privatisation and disinvestment in India
3.1.6.1 Privatisation

For decades, Air India was owned and operated by the Government of India, but
it faced heavy financial losses, inefficiency, and high debt. In 2021, the government
decided to sell the airline to Tata Sons, a private conglomerate. Since the takeover,
Tata has been working on improving services, modernising the fleet, and restructuring
operations to make the airline competitive in the global market. This example shows
how privatisation shifts responsibility from the public to the private sector, with the
hope of improving performance and reducing the government’s financial burden.
However, it also means that decision-making is driven more by business goals than by
public service priorities.

Privatisation means transferring the ownership, management, or control of a
business, service, or industry from the government (public sector) to private individuals
or companies. The idea is that private ownership can make operations more efficient,
competitive, and customer-focused because private owners often aim to reduce waste,
innovate, and increase profits. Governments may privatise to reduce financial burdens,
attract investment, or improve service quality.

Privatisation is the process in which the government either fully or partially transfers
the ownership and management in a government owned company to private entities.
Such a step is taken by the government thinking that Privatisation will bring in more
efficiency and turn the debt ridden loss making government entity into a profit making
one.

Privatisation occurs when the private sector enters those business areas previously
monopolised or dominated by government. When the shareholding of the government
owned companies is transferred to the private hands, then Privatisation of the company
is said to have taken place. The proponents of Privatisation argue that private players
can run a business more efficiently compared to government run companies because
of absence of bureaucracy, elimination of wasteful expenditure, small but effective
operations in the private sector. In India, Privatisation was first implemented after
the historic budget of 1991, in which, the policy of liberalisation, privatisation and
globalisation was introduced.
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Objectives of Privatisation

1.
2.
3.
4.

Modes

There

l.
2.

Improve operational efficiency in the existing bureaucratic scheme of things
To increase competition and foster organic growth in the market
To raise revenue to fund for the other sectors or welfare schemes

Reduce government involvement in commercial operations that can be better
managed by market forces

of Privatisation

can be numerous modes of privatisation. These include:

Auctions : Selling the enterprise to the highest bidder
Tenders: Inviting competitive bids from potential buyers

Sale of shares in the open market : Offering govt held shares of a company to
the public or institutional investors

Sale of government companies : Transfering full ownership of a public enterprise
to a private entity

Private payment : Selling shares directly to specific buyers, often strategic
investors

Direct negotiations: Selling assets or ownership rights after discussions with
specific buyers

Transfer of management : Handover of the management of the government
company’s affairs to that of private hands

Sale of assets of the government company : Selling individual assets of the govt
enterprise to private players

Lease with the option to purchase : Allowing private operators to lease the
enterprise with the possibility of buying it later

Benefits of Privatisation

Following benefits are associated with the privatisation of the public sector
undertakings:

1.

Increased Efficiency with private management: Generally, every government
undertaking is privatised keeping in mind that the private management taking
over the control will increase efficiency compared to how the government
undertaking functioned previously. There will be better customer service which
will in turn be beneficial for the customers and the business.

Increased competition: The handing over of the public company to the private
company will allow the market to grow organically. Research and Development
will be initiated and newer customer friendly highly efficient products will be
launched for better customer satisfaction.
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3. Professional management and reduced government interference: The
professionally managed private team will take decisions on sound business
practices unlike government backed public sector undertakings where decisions
are often made on the basis of political requirements, ignoring other significant
factors.

4. Attracts Investment: There are better chances for the privately owned, profit-
driven, professionally managed entities to attract greater investments from the
market compared to the publically owned bureaucratically managed entities. The
investment garnered from the market will further help to bolster the economy.

Drawbacks of Privatisation

Along with the benefits some drawbacks are also associated with privatisation. They
are:

1. Profit Over Public Interest: The private players are driven by profit making.
So, the focus of the business will entirely be concentrated on the affluent sections
of the society and the poor and backward sections of the society will be ignored.
Financial inclusion which is taken care of in the case of public sector banks will
go down the drain if such undertakings of the government are handed over to
the private sector.

2. Increased Unemployment: Public sector undertakings have been marked
with bureaucratic scheme of things where too much of labour force is assigned
with unimportant tasks. On the other hand private sector is known for speedy
work, use of high end technology and optimization of resources. This entails
weeding out unimportant tasks and outsourcing the same or using technology
to complete them. This involves massive layoffs especially of low income
unskilled workers.

3.1.6.2 Disinvestment

Disinvestment means the government reduces its ownership stake in a public sector
company by selling shares to private investors, institutions, or the general public.
Unlike full privatisation, where ownership is completely handed over, disinvestment
can be partial, the government still retains some control but raises money for other
public needs, reduces fiscal pressure, or brings in private-sector efficiency.

A real example is the disinvestment of Life Insurance Corporation of India (LIC) in
2022. The Government of India sold a small percentage of LIC’s shares to the public
through an Initial Public Offering (IPO). This move helped the government raise funds
to meet its budgetary requirements, while LIC continued to remain majority-owned
by the government. This example shows how disinvestment allows the government to
generate revenue without giving up full control, while also opening the company to
market discipline and wider public participation in ownership.

Disinvesting is a strategy by which an investor offloads or disposes of an asset or
a partial stake in the asset. Disinvesting is an exit strategy that means taking out an
existing investment. Disinvestment policies are commonly followed by governments to
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allocate resources more efficiently. Disinvestment by the government can be defined
as the market activity through which the Government conducts sale or liquidation of
Government-owned assets. Such assets usually refer to the Government’s ownership
stake in Central Public Sector Enterprises (CPSEs) and state public sector enterprises
(SPSEs), but are not limited to that. Government assets also include project undertakings
and other fixed assets.

Types of Disinvestments
There are three kinds of disinvestment.

1. Majority disinvestment occurs when the government sells a majority stake in a
public sector undertaking, transferring ownership and control to private hands.

2. Minority Disinvestment occurs when the government is able to retain
management control of the government undertaking even after the disinvestment
i.e. more than 51 percent in the undertaking.

3. Full Disinvestment (Privatisation): It is a form of disinvestment wherein
complete control is handed over to the private hands.

Disinvestment is a strategy wherein the government undertaking starts selling its
owned assets such as plant, machinery, units etc. The need for disinvestment arises
when the government wants to be relieved from the fiscal burden of the undertaking or
with a view to raise capital for investment in certain specific schemes. This further helps
in improving financial discipline in the market and opens the floodgates of innovations
and improvements in the given sector.

Objectives of Disinvestment
The main objectives of disinvestment in India are:
1. Toreduce the financial burden of the sick, loss-making PSU’s on the Government
To improve public finances
To introduce competition and market discipline

2

3

4. To fund growth, social welfare

5. To encourage a wider share of ownership
6

To depoliticize non-essential services

Modes of Disinvestment

Following modes of disinvestment is used to transfer the assets of government
undertakings:

1. Public Issue

2. Cross holding where the shares of one public sector undertaking is sold off to
the other PSU

3. Strategic disinvestment: refers to the sale of a significant stake (including
management control) in a public sector enterprise to a private entity, as per the
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prescribed government policy or limits.

4. Institutional placement programme

5. By means of Warehousing where public undertakings hold the shares of the
public entity which is being disinvested till the time a private buyer comes to
buy them.

3.1.7 The concept of Foreign Direct Investment (FDI)

Foreign direct investment occurs when a company takes controlling ownership in
a business entity located in another country. With FDI, foreign companies are directly
involved in the day-to-day operations of the business in the host country. This means
they aren’t just bringing capital with them, but also knowledge, skills and technology.
Foreign Direct Investment (FDI) refers to an investment made by a party in one country
into a business or corporation in another country with the intention of establishing a
lasting interest. Generally, FDI takes place when an investor establishes foreign business
operations or acquires foreign business assets, including establishing ownership
or controlling interest in a foreign company. Foreign Direct Investments are most
common in open economies that have skilled workforce and growth prospect. FDIs
not only bring financial resources with them but also skills, technology, knowledge and
managerial know-how to the host country.

3.1.7.1 Benefits of Foreign Direct Investment

Foreign direct investment offers advantages to both the investor and the foreign host
country. These incentives encourage both parties to engage in and allow FDI. These
benefits act as strong incentives for both parties to engage in and permit FDI.

Below are some of the benefits for businesses:
0 Market diversification
¢ Tax incentives
0 Lower labour costs
¢ Preferential tariffs
¢ Subsidies
The following are some of the benefits for the host country:
¢ Economic stimulation
¢ Development of human capital
¢ Increase in employment
¢ Access to management expertise, skills, and technology

For businesses, most of these benefits are based on cost-cutting and lowering risk.
For host countries, the benefits are mainly economic.
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3.1.7.2 Disadvantages of Foreign Direct Investment
Despite many benefits, there are still two main disadvantages to FDI, such as:
i.  Displacement of local businesses
ii.  Profit repatriation

The entry of large firms, such as Walmart, may displace local businesses. Walmart
is often criticized for driving out local businesses that cannot compete with its lower
prices. In the case of profit repatriation, the primary concern is that firms will not
reinvest profits back into the host country. This leads to large capital outflows from
the host country. As a result, many countries have regulations limiting foreign direct
investment.

3.1.7.3 Foreign Direct Investment in India

FDI is an important monetary source for India’s economic development. Foreign
Direct Investment (FDI) serves as a crucial driver of India’s economic growth, providing a
significant source of non-debt financing to support the country’s development initiatives.
Economic liberalisation started in India in the wake of the 1991 reforms and since then,
FDI has steadily increased in the country. Since 1991, when the Indian government
opened up the economy and introduced the LPG (Liberalisation, Privatisation,
and Globalisation) strategies, the investment climate in the country has improved
significantly, largely due to the easing of FDI norms. Economic liberalisation has led
to the partial or complete opening of many sectors to foreign investment, positioning
India among the top 100 countries in ease of doing business. In 2019, India ranked
among the top ten recipients of FDI, attracting $49 billion in inflows, a 16% increase
from 2018 according to a UN report. Further strengthening its investment framework,
the Department for Promotion of Industry and Internal Trade (DPIIT) in February 2020
notified a policy allowing 100% FDI in insurance intermediaries. Additionally, in April
2020, DPIT introduced a new rule requiring that any entity from a country sharing a
land border with India, or where the beneficial owner of an investment is a citizen of
such a country, can invest only through the Government route, meaning prior approval
from the Government of India is mandatory for such investments.

3.1.7.4 India’s Routes for FDI

In India, foreign investments can enter through two primary routes: This can be
through Automatic Route and the Government Route.

a. Automatic route

Under the automatic route, a foreign entity does not require prior approval from the
Government of India or the RBI for making an FDI. Sectors which come under the ‘100%
Automatic Route’ category are 1)Agriculture & Animal Husbandry, 2)Air-Transport
Services (non-scheduled and other services under civil aviation sector), 3)Airports
(Greenfield + Brownfield), 4)Asset Reconstruction Companies, 5)Auto-components,
Automobiles, 6)Biotechnology (Greenfield), 7)Broadcast Content Services (Up-linking
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& down-linking of TV channels, 8)Broadcasting Carriage Services, 9)Capital Goods,
10)Cash & Carry Wholesale Trading (including sourcing from MSEs), 11)Chemicals,
Coal & Lignite, Construction Development, Construction of Hospitals, Credit
Information Companies, Duty Free Shops, E-commerce Activities, Electronic Systems,
Food Processing, Gems & Jewellery, Healthcare, Industrial Parks, IT & BPM, Leather,
Manufacturing, Mining & Exploration of metals & non-metal ores, Other Financial
Services, Services under Civil Aviation Services such as Maintenance & Repair
Organisations, Petroleum & Natural gas, Pharmaceuticals, Plantation sector, Ports
& Shipping, Railway Infrastructure, Renewable Energy, Roads & Highways, Single
Brand Retail Trading, Textiles & Garments, Thermal Power, Tourism & Hospitality and
White Label ATM Operations.

Sectors which come under up to 100% Automatic Route’ category are
i.  Infrastructure Company in the Securities Market: up to 49%
il.  Insurance: up to 49%
iii. Medical Devices: up to 100%
iv. Pension: 49%
v.  Petroleum Refining (By PSUs): 49%
vi. Power Exchanges: 49%

b. Government

In this case, government’s approval is mandatory. The company will have to file
an application through Foreign Investment Facilitation Portal, which facilitates single-
window clearance. The application is then forwarded to the respective ministry, which
will approve/reject the application in consultation with the Department for Promotion
of Industry and Internal Trade (DPIIT), Ministry of Commerce. DPIIT will issue the
Standard Operating Procedure (SOP) for processing of applications under the existing
FDI policy.

Sectors which come under the “up to 100% Government Route” category are

i.  Banking & Public sector: up to 20%

ii. Broadcasting Content Services: up to 49%

iii.  Core Investment Company: 100%

iv. Food Products Retail Trading: 100%

v.  Mining & Minerals separations of titanium bearing minerals and ores: 100%

vi. Multi-Brand Retail Trading: 51%

vii. Print Media (publications/ printing of scientific and technical magazines/
specialty journals/ periodicals and facsimile edition of foreign newspapers):
100%
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viii. Print Media (publishing of newspaper, periodicals and Indian editions of foreign
magazines dealing with news & current affairs): 26%

ix. Satellite (Establishment and operations): 100%

3.1.7.5 FDI prohibited Industries in India

There are a few industries where FDI is strictly prohibited under any route. These
industries are;

1. Atomic Energy Generation

ii. Any Gambling or Betting businesses

iii.  Lotteries (online, private, government, etc.)
iv. Investment in Chit Funds

v.  Nidhi Company

vi. Agricultural or Plantation Activities (although there are many exceptions like
horticulture, fisheries, tea plantations, Pisciculture, animal husbandry, etc.)

vii. Housing and Real Estate (except townships, commercial projects, etc.)
viii. Trading in TDR’s
ix. Cigars, Cigarettes, or any related tobacco industry

3.1.7.6 Advantages of foreign direct investments in India

1. Promotion of investment in key areas

By allowing FDI, we can promote investment in key areas such as infrastructure
development as a result of which there will be more production of capital goods. For
example, investment in power generation can generate more electric power which will
enable the growth of more industries.

2. New technologies

FDI can bring in more new technologies which were not adopted in the country
till now. Examples are the recent developments in the Communications System. The
launching of satellites with the help of other countries has enabled the growth of
communication system in the country.

3. Increase in Capital inflow

FDI promotes more capital inflow into the country especially in key and core sectors.
We have a shortage of capital not only in the form of money but also in the form of
material. FDIs will bridge this gap by which there will be speedy economic growth in
the country.

4. Increase in Exports

With the help of FDI, the exports of many underdeveloped countries have increased.
The creation of Economic Zones and promotion of 100% export oriented units have
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helped FDIs in increasing their exports from other countries. Certain consumer products
produced by them have world-wide markets. There is a change in the composition of
exports and direction of exports with the presence of FDI.

5. Promotion of Employment opportunities

The advent of FDI in developing countries has promoted the service sector. This has
resulted in a change in the advertising and marketing technologies. This provides more
scope for employment opportunities. Foreign Direct Investment (FDI) helps reduce
educated unemployment to some extent by creating job opportunities and absorbing a
portion of India’s skilled workforce.

6. Promotion of financial services

FDI strengthens financial services of the country by not only entering its banking
industry but also by extending other activities such as merchant banking, portfolio
investment, etc., which has resulted in the promotion of more new companies. It has
also helped the capital market in the country.

7. Exchange rate stability

Reserve Bank of India has been maintaining the exchange rate in the country through
its exchange control measures. But the constant and continuous supply of foreign
exchange is a must for continuing exchange rate stability. With more FDIs coming
into the country, this is made possible and today RBI is having a comfortable foreign
exchange reserve position of more than 1 billion dollars.

8. Development of backward areas

Foreign direct investments are in a way responsible for the development of backward
areas. There are so many industries started by them in far reaching and backward
areas, as a result of which these areas have developed into industrial centres. Some
of the backward regions have utilized the services of FDIs for starting industries in
backward areas. Examples are Hyundai and Ford car units started at Sriperumbadur and
Maraimalainagar in India.

9. Utilization of natural resources

The natural resources in the country is put to better use by the FDIs which otherwise
would have remained unutilised.

10. Change in the lifestyle of people

The presence of FDIs has no doubt changed the life-style pattern of people. The
purchase of Consumer goods such as TV, fridge, automobiles is made possible as these
goods are made available through hire purchase system. The increasing number of
automobiles in most of the cities is a standing example for the change in the life-style.
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3.1.8 Impact of Political Environment on Business

Political environment plays a major role in shaping the business activities. It can
influence investment decisions, market stability, trade relations and overall economic
growth. Businesses must be aware of the political environment in order to mitigate
risk and make informed decisions. A business which is well aware about the political
environment can anticipate changes that will affect their operations. The impact of
political environment on business is as follows:

1.  Government policies and regulations such as tax policies, labour laws, trade
regulations etc. affects business operations. If the policies are favourable, it can
attract investment, whereas if they are unfavourable it may discourage growth.

2. Nations with consistent policies tend to have a positive business environment.

3. A stable government attracts business and investors whereas political turmoil,
protest, frequent policy changes etc. creates uncertainty.

4. Government’s attitude towards foreign investment affects FDI inflows.

5. Excessive red tape and corruption can obstruct business operations and may
lead to inefficiency and increased cost.

6. Government spending, interest rates, inflation control policies, subsidies etc.
affect market demand and investment.

7. Trade wars, geopolitical conflicts etc. can disrupt supply chains.

The political environment have a significant role in shaping business operations,
influencing investment decisions, regulatory frameworks, and overall economic
stability. A stable and transparent political climate fosters business growth, encourages
foreign investment, and ensures a predictable market environment. Conversely, political
instability, policy uncertainty, or excessive regulatory burdens can create challenges
for businesses, hindering economic progress. Therefore, for sustained business growth
and economic development, a balanced and business-friendly political framework is
essential.

® Recap

¢ Political Environment: Includes government actions, tax policies, laws,
and stability which directly affect businesses.

¢ Government Role: Plays a central part in economic development through
regulation, infrastructure, and welfare schemes.

¢ Directive Principles: Guide the government to ensure justice, equality,
and welfare, especially economic justice.
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Centre-State Relations: Constitutionally structured power and revenue
sharing essential for balanced development.

Public Sector Enterprises: Serve strategic, developmental, and welfare
purposes; now subject to reforms and disinvestment.

Privatisation and Disinvestment: Introduced to improve efficiency and
reduce fiscal burden on government.

FDI in India: Brings investment, technology, and employment but also
poses risks like profit repatriation and local business displacement.

FDI Routes: Automatic and Government approval routes define entry
points for foreign investment.

Impact of Political Environment: Determines investment flow, business
confidence, and policy predictability.

Objective Questions
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What is the full form of FDI?

Name a sector under 100% automatic FDI route.

What does DPSP stand for in the Constitution?

Under which article is the Finance Commission established?
What is the process of government asset sale called?

What is one benefit of privatisation?

Which act governs Indian companies today?

What is one drawback of privatisation?

Which policy introduced privatisation in India?

Give an example of a public sector enterprise.

. What is the role of SEBI?

Who approves FDI under the Government Route?

SGOU - SLM - BBA - Business Environment and Law

SREENARAYANAGURU
OPEN UNIVERSITY



Answers
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12.

Foreign Direct Investment

Food Processing

Directive Principles of State Policy
Article 280

Disinvestment

Increased efficiency

Companies Act, 2013

Increased unemployment
Industrial Policy 1991

Indian Railways

. Regulate securities

Government of India

Assignments
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Explain the major components of the political environment and how they
impact business.

Discuss the economic roles of government in business and national
development.

What are the key features and economic significance of the Directive
Principles of State Policy?

Evaluate the effects of privatisation and disinvestment on the Indian
economy.

Analyse the advantages and disadvantages of Foreign Direct Investment
in India.

Write a short report on how political instability in any country affected
its business environment (e.g., Sri Lanka 2022 crisis).

Interview a small business owner to understand how government policies
(tax, labour laws) affect their operations.




8. Compare FDI policies of India and another developing country and
present findings in a chart.

9. Prepare arguments for and against privatisation of Indian Railways.

10. Make a PowerPoint explaining how a major government initiative (like
Startup India) is influenced by the political environment.
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Unit —@

Technological Environment

Learning Outcomes

On completion of this unit, the learner will be able to:

¢ comprehend the impact of technological advancements on business
efficiency, productivity, and competitive advantage

¢ analyse factors influencing the choice of technology, including cost,
scalability, and regulatory compliance

0 explore the role of technology in fostering innovation, enhancing
customer value, and driving business growth

¢ recognise the challenges in selecting appropriate technology, such
as financial constraints, resistance to change, and technological
obsolescence

Prerequisite

Aman, a young entrepreneur with a passion for technology, dreamed of
making XYZ Enterprises a leader in the manufacturing sector. However, he soon
realised that success in today’s business world required more than just a good
product—it demanded adapting to rapid technological advancements. A visit
to his friend Neha’s e-commerce company opened his eyes to this reality. He
saw how her business thrived using Al chatbots, automation, and data analytics
to predict customer needs and streamline operations. Neha explained how
embracing technology transformed her once struggling business into a highly
efficient, profitable enterprise.

Inspired, Aman began exploring how technology could revolutionise his own
company. He discovered that automation could enhance production efficiency,
digital tools could improve internal communication, and cybersecurity
could safeguard crucial data. Determined to modernise XYZ Enterprises, he
adopted smart systems, inventory software, and launched an online platform.
These changes quickly boosted productivity, reduced costs, and increased
customer satisfaction. Aman soon realised that understanding the technological
environment wasn’t optional, it was essential. As you progress through this unit,
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you’ll see how technology acts not just as a support system, but as a key driver
of business growth, sustainability, and long-term success.

Technological Environment, Innovations, Efficiency, Productivity, Macro
Environment, Cost-Output Relationship, Choice of Technology, Investment,
Business Operations, Scalability, Competitive Advantage, Sustainability,
Technological Obsolescence.

Discussion

3.2.1 Technological Environment

A small local grocery store run by Anil. For years, he managed everything manually
writing bills by hand, keeping stock records in a notebook, and taking customer orders
in person. But when a new supermarket opened nearby with self-checkout counters,
digital payment options, and online delivery, Anil noticed a drop in his customers.
Curious, he visited the supermarket and saw how technology made things faster, easier,
and more convenient for both the business and the customers. Anil realised that to keep
up, he needed to adapt. He started using billing software, accepted digital payments, and
even set up a WhatsApp ordering system for regular customers. Slowly, his business
picked up again. This simple example shows how the technological environment
which includes the tools, innovations, and digital systems available, can influence how
businesses operate, grow, and compete. Understanding and adapting to technological
changes is now essential for survival and success in any industry.

The technological environment refers to advancements in technology that impact
businesses through innovations in production methods, processes, and operational
techniques, enhancing efficiency and productivity. It refers to the state of science and
technology in the country and related aspects such as rate of technological progress,
institutional arrangements for development and application of new technology, etc.

According to the well-known economist J.K. Galbraith, technology means,
“systematic application of scientific or other organised knowledge to practical tasks”.

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 business. A businessman must closely monitor the
technological changes taking place in the industry as it helps in facing competition and
improving quality of the product.
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Example, demand for LED smart HD TV’s instead of LCD TV’s, Use of artificial
intelligence in various companies etc.

3.2.1.1 Features of Technological Environment
The main features of technological environment are as follows:

i.  Technological environment is a component of macro or indirect action
environment.

ii.  Technological environment changes very fast.

iii. Technological environment affects the manner in which the resources of the
economy are converted into output.

iv. Technological environment is self-reinforcing. An invention in one place leads
to a sequence of inventions in other places.

3.2.1.2 Significance of Technological Environment

The importance of technology in business cannot be understated. Companies
worldwide are relying on emerging technologies to help improve their competitive
advantage and drive strategy and growth. Today, we cannot even consider doing business
without the Internet, video conferencing, project management apps and more. In fact,
the role of technology in business will continue to expand. Here are a few reasons why
technology is vital for businesses:

1. Communication

Technology enables a faster, wider and more efficient means of communication. This
will include interactions within your team or with your clients, potential customers,
investors or the general public. Video conferencing technologies, like Skype and Zoom,
make meetings across geographical borders more convenient. As for within your
organisation, an app like Slack or Asana can help you simplify communication within
your team. You can use this to track projects, details on tasks, deadlines, etc., regardless
of whether they work from under the same roof, or remotely. Email, newsletters, social
media, and other platforms are all equally essential resources for communication.

2. Security

With the rise in cyber-crime and data breaches, tight security is imperative for all
businesses. Today, all business assets are mostly stored in the cloud or on endpoints.
This has made it necessary for companies to adopt strict measures to keep their data as
well as that of their customers secure.

3. Efficiency

Technology helps increase the efficiency of systems, products and services. It helps
track and streamline processes, maintain data flow and manage contacts and employee
records. In fact, this increased efficiency in operation helps reduce costs as well as
enable the business to grow rapidly.
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4. Employee assistance

Most employees feel the need to use the latest technologies in performing their tasks
with the belief that it will help them deliver the best results. Companies need to consider
the cost-output relationship and provide suitable technology to enhance results.

5. Time and money

There’s no doubt that technology helps businesses achieve more in less time, with
no detriment to the quality of product or service. In fact, technology is now performing
repetitive tasks that were earlier performed by people. This helps by saving on employee
costs, or having them work in areas where they are really needed.

Businesses need to have an in-depth understanding of technological tools in order
to optimally leverage them. Management information systems go a long way in
helping companies track their data, sales, productivity levels and expenses. Data can
also identify areas of improvement as well as opportunities for growth. Ably handling
information systems will help businesses streamline administrative operations, reduce
operation costs, innovate, enter new markets, improve customer service and create a
competitive advantage for themselves in the market.

3.2.2 Choice of Technology

The choice of technology is significant in shaping business operations, productivity,
and overall economic growth. It involves selecting the most suitable methods, tools, and
systems for production and service delivery based on factors such as cost, efficiency,
resource availability, and long-term sustainability. Businesses and governments must
carefully evaluate technological options to ensure they align with economic conditions,
labor availability, environmental concerns, and market demands.

Factors Influencing the Choice of Technology
1. Cost and Investment Requirements

Businesses must consider the initial investment and operational costs of adopting
a particular technology. While advanced technology may enhance efficiency, it often
requires significant capital investment, which may not be feasible for small and medium
enterprises (SMEs).

2. Nature of Business Operations

Different industries have different technological needs. For instance, manufacturing
industries may require automation and robotics, whereas service-based businesses may
focus on digital tools and software solutions.

3. Labour Availability and Skill Level

In labour-intensive economies, businesses may prefer technologies that complement
human skills rather than replace them. Conversely, in regions with a skilled workforce,
automation and Al-driven solutions may be more viable.
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4. Market Demand and Consumer Preferences

Companies must choose technology that enables them to meet changing consumer
demands. Digitalisation, e-commerce platforms, and data analytics have become
essential in industries driven by consumer trends and personalized services.

5. Regulatory and Legal Compliance

Businesses must ensure that the technology they adopt complies with government
policies, environmental regulations, and labour laws. For example, industries with strict
emissions regulations may need to invest in sustainable and eco-friendly technologies.

6. Scalability and Future Growth Prospects

A business should select technology that allows for expansion and upgrades over
time. Technologies that become obsolete quickly can hinder long-term growth and
increase costs.

7. Competitive Advantage

Companies invest in technology to gain an edge over competitors. Businesses that
make use of innovations such as Al, block chain, cloud computing, and automation
often achieve higher efficiency, better customer experiences, and increased profitability.

8. Sustainability and Environmental Impact

With rising concerns about climate change, businesses are increasingly adopting
green technology to reduce their carbon footprint. Sustainable technologies not
only enhance corporate social responsibility (CSR) but also attract environmentally
CONscious consumers.

9. Economic and Political Stability

The political and economic environment of a country influences technology
adoption. In politically unstable regions, businesses may hesitate to invest in expensive
technology due to uncertainties surrounding policy changes and market conditions.

10. Globalisation and Technological Transfer

With globalization, businesses can access and adopt technologies from different
countries. However, they must consider compatibility, localisation challenges, and
intellectual property rights when integrating foreign technology.

The selection of technology is a critical decision for businesses, as it affects
operational efficiency, competitiveness, and long-term sustainability. Companies must
analyse economic, social, and regulatory factors before adopting technology that aligns
with their business goals and market dynamics. An informed and strategic choice of
technology ensures that businesses stay ahead in an ever-evolving global business
environment.
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3.2.3 Problems in Selecting Appropriate Technology

The selection of appropriate technology is a major decision for businesses and
economies, as it directly impacts productivity, efficiency, and competitiveness. However,
choosing the right technology is not always straightforward, especially for developing
and underdeveloped nations. Various challenges, such as financial constraints, lack of
skilled manpower, resistance to change, and differences in economic conditions, can
hinder the successful adoption of modern technology.

Technology developed in advanced economies is often capital-intensive and designed
to meet their specific needs, making it difficult for resource-constrained regions to
implement. Additionally, rapid technological advancements can lead to obsolescence
before new technologies are fully utilised in less developed areas. These challenges
highlight the need for careful evaluation and adaptation of technology to local conditions
to ensure long-term benefits and sustainable growth.

The various problems faced in the choice of technology are as follows:

1. Limited Capital: Modern or latest technology is often expensive and requires
significant capital investment along with skilled manpower. However supply of
both these factors is limited, making it difficult to adopt and implement modern
technology effectively.

2. Challenges in utilisation: Technological advancements in developed nations
have occurred gradually, allowing their social, political, and economic institutions
to adapt over time. In contrast, underdeveloped countries, where traditions and
conventions remain deeply rooted, struggle to embrace technological change.
Many people resist abandoning conventional production methods, making the
transition to new technology a slow and complex process.

3. Illiteracy: A large portion of the population in underdeveloped countries is
uneducated, making it difficult to introduce and implement new technology.
Governments in these regions must first focus on raising awareness and
enthusiasm about modern technological methods, particularly in the agricultural
sector.

4. Differences in Conditions: Technology is often developed to meet the specific
needs and conditions of advanced economies. However, these needs and
conditions differ significantly from those of underdeveloped countries. As a
result, many technological solutions designed for developed nations may not
be suitable for less-developed regions, creating obstacles to their effective
adoption.

5. Technological Obsolescence: In developed countries, technology evolves
rapidly, causing existing techniques to become obsolete quickly. By the time new
technology reaches underdeveloped regions, it is often already outdated. This
prevents these countries from fully benefiting from technological advancements.
To address this, underdeveloped nations should focus on developing their own
technologies rather than relying solely on imported innovations.
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6. Lack of Skilled Innovators: The successful development and adoption of
new technology require capable innovators and entrepreneurs. However,
underdeveloped countries often lack both skilled innovators and the necessary
financial resources to support technological advancements, limiting their ability
to progress.

7. Capital-Intensive Nature of Technology: In developed countries, technology
is primarily capital-intensive due to labour shortages and high wage rates.
However, underdeveloped nations typically have abundant labour resources
and require labour-intensive technology instead. Adopting capital-intensive
methods in such economies may not be suitable and could lead to inefficiencies
in production.

3.2.4 Importance of Technology to Business

Technology is the making, modification, usage, and knowledge of tools, machines,
techniques, crafts, systems, methods of organisation, in order to solve a problem, improve
a pre-existing solution to a problem, achieve a goal or perform a specific function. It can
also refer to the collection of such tools, machinery, modifications, arrangements, and
procedures. In simple words, technology is the application of scientific knowledge to
the practical aims of human life.

J.K. Galbraith defines technology as a systematic application of scientific or other
organized knowledge to practical tasks. Technology comprises both machines (hard
technology) and scientific thinking (soft technology) used to solve problems and
promote progress. It consists of not only knowledge and methods required to carry on
and improve production and distribution of goods and services but also entrepreneurial
expertise and professional know how. Technology includes inventions and innovations.
For example, blueprints, machinery, equipment, and other capital goods are sometimes
referred to as hard technology while soft technology includes management know-
how, finance, marketing, and administrative techniques. When a relatively primitive
(traditional) technology is used in the production process, the technology is usually
referred to as labour-intensive. A highly advanced technology, on the other hand, is
generally termed capital-intensive.

The significance of technology in business is as follows:

3.2.5 Advantages of Technology in Business

1. Productivity: Technology enhances productivity by automating repetitive
tasks, streamlining operations, and reducing manual efforts. Advanced software,
Al-powered systems, and cloud computing allow businesses to manage tasks
efficiently, reducing time and labour costs. Automated workflows, real-time
data processing, and digital collaboration tools help employees work smarter
and faster, increasing overall output.

2. Competitive Advantage: Businesses that integrate modern technology gain
a competitive edge over their rivals. Advanced analytics, Al-driven insights,
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and automation allow companies to make data-driven decisions, optimise
supply chains, and offer superior products or services. E-commerce platforms,
digital marketing strategies, and customer relationship management (CRM)
software also enable businesses to expand their market reach and stay ahead of
competitors.

Innovation: Technology fosters innovation by providing new tools and
platforms for research, product development, and creative solutions. Emerging
technologies such as artificial intelligence, block chain, and the Internet of
Things (IoT) open new opportunities for businesses to improve their offerings,
develop unique solutions, and enhance customer experiences. Innovation helps
businesses differentiate themselves and remain relevant in an ever-changing
market.

Increase in Profit: Technology reduces operational costs by automating
processes, minimizing errors, and improving efficiency. Using modern
technology enable businesses to optimise resources and reduce overhead
expenses. Additionally, technology-driven data analysis helps companies
identify new revenue opportunities, enhance sales strategies, and maximize
profitability.

Customer Value: Technology improves customer value by enhancing
communication, personalizing experiences, and ensuring faster service delivery.
Businesses use data analytics to understand customer preferences, Al-powered
chatbots for instant support, and e-commerce platforms for seamless transactions.
Improved customer engagement through social media, email marketing, and
mobile apps strengthens brand loyalty and ensures customer satisfaction.

Technology plays a vital role in modern business by driving efficiency, fostering
innovation, and enhancing competitiveness. It enables businesses to streamline
operations, improve productivity, and deliver superior customer experiences. By
leveraging technological advancements, companies can reduce costs, maximize profits,
and stay ahead. However, to fully reap the benefits, businesses must continuously adapt
to evolving technologies and integrate them strategically. Embracing technology is no
longer a choice but a necessity for sustainable growth and long-term success in today’s
dynamic business environment.
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® Recap

¢ Technology plays a vital role in modern business by driving efficiency,
fostering innovation, and enhancing competitiveness.

O The selection of appropriate technology is a major decision for businesses
and economies, as it directly impacts productivity, efficiency, and
competitiveness.

¢ Technology enables a faster, wider and more efficient means of
communication.

¢ Technological environment is a component of macro or indirect action
environment.

¢ The technological environment refers to advancements in technology that
impact businesses through innovations in production methods, processes,
and operational techniques, enhancing efficiency and productivity.

¢ Technological environment is self-reinforcing. An invention in one place
leads to a sequence of inventions in other places.

¢ Businesses need to have an in-depth understanding of technological tools
in order to optimally leverage them.

¢ Modern or latest technology is often expensive and requires significant
capital investment along with skilled manpower.

¢ Businesses that integrate modern technology gain a competitive edge over
their rivals.

¢ Technology reduces operational costs by automating processes,
minimizing errors, and improving efficiency.

Objective Questions

1.  What is the technological environment?

2. According to J.K. Galbraith, how is technology defined?
3. Why should businesses monitor technological changes?
4. What is a key feature of the technological environment?
5

How does technology impact communication in business?
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Why is security important in business technology?
What role does technology play in business efficiency?

Why is the choice of technology important for businesses?

2 P &F &

How does technology enhance customer value?

10. What is a major challenge in selecting appropriate technology?

Answers

1. The technological environment refers to advancements in science and
technology that impact business operations, production methods, and
efficiency.

2. JK. Galbraith defines technology as the systematic application of
scientific or organized knowledge to practical tasks.

3. Businesses must monitor technological changes to stay competitive and
improve product quality.

4. The technological environment changes rapidly and influences how
economic resources are converted into output.

5. Technology enhances communication through tools like video
conferencing, emails, and project management apps.

6. Security is crucial to protect business data and customer information
from cyber threats and breaches.

7. Technology streamlines operations, automates processes, and reduces
costs to improve overall efficiency.

8. The choice of technology determines productivity, operational success,
and long-term sustainability.

9. Technology improves customer experiences through personalized
services, faster communication, and automation.

10. A major challenge is the high cost and investment required for adopting
advanced technology.
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Assignments

1. What is the technological environment, and how does it impact
businesses?

2. Explain J.K. Galbraith’s definition of technology in your own words.
3. What are the key features of the technological environment?

4.  Why is it important for businesses to continuously monitor technological
advancements?

5. List and explain at least three factors that influence the choice of
technology in a business.

6. What are some major challenges businesses face in selecting appropriate
technology?

7. How does technology contribute to business efficiency and productivity?

8. Why is sustainability a key consideration when adopting new technology
in business?

9. Analyze the significance of the technological environment in modern
businesses. Discuss how technological advancements influence business
operations, competition, and customer satisfaction with relevant
examples.

10. Examine the factors influencing the choice of technology in businesses.
How do cost, labour availability, market demand, and sustainability affect
decision-making in technology adoption? Provide real-world examples
to support your answer.
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Unit —@
Indian Contract Act, 1872: An
Overview

Learning Outcomes

At the conclusion of this unit, the learner will be able to:
O get an outline of the Indian Contract Act 1872
¢ describe the meaning and definitions of Contracts
¢ explain the difference between agreement and contracts
0

familiarize different types of Contracts

Prerequisite

Rahul wanted to buy a second-hand bike from his friend Aaron. Aaron agreed
to sell it for X30,000. They discussed the price, payment mode and delivery date.
Rahul paid 5,000 in advance and promised to pay the remaining amount within
a week. Aaron agreed to hand over the bike once full payment was received. A
week later, when Rahul paid the remaining 325,000, Aaron refused to give him
the bike, saying he had changed his mind. Rahul was upset, wasn’t their deal a
contract? Could he take legal action?

This situation introduces us to an important aspect of business and daily
life contracts. Every day, we enter into various agreements, whether buying
groceries, renting a house or taking a loan. But not all agreements are legally
binding contracts. In this unit, we will explore what makes an agreement a valid
contract, the different types of contracts and their enforceability under the Indian
Contract Act, 1872.

Contracts, law, legal, agreements, valid, void, voidable, enforceable, proposal,
promise, illegal, Consideration




Discussion

4.1.1 The Law of Contracts

Contracts are the most important branch of mercantile and commercial law because
they affect everyone, especially trade, commerce and industry. It may even be said
that they are the foundation of modern civilization. The Indian Contract Act, 1872
governs the law relating to contracts in India. It was enforced on September 1, 1872.
In a business transaction, a contract defines rights and duties. The Indian Contract Act,
1872 codifies the legal principles that govern contracts. It sets out what constitutes a
legally enforceable contract, as well as certain types of contracts, such as indemnity,
guarantee, bailment, pledge, quasi contracts, contingent contracts.

The term contract is defined under section 2(h) of the Indian Contract Act, 1872 as
“An agreement enforceable by law”.

4.1.1.1 Process of Contract

The process of a contract under the Indian Contract Act involves the proposal (offer),
acceptance of the proposal, identification of the promisor and promisee, exchange of
consideration, and finally, the formation of an agreement. If this agreement is made by
competent parties, with free consent, a lawful object, and is not expressly declared void,
it becomes a valid contract under Section 10 of the Act. This systematic legal structure
ensures that contracts are built on mutual consent and fairness, offering protection to all
parties involved.

a. Proposal

According to Section 2(a) of the Indian Contract Act, 1872, a proposal is made when
one person expresses to another his willingness to do or not do something, intending to
get the other person’s agreement to that act or abstinence. This is the first step in contract
formation. The key aspect of a proposal is that it must be made with the intent to create
a legal obligation. It should be communicated clearly so the other party understands and
has the opportunity to accept or reject it.

For example, if Mr. Ramesh says to Mr. Suresh, “I will sell you my laptop for
%25,000,” Ramesh is making a proposal. The law uses the term “proposal” instead of
“offer,” although both mean the same in legal terms.

b. Acceptance and Promise

Section 2(b) defines acceptance and the transformation of a proposal into a promise.
When the person to whom the proposal is made communicates his unqualified assent,
the proposal becomes accepted. This act of agreeing to the terms offered is called
acceptance, and once accepted, the proposal becomes a promise. It is crucial that
acceptance must be unconditional and communicated within a reasonable time. If any
new conditions are added, it becomes a counter-proposal, not acceptance.
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For example, if Mr. Suresh replies to Mr. Ramesh, “I accept to buy your laptop for
%25,000,” it becomes a promise. But if he says, “I’ll buy it for 20,000, it’s a counter-
offer, not acceptance. Thus, mutual assent is necessary to create a binding promise.

c¢. Promisor and Promisee

Section 2(c) identifies the two main parties in a contract: the promisor and the
promisee. The promisor is the person who makes the proposal, and the promisee is
the person who accepts the proposal. These roles are important to determine who is
obligated to perform the act and who has the right to receive the benefit under the
contract. Continuing the previous example, if Mr. Ramesh offers to sell the laptop and
Mr. Suresh accepts the offer, then Mr. Ramesh is the promisor (he promised to sell),
and Mr. Suresh is the promisee (he accepted the promise and agreed to pay). The use of
these terms helps in legally identifying the obligations and entitlements of both parties.

d. Consideration

Section 2(d) defines consideration, which is an essential element of a valid contract.
It states that when, at the desire of the promisor, the promisee or any other person does
something, refrains from doing something, or promises to do or not do something, such
act or promise is called consideration. In simple terms, consideration is “something in
return” — it can be money, goods, services or even a promise. It must be done at the
request of the promisor and must have some value in the eyes of law.

For example, if Mr. Ramesh agrees to sell his laptop to Mr. Suresh for 325,000,
the money paid by Mr. Suresh is the consideration for Mr. Ramesh’s promise, and
the laptop is the consideration for Mr. Suresh’s payment. Both parties must give and
receive something of value for the agreement to be enforceable.

e. Agreement

Section 2(e) explains that every promise or set of promises forming the consideration
for each other is an agreement. This means that once the proposal is accepted and
supported by consideration from both sides, it becomes an agreement. An agreement
is essentially the mutual understanding between two or more persons to do or not do
something.

For instance, if Mr. Ramesh promises to sell his laptop to Mr. Suresh, and Mr.
Suresh promises to pay 225,000 in return, both promises together form an agreement.
It is important to remember that an agreement becomes a contract only when it fulfills
all other essential elements under Section 10, such as free consent, lawful object and
competence of parties.
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Fig. 4.1.1 Process of Contract

4.1.1.2 Difference between Agreement and Contract

An agreement and a contract share the fundamental purpose of establishing
mutual obligations between parties, yet they differ in their legal implications and
formalities. Essentially, a contract is a more stringent form of agreement, embodying
legal consequences and enforceable rights and obligations, whereas an agreement
encompasses a broader spectrum of informal understandings. Both involve the meeting
of minds and exchange of promises, but a contract typically entails a more formalised
arrangement, often documented in writing and carries legal enforceability. Let’s see the
major differences between an agreement and a contract.

Table 4.1.1 Difference between Agreement and Contract

Basis of
. Agreement Contract
differences g
Meaning Every promise and every Agreement enforceable by
set of promises, forming the law. (Agreement + Legal
consideration for each other. enforceability)
(Offer + Acceptance)
Scope The term encompasses both A contract is used in a narrow
legal and social agreements. sense with the specification
that it is only an agreement
that can be enforced by law.
It may not create legal Necessarily creates a legal
Legal obligation. obligation.
obligation An agreement does not always A contract always grants
grant rights to the parties certain rights to every party.
Nature All agreements are not All contracts are agreements.

contracts.
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4.1.1.3 Types of Contract

Now, let us discuss various types of contracts.

Types of Contracts on the hasis of
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Fig. 4.1.2 Types of Contract
A. Based on Formation

1. Express Contract

When the terms of a contract are expressed in words or in writing, it would be an
express contract. Section 9 of the Act provides that if a proposal or acceptance of any
promise is made in words, the promise is said to be express. Whether written or oral,
the express contract must show a mutual intent to be bound and include a definite offer,
unconditional acceptance and consideration.

Example : Suppose A offers B, X 50 lakhs for his house and B replies that he accepts
the offer, this 1s an express contract.

2. Implied Contract

A contract which is implied comes into existence by implication, most often by
an action or conduct of the parties. Section 9 of the Act contemplates such implied
contracts when it lays down that in so far as such proposal or acceptance is made
otherwise than in words, the promise is said to be implied. One or more parties to
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an agreement are legally bound to a contractual obligation derived from their actions,
conduct or circumstances. It has the same legal force as an express contract, which is
one that is voluntarily entered into by two or more parties and agreed upon verbally or
in writing. On the other hand, an implied contract is presumed to exist, but no written
or verbal confirmation is required.

Example: A doctor visits a patient once a week for regular checkups at his residence
and gets X 500 for each visit. In the last couple of visits, the patient fails to pay. As a
result of an implied contract, the doctor claims the fee. The doctor can also claim the
fee based on the parties’ regular conduct.

3. Quasi Contract

The law creates and enforces legal rights and obligations under certain circumstances,
even when there is no real contract. These obligations are known as quasi-contracts. In
other words, it is a contract in which neither party intends to enter into a contract, but the
law imposes it on them. There is no prior obligation between two parties that constitutes
a quasi-contract. The quasi contract is created by a judge to correct the situation where
one party obtains something at the expense of the other. Its aim is to prevent one party
from unfairly benefiting from the situation at the expense of the other. An acceptance
of goods or services may end up creating an expectation of payment when the goods or
services were not requested.

Example: A person orders fruits online by providing his address and paying for the
same. At the time of the delivery of the goods, the delivery man delivers to the wrong
address. Instead of denying the delivery, the receiving party accepts the order and
consumes the same. In this case, the benefits of the goods have been enjoyed by the
receiving party, so such a receiving party is bound to give compensation to the party
who paid for them initially.

4. E-Contract

E-commerce contracts are those in which two or more parties enter into a contract
using electronic methods, such as e-mail. [t refers to commercial transactions carried out
and concluded electronically, as opposed to being conducted and concluded in person.
Electronic Contracts involve e-commerce, often without the parties meeting each other.
An e-contract is an electronic contract in which offer, acceptance and consideration are
all conducted electronically. It is also possible to make an E-contract, but there is just
one important factor involved that the E-contract comes into force using an electronic
signature by using the Internet or digital mode of communication. A seller can reach
their consumers without the help of agents or middlemen with the help of e-contracts,
enabling them to make contacts worldwide. The person can purchase goods from the
USA, sitting in India, by clicking a few buttons on his electronic gadget.

B. Based on the Nature of Consideration
1. Bilateral Contract

When there is an outstanding obligation or promise between two parties under a
bilateral contract, it is considered a bilateral contract. In bilateral contracts, each party
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agrees to fulfill their own portion of the bargain, although this is not always the case.
Typically, bilateral contracts involve an equal obligation or consideration from both
parties. Business contracts, such as sales contracts, in which the buyer promises to pay
the price and the seller promises to deliver the goods, are the most common types of
bilateral contracts. In this example, the buyer and seller bind themselves reciprocally,
so that the price and delivery obligation are correlative. Employment contracts, leases
and warranties are other examples of bilateral contracts.

Example: In exchange for X 2 lakhs cash down, A promises to sell his plot to B, but B
only pays % 50,000 as earnest money and promises to pay the balance the next month.
On the other hand, A gives B possession of the plot and promises to execute a sale
deed upon receiving the total amount. In an executory contract, both parties have to do
something to accomplish the contract. Such contracts are also referred to as bilateral
contracts.

2. Unilateral Contract

In a unilateral contract, one party fulfils his duty or obligation, but the other party has
not performed his. Unilateral contracts, or one-sided contracts, are contracts in which
only one party, the offeror, agrees to reward another party, the offeree, for completing a
task. An offeror is obligated to provide the reward if the other party fulfils the contract,
but the offeree is not obligated to do so. In contrast to normal bilateral contracts,
unilateral contracts do not offer a reward in exchange for a promise from the other party.

Example: Insurance contracts promise to indemnify the insured or pay a specified sum
of money if a specific event occurs. Since it is a unilateral contract, the insurer is not
obligated to make a payment if it does not occur.

C. Based on Execution
1. Executed Contract

In a given contract, the consideration could be an act or forbearance. Once the act
or forbearance has been done or executed, the contract has been executed. Identifying
executed contracts in real life is easy. When a person agrees to pay for a particular
service or participates in it, whether by signing a physical or an online contract, an
executed contract is created. A contract is executed accordingly when the terms of the
document are agreed upon, whether they are implicit or explicitly agreed upon. Also,
the term applies to a contract which has been completely fulfilled and concluded.

Example: The sale of wheat by a grocer on cash payment constitutes an executed
contract since both parties have met their obligations.

2. Executory Contract

Executory contracts are contracts where the consideration is reciprocal promises or
obligations that are to be fulfilled in the future only. They are written agreements in
which both parties are clear about their responsibilities and those of the other. Executory
contracts provide details on what each party will do over the course of a set period of
time. In other words, it is a contract in which the terms are to be fulfilled at a later
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date and are agreed upon by both parties. A contract between a borrower or debtor and
another party often stipulates that both sides have duties to perform before it becomes
fully executed.

Example: The car Mr. A is considering buying has been on his wish list for some time.
After some consideration, he decides to lease instead of buy it. When he signs the lease
agreement, he agrees to pay 310,000 a month until he pays the purchase price. The
contract isn’t fulfilled until the final payment is made.

D. Based on Validity
1. Valid Contract

Contracts that are binding and enforceable are valid. They contain all the essential
elements. An agreement to provide a product or service between two parties constitutes
a valid contract. Basically, a contract is enforceable if both parties agree to something,
back it up with money or something of value, are both in good health and intend to carry
out the promise, and what they promise to do is legally permissible.

Example: When A offers to sell his car to B for Rs.1,00,000 and B accepts his offer,
then it is a valid contract.

2. Void Contract

When a contract is void, it is effectively unenforceable and illegitimate from the
moment it is signed. It is important to note that a void contract differs from a voidable
contract because, while a void contract has no legal validity whatsoever and cannot be
enforced in the future, a voidable contract may be legally enforceable once its underlying
contractual defects have been fixed. Section 2 (j) states as follows: “A contract which
ceases to be enforceable by law becomes void when it ceases to be enforceable”. Thus,
a void contract is one which cannot be enforced by a court of law.

A contracts with B (owner of the factory) for the supply of 10 tons of sugar, but
before the supply, the fire caught in the factory and everything was destroyed. Here the
contract becomes void because he is unable to perform his part.

3. Voidable Contract

Contracts that are valid, but can be declared invalid by one of the parties upon
request, because of a defect or illegality in their drafting, are known as voidable contract.
The contract will be enforced against the misrepresenting party if one party made a
fraudulent misrepresentation that the other party relied on in drafting it. However, the
other party may elect to void the contract if the misrepresenting party made a fraudulent
misrepresentation. Section 2(i) defines that “an agreement which is enforceable by law
at the option of one or more parties thereto, but not at the option of the other or others
is a voidable contract”.

An example of a voidable contract is a contract that involves a minor.
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4. Illegal Contract

There is a legal prohibition against the making of such a contract. In addition to
voiding such a contract, the court will not enforce the connected contracts. All illegal
contracts are illegal, but not all void agreements are necessarily illegal. There is,
however, one similarity between both of these cases, which is that they are both void ab
initio and cannot be enforced.

Example: Suppose if A agrees with B, to purchase opium; it is an illegal agreement.
5. Unenforceable Contract

As the name implies, an unenforceable contract is valid that cannot be enforced
fully due to a technical defect such as a lack of writing, a limitation period, etc. In the
face of certain defenses, including the statute of frauds, unenforceable contracts may
not be enforced in a lawsuit for damages or specific performance. Despite the fact
that a contract may be good, it may not be able to be proved due to lapse of time, lack
of written form, or failure to affix a revenue stamp. In most cases, courts condemn
unenforceable agreements as ‘illegal’ Occasionally, the act that renders the agreement
unenforceable is a crime, but not always.

Examples: In 2015, A bought goods from B, but no payment was made until 2019. As
it has passed three years and the Limitation Act has barred the action, B cannot sue A
for the payment in 2019.

® Recap

Contract law in India is governed by the Indian Contract Act, 1872.

An agreement enforceable by law is known as contract.
Accepted proposals become promises.
The person making the proposal is called the “promisor”

The person accepting the proposal is called the “promisee”

S O

Every promise and every set of promises, forming the consideration for
each other, is an agreement.

¢ Acceptance of any promise is made in words, the promise is said to be
express

¢ E-commerce contracts are those in which two or more parties enter into a
contract using electronic methods, such as e-mail.

¢ Contracts that are binding and enforceable are valid.
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Objective Questions
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17.

What is a contract?

How to make a proposal on a contract?
What is “promise”?

Who is a “promisor”?

Who is a “promisee”?

What is a consideration?

What is an agreement?

What is an express contract?

What do you mean by implied contract?

What is a quasi-contract?

. What is an e-contract?

What do you mean by a bilateral contract?

. What do you mean by a unilateral contract?

What is the meaning of Executory contracts?

. What do you mean by “valid contract”?

What is a void contract?

What is a voidable contract?

Answers

The term “contract” is defined under section 2(h) of the Indian Contract
Act, 1872 as “an agreement enforceable by law”.

When one person signifies to another his willingness to do or abstain
from doing anything, to obtain the assent of that other to such act or
abstinence, he is said to make a proposal.

When the person to whom the proposal is made signifies his assent
thereto, the proposal is said to be accepted. A proposal, when accepted,
becomes a promise.
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10.

11.

12.

13.

14.

15.
16.
17.

The person making the proposal is called the “promisor.”
The person accepting the proposal is called the “promisee.”

When, at the desire of the promisor, the promisee or any other person
has done or abstained from doing, or does or abstains from doing, or
promises to do or to abstain from doing, something, such act or abstinence
or promise is called a consideration for the promise.

Every promise and every set of promises, forming the basis of their
consideration for each other, is an agreement.

Section 9 of the Act provides that if a proposal or acceptance of any
promise is made in words, the promise is said to be expressed.

When it lays down that in so far as such a proposal or acceptance is made
otherwise than in words, the promise is said to be implied.

It is a contract in which neither party intends to enter into a contract but
the law imposes it on them.

E-commerce contracts are those in which two or more parties enter into a
contract using electronic methods, such as e-mail.

When there is an outstanding obligation or promise between two parties
under a bilateral contract, it is considered a bilateral contract.

In a unilateral contract, one party fulfils his duty or obligation, but the
other party has not.

Executory contracts are contracts where the consideration is reciprocal
promises or obligations that are to be fulfilled in the future only.

Contracts that are binding and enforceable are valid.
A void contract is one that cannot be enforced by a court of law.

An agreement which is enforceable by law at the option of one or more
parties thereto, but not at the option of the other or others, is a voidable
contract.

Assignments

2.
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Explain the meaning and definitions of The Indian Contract Act, 1872
with suitable examples.

What are the differences between agreements and contracts?
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Differentiate between a Valid and Void contract.
Explain the types of contract on the basis of execution.

What is the difference between a bilateral contract and a unilateral
contract?

What is E-Contract?
Explain illegal contracts. How is it different from void contracts?
What is the difference between void and voidable contracts?

Visit a business organisation and write a short note on the different
contracts entered into by this particular organisation to run their business.
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Unit —@
Valid Contract & Breach of
Contract

Learning Outcomes

After this unit, the learner will be able to:

¢ get an outline of the valid contracts

¢ describe the elements of valid Contracts
¢ explain the breach of contracts
0

describe the remedies of breach of contracts

Prerequisite

Ravi owns a small bakery and agrees to sell 100 cupcakes to Meena for
%1,000, with delivery scheduled for Saturday. Both Ravi and Meena agree on
the quantity, price, and delivery date. Meena pays an advance of X500, and they
put their agreement in writing and sign it. This forms a valid contract because
all essential elements are present: mutual consent, lawful consideration, legal
purpose, competent parties, and it is enforceable by law. However, when Saturday
arrives, Ravi fails to deliver the cupcakes without giving any valid reason. This
situation amounts to a breach of contract, as Ravi did not fulfil his part of the
agreement. Because of this breach, Meena has the right to seek compensation or
legal remedy for the loss caused due to Ravi’s failure to perform as promised.
This simple example helps to understand how a valid contract is created and
what happens when it is breached.

Contracts, law, legal, agreements, valid, consent, parties, written contract, offer,
acceptance, minor, consideration




Discussion

4.2.1 Valid Contract

A valid contract is a legally enforceable agreement between two or more parties
that creates mutual obligations. According to Section 10 of the Indian Contract Act,
1872, “All agreements are contracts if they are made by the free consent of the parties
competent to contract, for a lawful consideration and with a lawful object, and are not
hereby expressly declared to be void.”

This definition highlights that not all agreements are contracts only those that meet
specific legal criteria become valid and enforceable contracts. While Section 10 provides
the core essentials, other sections of the Act (particularly Sections 11, 13, 14, 23, and 24
to 30) add further detail. Let us now look at the key elements of a valid contract.

4.2.1.1 Essentials of Valid Contract

According to Section 10 of the Indian Contract Act, 1872, the following are the
essential elements of a Valid Contract:

1. Offer and Acceptance

For a contract to be valid, there must be a clear and definite offer by one party and
unconditional acceptance by the other. The acceptance must match the offer exactly,
this is known as the “mirror image rule.” If there is a counteroffer, it amounts to a
rejection of the original offer. Communication of both offer and acceptance must be
complete and clear.

Example: A offers to sell his bike to B for 220,000. B accepts the offer without any
conditions. This results in a valid agreement.
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Fig. 4.2.1 Essential Elements of Valid Contract
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2. Intention to Create Legal Relationship

The parties must intend to enter into a legally binding agreement. Agreements
made in social or domestic settings usually lack this intention. Only those agreements
with legal obligations are considered contracts. The presence of intent distinguishes
enforceable agreements from casual promises.

Example: If two friends agree to meet for lunch and one fails to show up, it is not a
contract because there was no legal intention.

3. Lawful Consideration

Consideration is something in return that one party gives to the other. It can be
money, goods, services, or a promise to do (or not do) something. The consideration
must be lawful and not against public policy or illegal. A contract without consideration
is generally not valid, unless it falls under certain exceptions.

Example: A agrees to sell his car to B for X1,50,000. Here, 21,50,000 is the lawful
consideration for the car.

4. Capacity of Parties

The parties entering into the contract must be competent to contract. This means they
must be of the age of majority (18 years or older), of sound mind, and not disqualified
from contracting by any law. A contract made by a minor or a mentally unsound person
is void. Capacity ensures that parties understand the implications of the contract.

Example: If a 17-year-old signs a contract to purchase a motorbike, the agreement is
void due to lack of legal capacity.

5. Legal Formalities

Some contracts must be in writing, registered, or require stamping as per law. Oral
contracts are valid unless the law specifically requires a written format. If required
formalities are not fulfilled, the contract may be unenforceable. Legal formalities add
authenticity and proof in case of dispute.

Example: A contract for the sale of immovable property must be in writing and
registered under the Registration Act, 1908.

6. Not Declared to be Void

Contracts that are expressly declared void by the law are not enforceable. This
includes agreements made under coercion, fraud, or unlawful consideration or object.
Void agreements have no legal effect from the beginning. Entering into a void agreement
cannot create any legal rights or obligations.

Example: An agreement to commit a crime (like smuggling goods) is void and cannot
be enforced in court.
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7. Possibility of Performance

The terms of the contract must be such that they are capable of being performed. If
the act agreed upon is impossible, either physically or legally, the contract becomes
void. This condition ensures that the contract is practical and realistic. The impossibility
can be existing or supervening.

Example: A agrees to bring the moon from the sky for B in return for X1 crore. This is
an impossible contract and hence void.

8. Certainty of Meaning

The terms of the agreement must be clear, definite and not vague. If the meaning of
the terms is uncertain, the contract cannot be enforced. Clarity helps in understanding
the obligations of each party. Contracts with ambiguous terms are not valid.

Example: A agrees to sell “a large quantity of oil” to B. This is vague and uncertain,
hence not enforceable unless the quantity is specified.

9. Lawful Object

The purpose of the contract must be lawful and must not defeat any provision of
law or public policy. An agreement to do something illegal or immoral is void. Lawful
object ensures that the contract is aligned with legal standards. The courts will not
enforce contracts with unlawful objectives.

Example: A contracts with B to smuggle goods in exchange for money. The object is
illegal, so the contract is void.

10. Free Consent

Consent of the parties must be free and not caused by coercion, undue influence, fraud,
misrepresentation or mistake. If consent is obtained unfairly, the contract is voidable at
the option of the affected party. Free consent ensures fairness and willingness of both
parties. It protects against exploitation and deception.

Example: If A forces B at gunpoint to sign a contract, the consent is not free, and the
contract is voidable.

4.2.2 Ofter or Proposal
According to Section 2(a) of the Indian Contract Act, 1872,

“When one person signifies to another his willingness to do or to abstain from doing
anything, with a view to obtaining the assent of that other to such act or abstinence, he
is said to make a proposal.”

In simple terms, an offer or proposal is a clear expression by one person (the offeror)
to perform or not perform an act, with the intention that the other person (the offeree)
will agree to it. Once accepted, the offer becomes a promise and can result in a legally
enforceable contract.
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4.2.2.1 Essentials of a Proposal/Offer
1. Willingness to Do or Not to Do Something

For an offer to be valid, the offeror must show a clear intention to either do something
(a positive act) or not do something (a negative act). This intention must not be vague
or uncertain. The act or abstinence must be definite and capable of forming a legal
relationship. Without this element of clear willingness, there is no proper offer under
the law.

Example: If A tells B, “I will sell you my car for X3,00,000,” it is a valid offer because
A is showing his willingness to do something (sell the car). If A says, “I am thinking
about selling my car,” it is not an offer but merely a thought.

2. Intention to Obtain Assent

The offer must be made with a clear intention to obtain the other party’s consent. A
statement that only expresses a hope or desire without seeking agreement from the other
party does not amount to a valid offer. The key is that the offeror must be expecting the
offeree to say “yes” or “no” in response.

Example: If A says to B, “I want to marry by the end of this year,” it is not a valid offer
because A is merely expressing a wish. But if A says, “Will you marry me?” it is a valid
offer because he is directly seeking B’s assent.

3. Communication of Offer

A valid offer must be communicated to the person to whom it is made. Until the offer
is properly communicated, it cannot be accepted. This means the offeree must be aware
of the offer at the time of acceptance. An uncommunicated offer or an offer made in
secrecy cannot be accepted, as there is no knowledge of it.

Example: If A sends a letter to B offering to sell his house, and B reads the letter, the
offer is validly communicated. But if B accepts an offer he has never heard of (for
example, a reward in a lost item ad he hasn’t seen), the acceptance is invalid.

4. Offer Can Be Express or Implied

An offer can either be made explicitly through words (spoken or written), which
is known as an express offer, or it can be implied through conduct or circumstances,
which is called an implied offer. Both types of offers are legally recognized as long as
the intention to get assent is clear.

Example of Express Offer: A sends a letter to B offering to sell his laptop for X25,000.
Example of Implied Offer: A public transport bus stops at a bus stand to pick passengers.
This is an implied offer by the bus operator to provide transport, and a passenger
boarding the bus implies acceptance.

5. Offer Must Not Expect Another Offer in Return

The terms of the offer must be clear, certain, and must not require the offeree to make
a counter-offer to accept it. An offer that says “I will do this if you also offer that” is not
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valid, as it is not definite and imposes a condition that results in a new offer instead of
acceptance.

Example: If A tells B, “I will sell my phone for 10,000 if you agree to sell me your
camera for Z8,000,” then it is not a valid offer but rather a conditional offer which is
dependent on another offer being made. This does not satisfy the requirement of an
unconditional expression of willingness.

In summary, a valid offer is a clear and definite proposal made by one person to
another with the intention of creating a legal relationship upon acceptance. It must
involve willingness to do or not do something, must be communicated, and must not be
vague or conditional upon further offers. This principle forms the basis for entering into
enforceable contracts under the Indian Contract Act, 1872.

4.2.2.2 Classification of offer

An offer can be classified as general offer, special/specific offer, cross offer, counter
offer, standing/ open/ continuing offer.

1. General Offer

A general offer is an offer made to the public at large rather than to a specific
individual. It means that anyone who becomes aware of the offer and performs the
required conditions is considered to have accepted it. This type of offer remains valid
until it is revoked or withdrawn. As per Section 8 of the Indian Contract Act, acceptance
of such an offer can be through conduct by fulfilling the terms laid down in the offer. For
instance, if a company offers a reward of 5,000 for anyone who finds and returns their
lost laptop, anyone who returns the laptop after seeing the advertisement is deemed
to have accepted the offer and is entitled to the reward. This is a classic example of a
general offer accepted by performance.

2. Specific or Special Offer

A specific offer (also called a special offer) 1s made to a definite or identified person
or a group of persons and can only be accepted by the person to whom it is made. The
offer is not open to the public and cannot be accepted by any outsider. The contract is
formed only when the person addressed accepts the offer. For example, if Mr. A offers
to sell his scooter to Mr. B for 325,000, only Mr. B can accept this offer. If Mr. C tries
to accept it, no valid contract is formed because the offer was never made to him.

3. Cross Offer

A cross offer arises when two parties make identical offers to each other, unaware
that the other has made a similar offer. These offers cross each other in communication,
and since neither offer is in response to the other, there is no acceptance and hence, no
contract is formed. The key principle here is that an offer cannot be accepted by merely
making another offer. For example, if A writes to B offering to sell his car for 32 lakhs
and, without knowing A’s offer, B also writes to A offering to buy the same car for
2 lakhs, their offers are termed cross offers. Since neither party accepted the other’s
proposal, no binding agreement exists.
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4. Counter Offer

A counter offer occurs when the person receiving an offer responds with a new set
of terms that modify the original offer. This new offer is called a counter offer and it
rejects the original offer. The legal implication of a counter offer is that the original
offer no longer exists and cannot be accepted unless it is renewed. This type of offer is
also known as conditional acceptance. For example, A offers to sell his house to B for
%10 lakhs. B replies that he will buy it for I8 lakhs. This reply is not an acceptance but
a counter offer. If A does not accept B’s counter offer, there is no contract. The original
offer of X10 lakhs is no longer valid unless A renews it.

5. Standing or Continuing or Open Offer

A standing offer, also known as a continuing or open offer, is an offer that remains
open for a certain period of time and can be accepted as and when required. This type of
offer is usually used in large-scale procurement or supply agreements, such as tenders.
A standing offer does not result in a binding contract until an order is placed based on it.
Each order placed under the standing offer is treated as a separate acceptance, forming
a separate contract. For example, if a vendor submits a tender to supply office supplies
to a company at pre-fixed rates for six months, it is a standing offer. The company can
place multiple orders during this period, and each time the vendor supplies goods as per
an order, a new contract is created.

Fig. 4.2.2 Classification of Offer

4.2.3 Breach of Contract

Breach of contract refers to a situation where one of the parties fails to fulfill their
contractual obligations, either completely or partially. It is a violation of the terms
agreed upon by the parties in a legally binding agreement. When such a breach occurs,
the aggrieved party is legally entitled to seek remedies such as damages, specific
performance, or cancellation of the contract. Breach of contract can happen in two main
ways—Actual Breach and Anticipatory Breach.
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4.2.3.1 Actual Breach of Contract

An actual breach takes place when a party fails to perform their part of the contract
either on the due date of performance or during the course of performance. In this case,
the breach is clear and has already occurred. The aggrieved party gains a legal right to
sue the defaulter for damages or to terminate the contract, depending on the nature of
the breach. There are two instances where an actual breach can occur:

a. At the Time When Performance Is Due

This happens when the party fails to perform the contractual obligation at the time
fixed for performance.

Example: A agrees to deliver 100 bags of sugar to B on 1st February 2020. On that
day, A fails to deliver the sugar. This is an actual breach that occurs at the time of
performance, and B has the right to take legal action.

b. During the Performance of the Contract

This occurs when one party either refuses to perform or fails to continue performance
during the execution of the contract, through either express statements or implied
conduct.

Example: If A starts delivering goods in installments and halfway through the contract,
he stops delivering without any justification, he has committed an actual breach during
performance.

4.2.3.2 Anticipatory Breach of Contract

An anticipatory breach occurs before the date of performance has arrived. It happens
when one party, in advance, clearly shows through words or actions that they do not
intend to fulfill their obligations under the contract. This kind of breach allows the
aggrieved party to either cancel the contract immediately and claim damages or wait
until the date of performance to take action.

Anticipatory breach may occur in two ways

a. Expressly, by words spoken or written, where the promisor declares his intention
not to perform the contract.

b. Impliedly, by conduct, such as selling contracted goods to someone else before
the date of performance.

Example: A enters into a contract with B on 15th July 2020 to supply 10 bales of cotton
on 14th August 2020. But on 30th July, A informs B that he will not be supplying the
cotton. This is an anticipatory breach because A has expressed in advance his refusal to
perform.

Legal Provision: Section 39 of the Indian Contract Act

Section 39 deals specifically with anticipatory breach and provides that if a party
refuses to perform or disables themselves from performing the contract in full, the other
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party (the promisee) may either treat the contract as ended (rescinded) or keep it alive.
If the promisee chooses to rescind the contract, they can immediately sue for damages.
But if the promisee chooses to treat the contract as still valid, they wait until the date
of performance to see if the promisor performs, while also taking on the risk of any
supervening event (like an act of God) that may discharge the contract altogether.

4.2.3.3 Effect of Anticipatory Breach

When anticipatory breach occurs, the promisee is excused from further performance
of their contractual obligations. The promisee has two options:

1. Rescind the contractimmediately and sue the other party for breach of contract
without waiting for the actual date of performance. This is advisable when it is
clear that the promisor will not perform.

2. Keep the contract alive and wait until the due date of performance to take
action. This choice carries a risk—if any supervening event occurs (e.g., natural
disaster or change in law) which makes the contract impossible to perform, the
promisor may escape liability and the contract will be discharged.

4.2.4 Remedies for Breach of Contract
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Fig. 4.2.3 Remedies for the Breach of Contract

4.2.4.1 Suit for Damages

The most common legal remedy available for a breach of contractis a suit for damages.
According to Section 73 of the Indian Contract Act, when a contract is breached, the
aggrieved party is entitled to receive compensation for any loss or damage that has
naturally arisen in the usual course of events or was foreseeable by both parties at the
time the contract was made. However, the compensation is not awarded for remote or
indirect loss. Furthermore, if someone fails to discharge an obligation that resembles a
contractual duty, the injured party is still entitled to claim compensation as if the breach
were of a formal contract. This remedy ensures that the injured party is compensated
fairly for the actual loss suffered due to non-performance by the other party.
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4.2.4.2 Rescission of Contract

Rescission is the right of the aggrieved party to cancel or terminate the contract after
a breach by the other party. When a contract is rescinded, the non-defaulting party is
relieved from all obligations under the contract and may also claim damages for any
loss suffered. This remedy is particularly relevant when performance by one party is
entirely abandoned or fails at the initial stage. For example, if A agrees to deliver 50
bags of cement to B on a certain date, and A fails to deliver, then B is no longer bound
to pay for the cement and may rescind the contract and claim compensation.

4.2.4.3 Suit for Specific Performance

A suit for specific performance is an equitable remedy where the court orders the
defaulting party to perform the contract as agreed. This remedy is granted when monetary
compensation (damages) is inadequate, especially in contracts involving unique goods,
real estate, or works of art. The court has discretionary power in granting this remedy
and will only do so if justice demands performance rather than compensation. It is
generally used when performance is still possible, and enforcement would not be unjust.

4.2.4.4 Suit for Injunction

An injunction is a court order that restrains a party from acting against the terms
of the contract. It is applicable when a party threatens to do something that violates
the contract. The court can prevent the breach by issuing an injunction. For instance,
if a singer has agreed to perform exclusively for one theatre and threatens to perform
elsewhere during the same period, the other party can obtain a court injunction to restrain
the singer from performing elsewhere, thus ensuring the contractual promise is upheld.

4.2.4.5 Quantum Meruit

The doctrine of quantum meruit (Latin for “as much as earned”) allows a party to
claim reasonable payment for services rendered or goods supplied when no agreed-
upon price exists, or when the original contract becomes void or is discharged before
full performance. This remedy ensures the party is fairly compensated for partial work
done or services provided. However, the doctrine applies only if the original contract is
no longer in effect and the claimant is not the party at fault. For example, if A agrees to
deliver 100 bales of cotton in two instalments but delivers only 50 before breaching the
contract, A can claim payment for the 50 bales delivered. Quantum meruit is distinct
from damages as it is restitutory, aimed at recovery for the actual value of work done.

4.2.5 Remedy by Way of Damages (Types of Damages)

4.2.5.1 Ordinary Damages

Ordinary damages, also known as general damages, are those that arise naturally and
directly from the breach in the usual course of things. These damages are compensatory
and are based on the actual loss suffered. For example, if A agrees to sell rice to B at
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%5,000 per bag and refuses to deliver on the agreed date when the market price has
increased to 35,500 per bag, B can claim I500 per bag as ordinary damages from A.

4.2.5.2 Special Damages

Special damages are awarded for losses that are not the natural consequence of the
breach but arise due to special circumstances communicated to the other party at the
time of the contract. If such circumstances were known to both parties and a breach leads
to extraordinary losses, the affected party can claim special damages. For example, if a
carrier delays delivery of machinery to a mill after being told the mill is idle due to the
missing part, and the delay leads to a loss of a government contract, the carrier is liable
for the profit lost due to mill idleness, but not for the separate government contract loss
unless previously known.

4.2.5.3 Vindictive or Exemplary Damages

Vindictive (exemplary or punitive) damages are not usually awarded in contract law
because the law aims to compensate, not punish. However, they are granted in two
exceptional cases: (a) breach of a promise to marry, as it causes emotional trauma, and
(b) wrongful dishonour of a cheque by a banker, which can cause serious damage to
a person’s reputation and credit. In such cases, courts may award heavy damages to
penalise the wrongdoer and set an example.

4.2.5.4 Nominal Damages

Nominal damages are awarded when a breach is proven, but the plaintiff has not
suffered any actual loss. The purpose is to establish a legal right and uphold the principle
that contracts must be honoured. The amount granted is symbolic, often as low as a
single rupee or a few paise. This kind of damage is usually claimed when the plaintiff
wants a legal acknowledgment of the breach rather than financial compensation.

4.2.5.5 Damages for Deterioration Caused by Delay

When goods deteriorate due to delay in delivery, the aggrieved party may claim
damages from the defaulting party (such as a carrier), even without prior notice.
Deterioration may refer not only to physical damage but also to loss of value or
opportunity. For instance, seasonal goods delivered late may lose their market value
even if physically intact, and the seller can claim damages for the delay.

4.2.5.6 Pre-fixed or Liquidated Damages

Pre-fixed damages refer to the amount specified in the contract as payable in case of
breach. Under Section 74 of the Indian Contract Act, if a contract names a specific sum
as damages, the party suffering the breach can recover reasonable compensation not
exceeding the amount stated. These may be either liquidated damages, which are a fair
estimate of likely loss, or penalties, which are exaggerated sums meant to deter breach.
Courts tend to award only reasonable amounts, even if the contract specifies a higher
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sum. For example, if X promises 310,000 as a donation but defaults, and Y (the priest)
incurs 37,500 as expenses based on that promise, he may claim X7,500 as reasonable
compensation.

® Recap

¢ All agreements are contracts if they are made by the free consent, with
lawful consideration and lawful object and are not expressly declared to
be void.

¢ There are at least two parties involved in a contract.
¢ A contract can only be enforced if it is capable of being performed.

¢ Every promise and every set of promises, forming consideration for each
other, is an agreement.

¢ Consent occurs when two or more people agree to the same thing.

¢ Capacity to contract means the legal ability of a person to enter into a
valid contract.

¢ One can enter into a contract only when the contracting party is at least
18 years old.

¢ Consideration often referred to as ‘quid pro quo’ or ‘something in return.’

¢ Ina valid contract, there must be a lawful consideration and object in the
agreement.

¢ Breach means failure of a party to perform his or her obligation under a
contract.

Objective Questions

1.  What is a contract?

2. What is the minimum number of parties that should be included in the

contract?
3. What are the different kinds of people that can enter into contracts?
4. What is an agreement?
5. What exactly is the promise?

6. What is the outcome of the offer and acceptance?
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7. When does free consent occur?

8. What do you mean by the capacity of parties?
9. What does “consideration” mean?

10. What do you mean by breach?

11. What do you mean by anticipatory breach of contract?

Answers

1. In terms of Section 10 of the Act, “all agreements are contracts if they
are made by the free consent of the parties competent to contract, for
a lawful consideration and with a lawful object and are not expressly
declared to be void.”

2. There are at least two parties involved in a contract—one party makes
the offer and the other party accepts it.

3. Contracts may be made by both natural persons and legal entities, such
as companies and universities.

4. According to Section 2(e) of the Indian Contract Act, 1872, “Every
promise and every set of promises, forming consideration for each other,
is an agreement.”

5. When a proposal is accepted, it becomes a promise.
6. An agreement is an outcome of an offer and acceptance.

7. In accordance with the law, consent occurs when two or more people
agree to the same thing.

8.  “Capacity to contract” means the legal ability of a person to enter into a
valid contract.

9. A valuable consideration is one that entails a right, interest, profit, or
benefit to one party, or a forbearance, detriment, loss, or responsibility
given, suffered, or undertaken by the other.

10. Breach means the failure of a party to perform his or her obligations
under a contract.

11. An anticipatory breach of contract is a breach of contract occurring
before the time fixed for performance has arrived.
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Assignments

Can you explain the essentials of a valid contract?
What are the different elements of valid contracts?
Can you explain situations of breach of contract?
What are the remedies for breach of contract?
What are the essentials of a proposal or offer?
What are the various classifications of offer?

Visit any business organisation and conduct case studies on contracts.
“Compensation is not to be given for any remote or indirect loss or
damage sustained by reason of the breach.” Critically examine this
principle as laid down under Section 73 of the Indian Contract Act, 1872.
How does the law determine whether a loss is direct or remote? Support
your answer with illustrations and relevant case laws.
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The Sale of Goods Act 1930

Learning Outcomes

On completion of this unit, the learner will be able to:
¢ familiarise themself the scope of the Sale of goods Act 1930
O explore definitions of different terms in the Sale of goods Act 1930

¢ describe the meaning of Contract of sale and Agreement to Sell
differentiate the Contract of sale and Agreement to Sell

Prerequisite

Sale of Goods Act 1930:

Amal, a college student, purchased a laptop from a local electronics store,
“Tech World,” for 270,000. The laptop was advertised as “brand new” and “latest
model.” Amal was excited to use his new laptop for his studies. However, within
a week of purchasing the laptop, Amal discovered that it had a defective battery
and an overheating issue. Despite numerous complaints to Tech World, the store
refused to replace or repair the laptop. Amal was frustrated and felt cheated. He
consulted a lawyer, who advised him to file a case under the Sale of Goods Act
1930.

The lawyer explained to Amal that the Sale of Goods Act 1930 protects
consumers like him from defective goods. The Act presumes certain conditions
in a contract of sale, including that the goods must be of merchantable quality,
fit for purpose, and correspond with the description. A warranty is a promise
made by the seller about the quality or performance of the goods. If the goods
are defective or do not meet the implied conditions, the buyer can seek remedies,
such as replacement, repair, or refund.

Amal’s lawyer argued that the laptop did not have merchantable quality
because of the defective battery and overheating; the lawyer argued that Tech
World had breached an implied condition about the fitness for purpose, given
that the purchased laptop was fundamentally unsuitable for Amal in her studies.
The court accepted Amal’s case and mandated Tech World to replace the said
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laptop with another new one for Amal. Amal was relieved and happy with the
outcome. Amal learned a valuable lesson about the importance of understanding
his rights as a consumer. He realised the Sale of Goods Act 1930 protects faulty
goods.

Contract of Sale, Buyer, Seller, Bilateral Contract, Contingent Goods, Constructive
Delivery, Symbolic Delivery, Agreement to Sell

Discussion

5.1.1 Introduction to Sale of Goods Act

The Sale of Goods Act, 1930 is a crucial legislation that governs contracts involving
the sale and purchase of goods in India. It provides a legal framework that outlines
the rights and obligations of buyers and sellers in commercial transactions. This Act
was originally a part of the Indian Contract Act, 1872, but it was separated in 1930
to specifically deal with contracts relating to goods. The Act applies only to movable
property, and not to immovable property like land or buildings. The primary objective
of this law is to ensure certainty, transparency, and fairness in business transactions
involving goods. A contract of sale under this Act refers to an agreement where a
seller transfers or agrees to transfer the ownership of goods to a buyer for a monetary
consideration known as price. It governs all types of sale contracts whether the
transaction is local, inter-state, or online. The Act not only defines important terms such
as goods, price, and delivery but also outlines rules regarding performance, breach,
and remedies. It also distinguishes between ‘sale’ and ‘agreement to sell’, which has
significant legal implications in case of disputes. By providing legal protection to
both buyers and sellers, the Act promotes smooth commercial practices and boosts
confidence in the business environment.

Contract of Sale of Goods

According to Section 4, a contract of sale of goods is a contract whereby the seller:
1. Transfers or agrees to transfer the property in goods,
ii.  To the buyer,

iii. Foramoney consideration called the price. It shows that the expression “contract
of sale” includes both a sale where the seller transfers the ownership of the
goods to the buyer, and an agreement to sell where the ownership of goods is to
be transferred at a future time or subject to some conditions to be fulfilled later

on.
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5.1.2 Definitions
1. Buyer [Section 2(1)]

The term “buyer” refers to a person who buys or agrees to buy goods under a contract
of sale. This definition includes both parties who have completed the transaction and
those who have entered into an agreement for future purchase. The buyer can be an
individual, a firm, a company, or any legal entity capable of entering into a contract. It
is essential that the buyer is legally competent to contract, as per the Indian Contract
Act, 1872. The buyer is entitled to certain rights such as receiving the goods as per the
agreement, rejecting defective goods, and seeking damages in case of breach by the
seller. The term encompasses prospective buyers as well, indicating that even before the
delivery of goods, the law recognizes the buyer’s position and interest in the transaction.

For instance, in an online marketplace like Amazon, a person who places an order
and makes a payment is legally treated as a buyer even before receiving the product.
Once ownership is transferred, the buyer becomes the full owner and assumes the
associated risks.

2. Seller [Section 2(13)]

The term “seller” is defined as a person who sells or agrees to sell goods. Similar
to the buyer, the seller may be an individual or a legal entity such as a company, firm,
or partnership. The seller must have the right or authority to sell the goods, either as
an owner or as an authorised agent (e.g., a mercantile agent). The seller undertakes the
responsibility of transferring ownership and possession of the goods in exchange for a
price. The role of the seller includes ensuring the goods correspond to the description
or sample provided, delivering them on time, and maintaining the quality as agreed. A
seller in an agreement to sell does not immediately transfer ownership but undertakes
to do so in the future, either upon fulfilment of conditions or passage of time.

For example, in a furniture retail store, the store owner who hands over a sofa after
receiving full payment is the seller under this Act. In legal terms, the seller holds
responsibilities and liabilities until the ownership is transferred to the buyer.

3.  Goods [Section 2(7)]

“Goods” form the subject matter of the contract under the Sale of Goods Act and
are defined as every kind of movable property, excluding actionable claims and money.
The definition includes both tangible and intangible movable assets. Tangible goods
refer to items like furniture, machinery, and food products, whereas intangible goods
include stocks and shares. Goods also include growing crops, grass, and things attached
to the land provided they are agreed to be severed before the sale. This implies that
agricultural produce like sugarcane or wheat still in the field can be considered goods if
their separation is agreed upon as part of the contract. However, immovable properties,
such as land and buildings, are excluded from this Act and governed by the Transfer of
Property Act, 1882. The clarity in defining goods ensures legal certainty in commercial
transactions, especially in sectors like agriculture, manufacturing, and retail. It is also
important to distinguish goods from services, which are not governed by this Act.

m SGOU - SLM - BBA - Business Environment and Law
—C—~

ey et

SREENARAYANAGURU
OPEN UNIVERSITY



4. Delivery [Section 2(2)]

“Delivery” means the voluntary transfer of possession of goods from one person to
another. Delivery is a crucial aspect of the sale as it determines when the buyer receives
the goods and when the risk passes. It may take various forms—actual delivery (physical
transfer), constructive delivery (where the goods are already in possession of the buyer
or their agent), or symbolic delivery (such as handing over keys or documents). The
intention behind the delivery must be to transfer the goods lawfully. For example, if
a warehouse owner hands over a warehouse receipt to the buyer instead of physically
transferring goods, it is considered symbolic delivery. The law ensures that delivery
occurs within the time stipulated in the contract, and if no time is specified, within a
reasonable time. Proper delivery gives the buyer the right to inspect, accept or reject the
goods based on quality, quantity, and specification. In logistics and online commerce,
delivery also involves tracking, dispatch records, and delivery receipts as legal proof.

Forms of Delivery

Following are the kinds of delivery for transfer of possession:

tual
Dellvery

onstructlv
e Deliver
3.

Symbolic
Delivery

Fig. 5.1.1 Forms of Delivery

1. Actual delivery: When the buyer receives the products in person. Actual delivery
occurs when the seller gives the buyer or a third party authorised to hold the
goods on the buyer’s behalf physical possession of the items. The most popular
delivery technique is actual delivery.

ii. Constructive delivery: When it is accomplished without a change in the
possession or custody of the thing, such as in the case of delivery by attornment
(acknowledgement). Constructive delivery occurs when the person in charge of
the seller’s goods informs the buyer that he is holding the items on the buyer’s
behalf.

iii. Symbolic delivery: When there is a delivery of a thing in token of a transfer
of something else, i.e., delivery of goods during transit may be accomplished
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by giving the buyer the key to a warehouse containing the goods or by handing
over documents of title to the goods, such as a bill of lading, railway receipt, or
delivery orders. Where actual delivery is not possible, delivery of the means to
take possession of the goods may still be possible.

5. Contract of Sale [Section 4]

A “contract of sale” is a legal agreement in which a seller transfers or agrees to
transfer the ownership of goods to the buyer for a price. This transfer may be immediate
(called a sale) or may happen in the future (called an agreement to sell). The contract
of sale is a type of commercial contract governed not only by the Sale of Goods Act,
1930 but also by general principles of contract law under the Indian Contract Act, 1872.
It must involve lawful consideration (price), competent parties, and mutual consent.
The contract of sale distinguishes itself from contracts of lease, gift, or barter, as it
specifically deals with transfer of ownership for a monetary price. The law recognizes
both oral and written forms of the contract, as well as implied contracts created through
conduct. For example, a person buying groceries and paying at the counter enters into a
legally recognized contract of sale. This definition is the foundation for understanding
every right and duty under the Act.

6. Price [Section 2(10)]

“Price” means the monetary consideration given for the transfer of goods in a sale.
It must be paid or promised to be paid in money, and not in exchange for other goods
or services. If the consideration is goods exchanged for other goods, the transaction is
a barter, not a sale under this Act. The price may be fixed by the contract, determined
by the course of dealings, or left to be decided by a third party. The absence of a fixed
or determinable price can make the contract void for uncertainty. The parties may also
agree on methods like price determination based on market rates or quantity. If a third
party fails to fix the price as agreed, the contract may become void. A buyer may be
required to pay the full price at the time of sale, or in instalments, or after delivery,
depending on contract terms.

For example, buying a laptop from a retailer for 60,000 is a valid contract of sale
based on price consideration.

7. Property (Ownership in Goods)

Although not directly defined in Section 2, the term “property” in the context of the
Sale of Goods Act refers to the ownership or legal title of goods. It is the central element
that determines whether a transaction is a sale or an agreement to sell. Property in goods
passes from the seller to the buyer either at the time of contract (in the case of a sale) or
upon fulfilment of conditions or time (in an agreement to sell). Transfer of property is
important as risk follows ownership once property passes, the buyer bears the risk even
if goods are not yet delivered. This concept is useful in understanding who is liable in
cases of theft, damage, or insolvency.

For example, if ownership of goods is transferred but delivery is delayed, the buyer
will bear the loss if goods are destroyed. Property transfer depends on the intention of
parties, the nature of goods, and the terms of the contract.

0oL SGOU - SLM - BBA - Business Environment and Law

ey et

SREENARAYANAGURU
OPEN UNIVERSITY



8. Document of Title to Goods [Section 2(4)]

A “document of title to goods” refers to any document used in the ordinary course
of business as proof of possession or control of goods, allowing the holder to transfer
or receive goods. Examples include bill of lading, dock warrant, warechouse keeper’s
certificate, railway receipt, etc. These documents are vital in logistics, trade finance,
and international trade where goods may not be physically handled but are transferred
through such documents. Holding a document of title gives the bearer the legal right to
claim the goods or pass that right to another party.

For instance, in shipping, the consignee of a bill of lading has the legal right to take
delivery of goods upon arrival. These documents are also negotiable and can be used
as collateral for loans or credit. Their legal recognition helps in faster and more secure
movement of goods in the supply chain.

9. Insolvent [Section 2(8)]

Under the Act, a person is said to be “insolvent” if he ceases to pay his debts in the
ordinary course of business or is unable to pay debts as they become due. Insolvency
is an important concept because it affects the performance of a contract of sale. If the
buyer becomes insolvent before the transfer of property, the seller may retain the goods.
On the other hand, if the seller becomes insolvent after ownership has passed, the
buyer may have a legal right to claim the goods from the official receiver or assignee.
Insolvency proceedings under the Insolvency and Bankruptcy Code, 2016 also impact
commercial sales, especially in wholesale and B2B trade. Knowing the solvency status
of a trading partner is important for managing commercial risk.

For example, if a textile company becomes insolvent after receiving advance
payments, the buyer may not get the goods or the refund.

10. Mercantile Agent [Section 2(9)]

A “mercantile agent” is an agent who has the authority to sell, buy, consign, or raise
money on the security of goods in the normal course of business. This includes brokers,
auctioneers, commission agents, and forwarding agents. These agents operate on behalf
of the principal (owner of goods) and their actions are legally binding if done within
their authority. The Sale of Goods Act recognizes transactions carried out by mercantile
agents, provided the agent acts in good faith and without notice of any defect in the
principal’s title. This provision facilitates smooth functioning of commercial trade
through intermediaries.

For example, when a car is sold at an auction by an authorized agent, it is a valid
sale under this Act. Mercantile agents play a critical role in modern supply chains and
export-import businesses, especially when the seller and buyer are in different locations.

11. Specific Goods [Section 2(14)]

“Specific goods” are goods identified and agreed upon at the time the contract of
sale is made. These goods are clearly earmarked and differentiated from the general
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stock. Since these goods are identified, the contract can immediately lead to transfer
of ownership. Specific goods enable clarity in contract terms and reduce ambiguity in
delivery and risk allocation.

For example, selling a particular car with a registration number KA-03-MN-1234
constitutes specific goods. If these goods perish before delivery (without fault of either
party), the contract becomes void under Section 7 of the Act. Thus, specific goods carry
more legal certainty in contracts.

12. Future Goods [Section 2(6)]

“Future goods” are goods that are yet to be manufactured, produced, or acquired by
the seller after the contract of sale is made. Since these goods do not exist at the time of
contract, ownership cannot be transferred immediately. The contract involving future
goods is always an agreement to sell, not a sale.

Examples include crops to be harvested next month, or shoes to be manufactured
on order. The buyer acquires rights only when the goods come into existence and
conditions are fulfilled. These contracts often involve clauses related to delivery time,
inspection, and payment milestones. If the seller fails to produce or deliver, the buyer
can claim damages but not the goods.

5.1.3 Essentials of a Contract of Sale of Goods

Section 4(1) of the Sale of Goods Act, 1930 defines a contract of sale as a contract
where the seller transfers or agrees to transfer the property in goods to the buyer for
a price. For a valid contract of sale to exist, it must satisfy several essential elements.
Firstly, there must be an agreement between two parties—one intending to sell and the
other intending to buy. Secondly, the subject matter of the agreement must be goods,
which are defined as movable property under the Act. Thirdly, there must be a price
involved in the transaction, as a sale without consideration is treated as a gift and not
covered under this Act. In addition, the parties must have the legal capacity to contract,
and the agreement must be based on free consent. The contract may be written, oral,
or implied by conduct. Furthermore, the intention to transfer ownership (not just
possession) must be clearly present. These essential elements distinguish a contract of
sale from other contracts such as hire-purchase or barter systems. The following sub-
sections explain each element in more detail.

1. Two Parties: Buyer and Seller

A contract of sale must involve at least two distinct parties: a seller and a buyer. The
seller is the person who transfers or agrees to transfer ownership of the goods, while the
buyer is the person who pays or agrees to pay the price. A person cannot simultaneously
be both buyer and seller in the same transaction. Therefore, self-dealing is not allowed
under this Act. This requirement ensures the mutual consent of two separate legal
entities. In the eyes of law, even partners in a firm or agents acting on behalf of different
parties are considered distinct if their legal identities are separate. The buyer and seller
must also be legally competent to enter into a contract as per the Indian Contract Act,
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1872. Minors, persons of unsound mind, and individuals disqualified by law cannot
validly become parties to a contract of sale. In the real world, this condition helps
maintain the integrity of business deals.

Example: If Mr. A owns a retail business and sells goods to Mr. B, it is a valid sale. But
Mr. A cannot sell goods to himself in another capacity and claim it as a legal transaction.

2. Transfer or Agreement to Transfer Ownership

A fundamental feature of a contract of sale is the transfer of ownership (also referred to
as ‘property in goods’) from the seller to the buyer. This transfer can occur immediately
at the time of the contract or at a future date based on the agreement. The concept of
transfer is crucial because ownership determines who bears the risk of loss or damage.
Possession of goods is not the same as ownership; one can possess goods without being
the legal owner. In a sale, ownership is transferred at once, while in an agreement to
sell, it remains with the seller until a future event occurs. The transfer of property also
gives the buyer the right to resell the goods. Legal disputes often arise when ownership
is unclear, especially in cases involving damaged or stolen goods.

Case Reference: In Badri Prasad v. State of Madhya Pradesh (1970), the court
emphasized that the intention to transfer ownership is necessary for a sale to be
considered valid. This element protects both buyers and sellers by assigning risk based
on ownership rather than physical possession.

3. Goods as Subject Matter

The subject matter of a contract of sale must be goods, which are defined under Section
2(7) of the Sale of Goods Act, 1930. Goods refer to every kind of movable property
except actionable claims and money. This includes tangible items like books, furniture,
vehicles, and electronics, as well as certain intangible or semi-intangible items like
shares and stocks. However, immovable property such as land, buildings, or apartments
are excluded and governed by the Transfer of Property Act, 1882. The goods may either
be in existence at the time of the contract or may be future goods (to be manufactured
or acquired later). Goods are further classified as specific, ascertained, unascertained,
or contingent, depending on how clearly they are identified in the contract. Without a
clear understanding of what goods are being sold, the contract may be considered void
for uncertainty. In business, accurate identification of goods prevents confusion and
reduces risk of disputes.

Note: Agricultural produce like growing crops, grass, or fruits on trees are treated as
goods only when they are agreed to be severed from the land before sale. Therefore, it
is critical for business contracts to clearly define the nature and condition of the goods
involved.

4. Price Consideration

Price is an essential component of any valid contract of sale. It refers to the monetary
consideration agreed upon by the buyer and the seller in exchange for the goods. If
goods are transferred without price (i.e., gratuitously), the transaction becomes a gift

SGOU - SLM - BBA - Business Environment and Law m

i~

Mooy
SREENARAYANAGURU
GPEN UNIVERSITY




and is not governed by the Sale of Goods Act. The price can be fixed by the contract,
left to be determined in a manner agreed upon, or determined by the course of dealings
between the parties. It can also be payable in full or in part, in advance or after delivery,
depending on the terms of the agreement. In some cases, price may be determined by a
third party, and if that third party fails to fix the price, the agreement may become void.
Disputes often arise when the price is not explicitly stated or is ambiguous. Businesses
are advised to state the price clearly in written contracts to avoid litigation.

Example: When Dell sells a laptop to a consumer for 60,000, this amount is the price
for the transfer of ownership. If Dell gifts the laptop to a school for charity, there is no
sale under the Act since no price is paid.

5. Legal Formalities

A contract of sale can be oral, written, or implied through the conduct of the parties.
The Sale of Goods Act does not mandate any specific form for the contract unless
required by other laws (such as the Companies Act for registered companies). However,
like all valid contracts, it must meet the criteria under the Indian Contract Act, 1872,
such as offer and acceptance, lawful consideration, legal object, free consent, and
capacity of parties. An oral agreement to sell goods can be enforceable if supported
by evidence, but written agreements are always preferable in business settings. In
some cases, particularly for high-value transactions, parties may need to comply with
additional formalities like invoicing, tax filings, or regulatory approvals. Contracts
for sale involving international trade may also need to comply with international
conventions like the United Nations Convention on Contracts for the International Sale
of Goods (CISG). Moreover, when goods are sold through electronic platforms like
Flipkart or Amazon, digital contracts and e-invoices serve as valid legal documents.
In case of disputes, courts look at all forms of evidence, including written documents,
emails, and conduct of the parties. Proper legal formalities not only make the contract
enforceable but also enhance business credibility and consumer trust.

5.1.4 Types of Contract of Sale

Under the Sale of Goods Act, 1930, a contract of sale can be of two types based on
the timing of the transfer of ownership of goods from the seller to the buyer. These two
types are:

1. Sale, and
2. Agreement to Sell

This distinction is important because it determines when ownership and associated
risks pass from the seller to the buyer, and how legal remedies are applied in case of
breach of contract. Let us now explore each type in detail.

5.1.4.1 Sale

A ‘sale’ is a contract in which the ownership of goods is transferred from the seller
to the buyer immediately at the time of making the contract. This is a complete and
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executed contract where all essential elements (like consideration, goods, consent, etc.)
are fulfilled and the title of ownership passes instantly.

According to Section 4(3) of the Sale of Goods Act: “Where under a contract of sale
the property in the goods is transferred from the seller to the buyer, the contract is called
a sale.”

In a sale, since the ownership is transferred, the risk also shifts to the buyer, even if
the goods are not yet delivered physically. The buyer can then resell the goods or use
them as he or she pleases.

Key Characteristics of Sale
i.  Ownership is transferred immediately.

ii. It is an executed contract, i.e., the transaction is complete at the time of
agreement.

iii. The buyer becomes the owner of goods instantly and bears the risk of loss, even
if the goods are in transit.

iv. The buyer can sue for delivery if the seller fails to deliver, and the seller can also
sue for the price of goods.

Example: If X sells a refrigerator to Y for 225,000 and delivers it at once, this is a sale.
Y now owns the refrigerator and bears all risks associated with it.

Case Law Example: In Rowland v. Divall (1923), the court held that in a sale, if the
seller does not have a good title to pass, the buyer has the right to recover the entire
price, even if he has used the goods for some time. This reinforces that ownership is a
critical legal element in a sale.

Legal Effect: Since the sale is complete, any damage or loss to the goods after the
sale is the buyer’s responsibility, not the seller’s.

5.1.4.2 Agreement to Sell

An agreement to sell is a contract in which the transfer of ownership of goods is to
take place at a future date or subject to the fulfilment of certain conditions. This is an
executory contract, meaning it is not yet completed at the time the agreement is made.

According to Section 4(3) of the Sale of Goods Act: “Where the transfer of the
property in the goods is to take place at a future time or subject to some condition
thereafter to be fulfilled, the contract is called an agreement to sell.”

In an agreement to sell, since the ownership has not yet passed, the risk associated
with the goods continues to remain with the seller until the contract is executed and the
conditions are fulfilled.

Key Characteristics of Agreement to Sell

i.  Ownership is not transferred immediately.
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ii. It is an executory contract, to be completed in the future.

iii. The seller retains ownership until the future date arrives or the conditions are
fulfilled.

iv. If either party breaches the agreement, the other party can claim damages, but

not the goods themselves.

v. The buyer does not get the right to resell or pledge the goods until ownership is
transferred.

Example: Suppose A agrees to sell 100 bags of rice to B after one month when his
harvest is complete. Until then, it is an agreement to sell. The transfer of ownership will
occur only after the rice is harvested and delivered.

Case Law Example: In Nand Kishore v. Mahadeo Prasad, the seller agreed to
deliver goods after production. The buyer had no claim over the goods until the seller
manufactured and offered them. This reaffirmed that ownership remained with the seller

during an agreement to sell.

Legal Effect: If the buyer becomes insolvent before the ownership passes, the seller
can retain the goods. Conversely, if the seller becomes insolvent, the buyer cannot
claim the goods only damages for breach of contract.

5.1.4.3 Sale vs. Agreement to Sell

Table 5.1.1 Differences between Sale and Agreement to Sell

].Basm of Sale Agreement to sell
difference
A future date or the
Transfer of The buyer immediately satisfaction of a condition

property

becomes the owner of the
goods.

triggers the transfer of
ownership of the goods to
the buyer.

Nature of
contract

It is an executed contract,
meaning it has been paid for
in full.

It is an executory
contract, meaning that the
consideration will be paid
in the future.

Remedies
for breach

Because the property in the
products has passed to the
buyer, the seller may sue the
buyer for the price of the
goods.

Unless the amount was
due and payable at a
specific date, the party
who feels wronged can
only bring a claim for
damages.
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Buyer is responsible for any

The vendor is responsible

Llablhty of later loss or damage of the for any loss or destruction
parties products. of this nature.
Since risk accompanies
Burden of ownership, the risk of loss is Seller bears the loss risk.
risk that of the buyer.
Nature of Creates Jus in rem Creates Jus in personam
rights
Right of The goods cannot be resold If'the buyer defaults on the
agreement, the products
resale by the seller.
may be sold.
In case of The official assignee will be The goods will be given
insolvency unable to take possession of to the official assignee,
of seller the goods but will be able but the price will not be
to recoup the cost from the refundable.
purchaser.
In case of The goods will be under The goods will not be
insolvency the control of the official under the supervision of
of buyer assignee. the official assignee.

Application in Business

In retail e-commerce platforms like Amazon or Flipkart, when a customer places an
order and pays for a product that will be shipped later, it is typically an agreement to
sell. The transaction becomes a sale only when the product is dispatched and ownership
is transferred during delivery. Understanding this distinction helps businesses manage
inventory risk, liability in case of damage, and plan for contractual obligations in sales
agreements.

O The Sale of Goods Act of 1930 is a statute that clarifies and updates the
rules governing the sale of goods.

¢ ‘Buyer’ means a person who buys or agrees to buy goods
¢ ‘Seller’ means a person who sells or agrees to sell goods

¢ ‘Goods’ means every kind of movable property other than actionable
claims and money

¢ Ownership rights in commodities, is referred to as the ‘property in the
goods’.
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A contract of sale of goods is a contract whereby the seller transfers or
agrees to transfer the property in goods to the buyer for a price

Where the transfer of the property in the goods is to take place at a future
time or subject to some condition thereafter to be fulfilled, it is called an
agreement to sell.

Objective Questions

[98)
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What type of contract is agreement to sell?
What is the meaning of buyer?

How will you refer to the voluntary transfer of possession by one person
to another?

What is the main objective of the Sale of Goods Act, 19307

What is Sale?

When will an agreement to sell become a sale?

What are the two main types of contracts under the Sale of Goods Act?
What is the significance of “price” in a contract of sale?

Can a person sell goods to himself under this Act?

Answers

Executory Contract
The person who buys or agrees to buy goods
Delivery

The Act governs and regulates contracts relating to the sale of movable
goods in India.

Where under a contract of sale the property in the goods is transferred
from the seller to the buyer, the contract is called a sale.

When the time elapses or the conditions are fulfilled subject to which the
property in the goods is to be transferred.




7. The two types are sale and agreement to sell.

8.  Price refers to the monetary consideration without which a transaction is
not considered a sale.

9. No, a valid sale requires two different parties—a buyer and a seller.

Assignments

1. Explain the difference between a ‘sale’ and an ‘agreement to sell” with
suitable examples.

2.  What are the essential elements of a valid contract of sale under the Sale
of Goods Act, 1930?

3. Define ‘goods’ as per the Act. How are existing, future, and contingent
goods different from one another?

4. What is meant by the ‘transfer of property’ in a contract of sale, and why
is it important?

5. Who is a ‘mercantile agent’, and what role does such an agent play in a
contract of sale?

6. How does the Act differentiate between a ‘document of title to goods’
and a ‘document showing title’? Explain with examples.

7.  What is the legal significance of ‘price’ in a contract of sale, and how
does it differ from a barter transaction?

8. Discuss the meaning and types of ‘delivery’ as per the Sale of Goods Act,
1930, with examples.

9. Aagrees to sell B 100 bags of sugar that will be arriving in India in the
following two months on a ship from Australia. The parties are unaware
that the ship has already sunk. Under the Sale of Goods Act of 1930, does
B have any legal recourse against A? A agrees to pay a shopkeeper Rs.
30,000 for anew TV, with Rs. 20,000 to be paid in cash and the remaining
Rs. 10,000 to be given in exchange for the old TV. Is the contract for the
sale of the goods legal? Explicitly justify your response. X and Y made
a deal for X to sell his car. The cost of the car was not brought up at all.
Later, X declined to sell his car to Y on the grounds that the price was
unclear, rendering the contract unenforceable. According to the Sale of
Goods Act of 1930, can Y demand the car?

158 SGOU - SLM - BBA - Business Environment and Law m

AAAAAAAAAAAAAAAA



® Reference

1. Government of India. (1930). The Sale of Goods Act, 1930.

2. Garg, K. C,, Sareen, V. K., Sharma, M., & Chawla, R. C. (2020). Legal
environment of business. Kalyani Publishers.

3. Chawla,R.C., & Garg, K. C. (2020). Mercantile law. Kalyani Publishers.

Suggested Reading

1. Chawla,R. C., & Garg, K. C. (2020). Mercantile law. Kalyani Publishers.

2. Garg, K. C,, Sareen, V. K., Sharma, M., & Chawla, R. C. (2020). Legal
environment of business. Kalyani Publishers.

3. The Sale of Goods Act, 1930.

SGOU - SLM - BBA - Business Environment and Law




Unit —@

Conditions and Warranties

Learning Outcomes

On completion of this unit, the learner will be able to:

¢ comprehend the distinction between conditions and warranties in a
contract of sale

¢ identify the implications of breach of condition versus breach of
warranty

O recognize the various implied conditions and warranties under the sale
of goods act, 1930

¢ recognise the rights of an unpaid seller

Prerequisite

you walk into a showroom to buy a brand-new mobile phone. The salesperson
assures you that the phone has a high-resolution camera, long battery life, and a
one-year warranty. You trust these statements and make the purchase. However,
within a week, the phone starts overheating and the camera doesn’t work as
promised.

Now ask yourself:

O Were those statements mere puffery, or did they form a crucial part of the
contract?

¢ Did the seller breach a major term, allowing you to reject the phone?
¢ Or was it a minor issue, entitling you only to compensation?

This is where the concepts of conditions and warranties come into play. In the
law of sale of goods, it becomes essential to distinguish between the terms that
are vital to the contract and those that are incidental. The breach of some terms
may allow the buyer to repudiate the entire contract, while others may lead only
to a claim for damages.
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Understanding these differences is critical, especially in commercial
transactions where clarity of rights and remedies is essential. Let’s explore more
about conditions and warranties from this unit.

Voluntary Waiver, Compulsory Waiver, Express/Implied Conditions, Express/
Implied Warranties, Breach

Discussion

5.2.1 Introduction to Conditions and Warranties

The quality of the items, the price and acceptable methods of payment, the manner
and location of delivery of the goods, and other terms or conditions are all included in
a contract for the sale of goods. However, not all of them are equally significant. Others
may be minor terms that are not so essential that their breach may appear to be a breach
of contract as such. Some of these conditions may be major terms that go to the very
heart of the contract and frustrate its very intent.

The parties are free to negotiate the terms of any contract they decide to enter into.
The parties typically make specific comments to one another before to signing a contract
of sale. The statement may be construed as a clause that is included in the contract or
as merely an opinion that is not. It will count as a stipulation if it is a statement made
by the seller upon which the buyer bases their contract. If the vendor is simply praising
his products, that does not constitute a stipulation and does not grant the right to sue.

The restriction could be a requirement or a warranty. A condition and a warranty are
clearly distinguished in Section 12. The content of a stipulation, not the words used
to express it, determines whether it is a condition or just a warranty. Even though it’s
termed a warranty, a condition could be a provision and vice versa.

5.2.2 Definitions

As per Section 12 of The Sale of Goods Act 1930 Condition and Warranty can be
understood from the following;

1. A stipulation in a contract of sale with reference to goods which are the subject
thereof may be a condition or a warranty.

2. A condition is a stipulation essential to the main purpose of the contract, the
breach of which gives rise to a right to treat the contract as repudiated.
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3. A warranty is a stipulation collateral to the main purpose of the contract, the
breach of which gives rise to a claim for damages but not to a right to reject the
goods and treat the contract as repudiated.

4.  Whether a stipulation in a contract of sale is a condition or a warranty depends in
each case on the construction of the contract. A stipulation may be a condition,
though called a warranty in the contract.

This means that,

A condition is one that is necessary for the contract to function or provides the basis
of the agreement. The offended party has the right to treat the contract as rejected if the
condition is broken. So, if a condition isn’t met by the seller, the buyer has the right to
renounce the contract, reject the goods, and, if he’s already paid for them, get his money
back. In addition, he is entitled to damages for the contract violation.

If the clause is a secondary promise that is related to the contract’s primary goal,
it is a warranty. The result of a warranty breach is that the party who was wronged
cannot reject the contract; instead, they may only seek compensation for their losses.
Therefore, if a warranty is not upheld by the vendor, the buyer must accept the products
and pursue damages for the warranty’s breach.

According to Section 11, unless it is clear from the contract that this is the aim,
the payment terms are not to be deemed conditions (and are hence not to be of the
essence of a sale transaction). Depending on the contract’s conditions, any additional
time restrictions (such the time of delivery) may or may not be of the essence of the
agreement.

5.2.3 Difference between conditions and warranties

Conditions and warranties might be conceived synonymously by people generally,
however these two terms are different from each on several grounds. The following are
important differences between conditions and warranties.

Table 5.2.1 Differences between Conditions and Warranties

A condition is a clause A warranty is a clause
Meaning that is necessary to that supports the

achieve the contract's contract's primary goal.

primary goal.

When a condition is When a guarantee is

L violated, the harmed broken, the party that was

Right in case of party has the option of wronged can only sue for
breach rejecting the contract, damages.

suing for compensation,

or doing both.
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A conditional breach A warranty breach
may be construed as a is not the same as a
warranty violation. conditional breach.

Conversion of
stipulations

5.2.4 When Condition To Be Treated As Warranty

Where a contract of sale is subject to any condition to be fulfilled by the seller, the
buyer may waive the condition or elect to treat the breach of the condition as a breach
of warranty and not as a ground for treating the contract as repudiated. [Sub-section (1)]

Where a contract of sale is not severable and the buyer has accepted the goods or part
thereof, the breach of any condition to be fulfilled by the seller can only be treated as a
breach of warranty and not as a ground for rejecting the goods and treating the contract
as repudiated, unless there is a term of the contract, express or implied, to that effect.
[Sub-section (2)]

Nothing in this section shall affect the case of any condition or warranty fulfillment
of which is excused by law by reason of impossibility or otherwise. [Sub-section (3)]

Section 13 deals with situations where a breach of condition is interpreted as a breach
of warranty, removing the buyer’s right to cancel the agreement and leaving him with
just a claim for damages. Following are the cases;

5.2.4.1 Voluntary waiver by the buyer

Imagine that A commits to give B 10 bags of first-quality sugar at a cost of X 1625
each bag, but only gives B second-quality sugar, which only costs X 1500 per bag. If
there is a conditional breach, the buyer may return the products. However, if the buyer
chooses to do so, he may treat it as a breach of guarantee, accept the inferior sugar, and
seek damages in the amount of X125 per bag.

Although the buyer has the right to treat the contract as repudiated and reject the
products in the event that the seller breaches a condition, he is not required to do so. He
can decide to forego the requirement. He can decide to treat a breach of condition as a
breach of warranty, in other words. Accept the products and file a claim for damages,
then.

5.2.4.2 Acceptance of goods by buyer

When a buyer accepts products and then learns that a condition has been broken,
he cannot return the goods and must instead pursue damages. The buyer’s will is not
a factor in this since the law in this country treats a breach of condition as a breach of
guarantee.

Acceptance defined:

The buyer is deemed to have accepted the goods when he intimates to the seller that
he has
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a. accepted them, or

b. when the goods have been delivered to him and he does any act in relation to
them which is inconsistent with the ownership of the seller, or

c. when, after the lapse of a reasonable time, he retains the goods without intimating
to the seller that he has rejected them.

5.2.5 Express and Implied Conditions and Warranties
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Fig. 5.2.1 Types of Conditions and Warranties

Express conditions

Express conditions are those that are stipulated in the contract and that have been
agreed upon by the parties at the time of signing. Contrary to the implied conditions,
express conditions are those that are mentioned or detailed in a contract of sale. A
contract usually incorporates it if both parties agree to do so (buyer and the seller).
Because express conditions are the ones that must be mentioned or described in an
agreement or contract of sale prepared between the buyer and seller, they differ from
implied requirements.

Implied conditions

Implied conditions are those that the law presumes to be present in the sales contract
even when they are not explicitly stated in the contract’s language or written therein.
In fact, unless a written agreement to the contrary is prepared by both parties, they are
automatically assumed by law. Contrary to Express Conditions, Implied conditions are
those that the law presumptively assumes the contract has. It should be emphasised that
an express agreement can reject or waive an implicit condition. Unless the circumstances
of the contract indicate a different intention, the following requirements are implied in
a contract for the sale of goods.
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Fig. 5.2.2 Types of Implied Conditions

Let us look into a scenario. R purchased a car from D and used the same for several
months. D has no title to the car and thus R was compelled to return the car to the
owner. R sued D to recover back the price which he had already paid. He was entitled to
recover the whole price paid despite the fact that he had used the car for some months.
This is a case of Condition as to title.

i.  Condition as to title [Section 14(a)]: In every contract of sale, unless there is an
agreement to the contrary, the first implied condition on the part of the seller is
that

a. 1in case of a sale, he has a right to sell the goods, and

b. in the case of an agreement to sell, he will have right to sell the goods at the
time when the property is to pass.

The seller must have the legal ability to sell the things at the time the property is to
pass, to put it simply. The buyer must provide the goods back to the rightful owner and
seek payment from the seller if it turns out that the seller’s title is flawed.

ii. Sale by description [Section 15]: There is an implied condition that the products
must match the description when they are sold by description. The customer has
the right to reject the products and request a price return if, after receiving them, he
discovers that they are not what were described.
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iii. Sale by sample [Section 17]: In a contract of sale by sample, there is an implied
condition that

a. the bulk shall correspond with the sample in quality;

b. the buyer shall have a reasonable opportunity of comparing the bulk with the
sample,

c. the goods shall be free from any defect rendering them un-merchantable,
which would not be apparent on reasonable examination of the sample.
This condition is applicable only with regard to defects, which could not be
discovered by an ordinary examination of the goods. If the defects are latent,
then the buyer can avoid the contract. This simply means that the goods shall
be free from any latent defect i.e. a hidden defect.

iv. Sale by sample as well as by description [Section 15]: Where the goods are sold
by sample as well as by description the implied condition is that the bulk of the
goods supplied shall correspond both with the sample and the description. In case
the goods correspond with the sample but do not tally with description or vice
versa or both, the buyer can repudiate the contract.

In another case where A and B came to an agreement for A to sell B some refined
sunflower oil that was only guaranteed to match the sample. The goods submitted were
identical to the sample but included a blend of hemp oil. B is free to reject the items.
This is a case of Sale by sample as well as by description

v. Condition as to quality or fitness [Section 16(1)]: Ordinarily, there is no implied
condition as to the quality or fitness of the goods sold for any particular purpose.

However, the condition as to the reasonable fitness of goods for a particular purpose
may be implied if the buyer had made known to the seller the purpose of his purchase
and relied upon the skill and judgment of the seller to select the best goods and the
seller has ordinarily been dealing in those goods. This implied condition will not apply
if the goods have been sold under a trademark or a patent name.

There is implied condition of the part of the seller that the goods supplied shall be
reasonably fit for the purpose for which the buyer wants them, provided the following
conditions are fulfilled:

a. The buyer should have made known to the seller the particular purpose for
which goods are required.

b. The buyer should rely on the skill and judgement of the seller.

c. The goods must be of a description dealt in by the seller, whether he be a
manufacturer or not.

vi. Condition as to Merchantability [Section 16(2)]: Where goods are bought by
description from a seller who deals in goods of that description (whether he is the
manufacturer or producer or not), there is an implied condition that the goods shall
be of merchantable quality.
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There are two requirements for this condition to apply:
a. Goods should be bought by description.
b. The seller should be a dealer in goods of that description.

Provided that, if the buyer has examined the goods, there shall be no implied condition
as regards defects which such examination ought to have revealed.

Even though it isn’t defined, the term “merchantable quality” refers to things that are
of a calibre that, if they were in normal circumstances, a man would take them as such.
It makes no reference to a legal right or title to sell.

vii. Condition as to wholesomeness: In the case of eatables and provisions, in addition
to the implied condition as to merchantability, there is another implied condition
that the goods shall be wholesome.

Implied Warranty

An implied Warranty is a warranty that the law infers into the purchase agreement.
In other words, it is the clause that has not been explicitly stated in the selling deal.
However, it is assumed by the law that the parties have done so in their contract. It will
be interesting to know that unless they are expressly excluded by the express consent of
the parties, implicit warranties are read into every contract of sale.

These may also be excluded by the course of dealings between the parties or by
usage of trade (Section 62)

e omtes

warranty as to warranty as to
undisturbed ‘ quality or fitness

possession by usage of trade
Warranty as to non- disclosure of dangerous
existence of encumbrances nature of goods

Fig. 5.2.3 Types of Implied Warranties

These implied warranties are revealed by a review of Sections 14 and 16 of the Sale
of Goods Act of 1930:

1. Warranty as to undisturbed possession [Section 14(b)]: An implied warranty
that the buyer shall have and enjoy quiet possession of the goods. That is to say, if
the buyer having got possession of the goods is later on disturbed in his possession,
he is entitled to sue the seller for the breach of the warranty.

When X buys a laptop from Y. After the purchase, X spends some money on its repair
and uses it for some time. Unknown to the parties, it turns out that the laptop was stolen
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and was taken from X and delivered to its rightful owner. Y shall be held responsible for
a breach and X is entitled to damages of not only the price but also the cost of repairs.

2. Warranty as to non-existence of encumbrances [Section 14(c)]: An implied
warranty that the goods shall be free from any charge or encumbrance in favour of
any third party not declared or known to the buyer before or at the time the contract
is entered into.

When A pledges his car with C for a loan of "15,000 and promises him to give its
possession the next day. A, then sells the car immediately to B, who purchased it on
good faith, without knowing the fact. B, may either ask A to clear the loan or himself
may pay the money and then, file a suit against A for recovery of the money with
interest.

3. Warranty as to quality or fitness by usage of trade [Section 16(3)]: An implied
warranty as to quality or fitness for a particular purpose may be annexed or attached
by the usage of trade.

Regarding implied condition or warranty as to the quality or fitness for any particular
purpose of goods supplied, the rule is ‘let the buyer beware’ i.e., the seller is under
no duty to reveal unflattering truths about the goods sold, but this rule has certain
exceptions.

4. Disclosure of dangerous nature of goods: Where the goods are dangerous in
nature and the buyer is ignorant of the danger, the seller must warn the buyer of
the probable danger. If there is a breach of warranty, the seller may be liable in
damages.

Rights of an Unpaid Seller
Under the Sale of Goods Act, the unpaid seller has two forms of rights:
A. Right against the goods sold
B. Right against the buyer personally
A. Right of Unpaid Seller against goods sold (Section 46(1))

The unpaid seller has right against the goods sold whether the property in the goods
has passed to the buyer or not.

a. When the ownership in the goods is transferred to the buyer, the unpaid seller has
the following rights:

1. Right of lien
ii.  Right of stoppage of goods in transit
iii. Right of re-sale

i. Right of lien (Section 47-49): ‘Lien’ means a right to retain the possession of
goods until payment of the price. In the case of unpaid seller’s lien, the seller is
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entitled to retain the goods of the buyer until the whole price is paid even though
the ownership is passed from the seller to the buyer. A lien may be of two kinds:

General lien: A general lien is a right to retain any goods, belonging to another,
which are in the possession of the person who wants to exercise his lien.

Particular lien: Particular lien is available only against those particular goods
in respect of which the price remains unpaid. The right of an unpaid seller to
retain the goods in his possession till the whole price is paid, is a particular lien.

The right of lien can be exercised only subject to the following conditions:
i.  Ownership must have been passed to the buyer
ii. The goods must be in possession of the seller
iii. In the case of credit sale, the term of credit must have expired
iv. The price or part of price must remain unpaid

v. The lien is only for non-payment of price of goods, and not for any other
expense

There must not be contrary intention expressed in the contract, i.e., If the contract
expressly excludes the right to lien, lien cannot be exercised.

ii. Right of stoppage of goods in transit (Section 50-52): Right of stoppage of goods
in transit is an extension of the right of lien. It means stopping the goods while they
are on the way to buyer’s place to regain possession of goods till the price is paid or
tendered. The right of stoppage in transit can be exercised only when the goods are
in transit i.e., in the intermediate stage where they have left the seller’s possession
but have not yet reached the buyer.

According to Section 50 of the Sale of goods Act, 1930 if the seller is unpaid and the
property in goods has passed to the buyer, then the right of stoppage of goods in transit
can be exercised in the following cases:

a. The seller must have parted with the possession of goods, i.e., the goods must
not be in the possession of seller.

b. The buyer has become insolvent
c. The goods are in transit

Goods are deemed to be in transit from the time they are delivered to a carrier or
other bailee for transmission to the buyer until the buyer or his agent takes delivery
thereof. (Section 51)

iii. Right of re-sale (Section 54): The unpaid seller who retained the possession of
goods in exercise of the right of lien or who has regained possession from the
carrier can resell the goods under following conditions:

¢ When the goods are of perishable nature, the unpaid seller may resell the goods

without any notice to the buyer.
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¢ In other cases, after giving notice to the buyer, calling upon him to pay or tender
the price within reasonable time and upon the failure of the buyer to do so.

¢ Where the seller expressly reserves a right of re-sale in case the buyer makes
default.

Onresale, if there is any deficiency in the amount due from the original buyer and the
amount actually realised, the seller is entitled to claim the deficiency from the original
buyer. If he receives more than what is due to him, he can retain the excess amount.

For example, Arun sold a radio to Varun for 2000. Since Varun fails to pay the price,
Arun resells the radio to Anoop at T1500. In this case Arun can claim the deficiency of
%500 from Varun. On the other hand, if an amount of ¥2500 was realised on resale of
radio, the excess amount of 500 can be retained by Arun.

b.  When the ownership in the goods has not passed from the seller to the buyer:
Where the property in goods has not passed to the buyer, the unpaid seller has,
in addition to his other remedies, a right of withholding delivery similar to and
co-extensive with his rights of lien and stoppage in transit where the property has
passed to the buyer [Section 46(2)].

B. Rights of Unpaid Seller against Buyers Personally

The unpaid seller can exercise the following rights against the buyer personally. It is
also called rights in personam.

i.  Suit for price (Section 55): “Where under a contract of sale the property in the
goods has passed to the buyer and the buyer wrongfully neglects or refuses to pay
for the goods according to the terms of the contract, the seller may sue him for
the price of the goods”. Generally, seller cannot sue for the price unless property
has passed. But if it was agreed by the buyer to pay the price on a certain fixed
day, irrespective of the delivery, the seller may sue for the price even though the
property has not passed. If credit has been given, the seller cannot sue during the
period for which the credit is given even though property has passed. Here the
point to notice is that the seller should prove that the buyer wrongfully neglected
and refused to pay the price. Then only the seller can sue him for the price.

ii. Suit for damages (Section 56): Where there is no default of the seller and the
buyer wrongfully refuses to make payment and take delivery of goods within
reasonable time, the seller may sue him for damages for non-acceptance. The seller
is entitled to:

a. Recover any loss caused by buyer’s refusal or neglect to take delivery and

b. Recover reasonable charge for the care and custody of the goods.

iii. Suit for repudiation (Section 60): Where the buyer repudiates the contract before
the due date of delivery, the seller may treat the contract as subsisting and wait till
the due date, or may treat the contract as rescinded and sue for damages for the
breach of the contract. This rule is called ‘rule of anticipatory breach of contract’.
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iv. Suit for interest (Section 61): Where there is specific agreement between the
buyer and seller regarding the interest on the price of goods, the seller may claim it
from the date when payment becomes due. In the absence of any such agreement,
the seller may recover interest from such date as the seller may notify to the buyer.
In the absence of a contract to the contrary, the court may award interest as such
rate as it thinks fit.

® Recap

A stipulation essential to the main purpose of the contract is a ‘condition’
Collateral stipulations are called warranties.

In certain cases condition can be treated as warranty.

S 0 O

Breach of a ‘condition’ gives right to repudiate the contract and to claim
damages

<

Breach of a “‘Warranty’ gives right to claim damages only.

¢ Every contract of sales have certain conditions and warranties implied by
law.

¢ The express conditions and warranties are those which the parties agree
expressly, i.e., orally or in writing.

¢ Implied conditions are those, which are presumed by law to be present in
the contract.

¢ Implied Warranties are warranties that the law implies into the contract
of sale.

Objective Questions

1. What is meant by a ‘condition’ in a contract of sale?
What is a ‘warranty’ in the context of the Sale of Goods Act, 19307

How does a condition differ from a warranty?

What are implied conditions under the Sale of Goods Act?

2

3

4. Can a condition be treated as a warranty?

5

6. What are implied warranties under the Sale of Goods Act?
7

What happens if there is a breach of condition?
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8. What remedy is available in case of a breach of warranty?
9. What does “caveat emptor” mean in sale of goods law?

10. What rights does an unpaid seller have?

Answers

1. A condition is a fundamental term of the contract, the breach of which
gives the buyer the right to repudiate the contract.

2. A warranty is a minor term of the contract, and its breach allows the
buyer to claim damages only.

3. A condition affects the root of the contract, while a warranty is collateral
to the main purpose.

4. Yes, a condition may be treated as a warranty by agreement or buyer’s
conduct.

5. Implied conditions include conditions as to title, description, quality,
fitness, and sample.

6. Implied warranties include warranty of quiet possession and freedom
from encumbrance.

7. Breach of a condition entitles the buyer to reject the goods and terminate
the contract.

8. Breach of a warranty allows the buyer to claim damages but not to reject
the goods.

9. “Caveat emptor” means “let the buyer beware,” placing responsibility on
the buyer to examine goods.

10. An unpaid seller has rights against the goods (like lien, stoppage in
transit, resale) and the buyer (like suit for price or damages).

Assignments

1. Explain the terms Conditions and Warranties.

2. List out the differences between Conditions and Warranties.

When a condition can be treated as Warranty?
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What are the Implied Conditions as per The Sale of Goods Act 1930?
What are the Implied Warranties as per The Sale of Goods Act 19307
Explain the rights of an unpaid seller.

Can a buyer reject goods if there is a breach of warranty? Justify your
answer.

A sold certain items by sample to B, who then sold the same things by
sample to C, who then sold the goods to D by sample. The products
did not match the sample. As a result, D, who discovered the items’
divergence from the sample, rejected the goods and informed C. While
B sued A, C sued B. According to the Sale of Goods Act of 1930, advise
B and C.

A customer bought bread from a bakery. The stone in the bread fractured
the customer’s tooth as they were eating it. What protections does the
Sale of Goods Act of 1930 give the buyer against the seller?
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Section A
(Answer any 10, each carry 1 mark)
(10x1=10)
Define business environment.
Briefly explain what is meant by economic environment in business.
What are productive enterprises?
What is “Ease of doing business”
What do you mean by business culture?
How cultural erosion leads to cultural homogenisation?

How corporate governance ensures a company does the right things, in right
ways, for the right people.

List different types of CSR.
Point out the key strategies to implement good business ethics.

What is philanthropic responsibility?

. Mention any two FDI prohibited industries in India.
. What are the various modes of disinvestment?

. What do you mean by lawful consideration?

Who is a seller?

. What are specific goods?

SGOU - SLM - BBA - Business Environment and Law




16.
17.
18.
19.
20.
21.
22.
23.
24.
25.

26.
27.
28.
29.
30.
31.
32.
33.
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Section B

(Answer any 5 each carry 2 marks)

(5%2=10)

List the nature of the economy.
What is the importance of language in business?
Differentiate between promisor and promisee.
Are all agreements contracts? Comment your opinion.
What is exchange rate and trade balance?
Mention the different modes of Privatisation.
What is the importance of central-state relations in a federal structure?
List some objectives of corporate governance.
Briefly explain any two economic roles of government.
What are the different forms of delivery?

Section C

(Answer any 4 each carry 5 marks)

4x5=

Differentiate between an agreement and a contract.
Explain the classifications of offer.

Discuss the significance of technological environment.
What are the essentials of a contract of sale of goods?
Explain the dynamic nature of business environment.
Discuss cultural environment and its components.
Identify the principles of corporate governance.

Explain the following terms with respect to contract of sale of goods:

a. Buyer

b. Goods
c. Price

d. Property

e. Insolvent
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34.

35.

36.

37.

Section D
(Answer any 2 each carry 15 marks)
(2X15=30)

“The choice of technology is significant in shaping business operations,
productivity, and overall economic growth”. If so, what are the factors that affect
the choice of technology and describe the problems business face in selecting
appropriate technology?

Business plays a vital role in society by generating employment opportunities,
which contribute to economic growth. However, it can also have negative
impacts, such as environmental pollution caused by industrial activities.
Explain.

Directive Principles clearly highlight the significant economic responsibilities
that the Constitution entrusts to the state. Explain.

Describe breach of contract and remedies for breach of contract
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Time: 3 Hours Max Marks: 70

Section A
(Answer any 10, each carry 1 mark)
(10x1=10)

1.  Why business environment is described as “total of both internal and external
factors?

What are Co-operative markets? Mention one example.

What is community empowerment?

Briefly explain CSR

Mention some reasons why a business should adopt business ethics.
List any two disadvantages of FDI.

List out some of the benefits of Privatisation.

e A G

Mention some reasons why Privatisation should not be encouraged.

o

Mention any two features of technological environment.
10. What is a contract?

11. What is legal capacity?

12. What is a cross offer?

13. Briefly explain cultural taboos.

14. Mention any one role of RBI

15. What do you mean by trade policy?
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16.
17.
18.
19.
20.
21.
22.
23.
24.
25.

26.
27.
28.
29.
30.
31.
32.
33.

Section B
(Answer any 5 each carry 2 marks)
5x2=10)

What is GDP and how is it used to assess an economy?
Mention different types of CSR.
What are Etiquettes and social norm?
List any two key elements of political environment.
What is Quantum Meruit?
Who is a mercantile agent?
Discuss the major objectives of public sector enterprises.
Briefly explain any two types of business culture.
What are the different types of disinvestment?

Briefly explain any two micro environment factors that affect a business
environment.

Section C
(Answer any 4 each carry 5 marks)
4x5=20)
Discuss social environment and its components.
Explain the process of contract.
Differentiate between sale and agreement to sell.
Describe the characteristics of a business environment.
Discuss the types of contract of sale.
Briefly explain the key economic roles of the government.
What are the internal factors that affect business environment?

Explain the relationship between culture and organisational behaviour.
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34.

35.
36.

37.

Section D
(Answer any 2 each carry 15 marks)
(2x15=30)

Discuss the concept of foreign direct investment. Give a broad picture of foreign
direct investment in India.

“Numerous factors shape the social orientation of a business” Discuss.

What is business environment? Explain the factors affecting business
environment.

Discuss the various types of contract.
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