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Preface to the Ninth Edition

Why study the business environment?

The busines§ émvironment is our environment, it is the world we live in and all aspects
of the business environment should be viewed in termsof people. Business ethics is
aboudt fairniess in how a business operates; a business envitonmental policy is about
how we pollute or preserve our own world; employment and uftemployment are about
people’s ability to house and feed themselves. This is a book about all ofus and how we
interface with the world'and each other, because businesses are just.@fganisations of
people and material things.

In reading about the business environment you arereading about yourworld. You
are reading aboutwhy the prices of the things yeu buy might go up or dowh, or why
at any givenrtime it might be harder or easier for'you to get a job. By understanding
the things in this book that make up your world you will better understand how the
world works, what changes mean and the implications they might have on your
organisations (whether they are organisations that we work for, or the organisations
that we have at home). In my own life, understanding the business environment has
helped me make decisions about when.and where and how to buy a home;-and what
and what not to invest in. Understanding the world allows us to make informed
decisions.

Despite the global pandemig, Brexit, the Russian invasion of Ukraine andincreased
international trade tensions, the'world keeps on turning. People contifiue to learn at
home and at universities - and people continue to graduate and find,jobs. It will be
sénsible for somebody going forah interview to carry out some researéh on the poten-
tial®mployer and understand ' how they might be affectédfby their business
envirenment.

The first aim of this book is to set out the way things,ate in‘the world today. It will
do this by breaking down everything outside of a busiriess, (and cover a little bit inside
as well) into chapters organised in a logical'way.In effect, what we mean by external
and internal environmentsin a global context'in which business operates today. The
second part will cover aspects of the business environment as you might find them in
a PESTLE analysis (Political, Economic, Social, Technological, Legal, Ethical/Ecological).
The third part will cover firms and industries, as well as how government regulates
business. The fourthrpartwilhconsidet the importancgiof markets as a concept, nation-
ally and internationally, Finally, we will consider how the business environment feeds
into strategy making for organisations:

The second aim of the book is to offer you examples and opportunities to apply what
you have learned. The biggest change in this edition of the book has been the inclusion
of specific chapters on the biggest contemporary events - namely the global Covid-19
pandemic and the retreat of some aspects of globalisation, including Brexit. These new
chapters apply some of the content which are introduced elsewhere to give an all-round
perspective on how factors influence one another, and convey the complexity of the
business environment.



&less troublesome undertaking!
/ I have quite a broad ba

Preface to the Ninth Edition “

The context

With this edition, like the last, I feel | have to introduce some caveats at this point. A 600-
page textbook takes a while to update. As [ write this (in early 2022) the terms of Brexit
arrangements are finalised, but the implications are still being worked out - particularly
at the Irish/Northern Irish boarder. The tide appears to be turning with respect to Covid-
19, with several viable vaccines, countries making progress with their distribution, and
plans for how the de '%rl i np ted to ensure global protection. How-
ever, thin, ange My. il 1 ress Brexit and Covid-19, the concepts set
out he %ﬂpplied to many different contexta ecific situations will change
oveit xt two to five years but the concepts will pers@ er afield, when I started
edition Russia was considered a friendly nation to & ; when [ started this
ion things were a bit more icy between the two nations. Nowﬁs are very different

d Ukraine has been in in Ukraine looking i ﬁ gly like a proxy
... atanyrat in Europe for 20 or éyears.

The secon dated data wher ossible - but

in some ci es. Sometimesare reported

in a differ i d if the dataset any more

up to date, and in a few ¢
or been disbanded. Asar
preferred, but they are s

agencies whic}m changed
tasup to date ould have

made in the book.

My authorship

This book is now in its ni
title in a more stable wo
before Brexit; a time whe

orthington approached me@uthor this
), a time when pandemic flu was huhetical and
g a book on the business environr% emed like a

nd in terms of my experience wiAe business envi-

ent, having worked e and small private and pub%tor organisations.

itst degree in business studies equipped me with most o ndational business
en nt knowledge. Subsequently, I gained a mastg ee in project manage-
ment, orate in organisational behaviour f my organisational work

I have appl n a@tor=network theory pe spgtiﬁnow the world works. Actor-
network theory Q ‘N‘ing nothing existing in isolation. This has
proven a logical approac iting t ook too; the environment is a world of many

connections, some obvious and others less so. I hope through reading this book that
you will come to understand the world in a similar way.

Thanks onsﬁiﬁ (;ﬁ méﬁ vj icated team from Pearson for their
work on this i ,ﬁaet‘g ry k if , Supervising Producer for UK and
Canada, for her suppﬁemes@qmmmhrough the development of this edition.
And on behalf of myself, a big thanks to Ian and Chris, who handed over the updating
of the title in the 8th edition. This remains their creation, but as the person responsible
for updates I must insist that errors are my own.

Finally, take it from someone with a British PhD in Organisational Behavior: organi-

sation is spelled with a Z in English English (it’s in the OED). However, to appease my
publishers, it will appear as organisation hereafter.

Ed Thompson
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- Chapter 1 - Business organisations: the external environment

Introduction

Business activity is a fundamental and universal feature of human existence and yet the
concept of ‘business’ is difficult to define with any degree of precision. Dictionary definitions
tend to describe it as being concerned with buying and selling, or with trade and commerce,
or the concern of profit-makin anl nd clearly all of these would come within the
accepted view of busine Tever would exclude large parts of the
work of gov: tandi genC|es and the activities of proﬂt making organisations —a
perspecea be hard to sustain in a climate in wh| methods, skills, attitudes

s have been vigorously adopted by these orgam& t is this broader view

and
@ss and its activities that is adopted below and that forms s of an investiga-
| &

t o the business environment.

The business orga 1uon and its envit ent

©

R e

A model of busines

Most business activity take
investigation of the busine
ranging from the small loca
international or multinatid
Given this rich organisatio
differentiate between organ

methods of finance, scale o

al context and even a cursory
ety of organisations involved,
service to the multi-billion-dollar
ing and trading on a@al scale.
st observers of the business s tend to
in terms of their size, type of product %or market,
tions, legal status, and so on. Niss example,

& ould be characterised as a major multinational car producer and dist trading on

1d markets, while a local r is likely to be seen as a small busi operating ata
wevel with a limited m relatively restricted tumove

pnation on Nissan is available at www.nissang ec;
<

@ i bsite address is www.nissan.co.uk
While such distinctiorge Nlegoat nd informative, they can conceal the fact

that all business organisations are ultimately involved in the same basic activity, namely
the transformation of inputs (resources) into outputs (goods or services). This process is
illustrated in Figure 1.1.

In essence, algémap(lrg a&l’ Qr\ébdcesdmulgng labour, premises, technology,
finance, materials - anpétgftgndﬁ. fesQuices into the goods or services required by
their customers. While the type, amount and combination of resources will vary according
to the needs of each organisation and may also vary over time, the simple process described
above is common to all types of business organisation and provides a useful starting point
for investigating business activity and the environment in which it takes place.

A more detailed analysis of business resources and those internal aspects of organisa-
tions which help to transform inputs into output can be found in Chapters 2 and 8. The
need, here, is simply to appreciate the idea of the firm as a transformation system and
to recognise that in producing and selling output, most organisations hope to earn




The business organisation and its environment u

m The business organisation as a transformation system

Labour

Jm e T T .
Inputs Outputs
Land, premises
Materials Goods H

Techno

ﬁces ----- > Consumption ----
Fi f i etc.

rial skills, etc.
asufficient revenue

ting them to

replenish their res@s, thus permit-

roduces furth ts. In short,
inputs hel ts. Moreover, t&tput of one
isati the case of the fi roducing

@ i i i i i terrelationshi een busi-

ness organisations is just d integrated na f business
activity and it helps to hi of any single business organisa-
tion are invariably linked s — a point clearly illustrated in

many of the examples cit

The firm in its en
vity described above is based on the ns approach

9 The simple model of busi
to management (see Chap . One of the benefits of this approa hat it stresses
&\at organisations are entitj ade up of interrelated parts whic intertwined with
the outside world - the e‘environment in systems langu%. is environment
ises a wide range of nces - economic, demographic, secial, political, legal,

t &ical, etc. - which affects business activity in a vami f ways and which can
impi

z ly on the transformation process itsel on the process of resource
acquisiti éowe creation and consum ti%l ut. This idea of the firm in its
T ‘ ‘

environment 1s il eNJree

m The firm in its environment

Sarapie-praviked via

SARRLLO M

Y

BUSINESS )
Inputs ——> ORGANISATIONS —> Qutputs —> Consumption ----




n Chapter 1 - Business organisations: the external environment

NN Two levels of environment

‘General’ or ‘contextual’ ‘immediate’ or ‘operational’
environment environment
Economic Suppliers
Political Competitors
| abour market
i ial institutions, etc.

BUSINESS
ANISATIONS /

ction can be rdbetween

@ those external factors that t i fect on the day- y opera-
tions of a firm and those t influence. Figure 1.3 makes
this distinction.

The immediate (or oper
petitors, labour markets, fin

m associations, trade unions

firms includes suppliers, com-
mers, and may also include trade
pany. In contrast, th @ eral (or

contextual) environment acroenvironmental factors stich as eco-
? nological, legal and ethical influen business

nomic, political, socio-cult
9 which affect a wide variety o sses and which can emanate not on local and
&tional sources, but also from international and supranational deve

?‘ronmental factors migh ought of as factors so large that
&e them.
i

C ?

pe of analysis can also be extended to the different funq areas of an organi-
satio ities, such as marketing or personnel or producgz inance, as illustrated
in Figure®. n analysis can be seen to be useful i o ways. First, it empha-

sises the in of gkt 1 factors on specitic adi:/%&rithin the firm and in doing
so underlines the ﬁN tkot e between the internal and external

m Environmental influences on a firm’s marketing system
Sample provided via

Environmental influences

Pea| €

Immediate

\ A
/ Y

Marketing Marketing Marketing
intermediaries system ~| intermediaries

siness cannot

= Market(s)




The general or contextual environment

environments. Second, by drawing attention to this interface, it highlights the fact that,
while business organisations are often able to exercise some degree of control over their
internal activities and processes, it is often very difficult, if not impossible, to control the
external environment in which they operate.

The

g some of the key environmental influences on busines§activity. In keeping with
istinction made between general and more immediate i es, these are dis-
ssed separately belo eferred to as the

w ‘PESTLE’ factors (i gal and Ethical
q influences). be used to analy irm’s current

ent process ( apter 19).
ight represent tunities or
@ threats and later can be u
internal factors).

Whil e he t matter of the rest of the
bo% seful at this point to gain an overview of the ess environment by high-

al to the firm;
OT analysis

s strengths and mnesses are

The political envi

ent clearly impinge on bu@s activity.
s concerning the nature of the politi stem and its
er 5) to the more specific questions 1, wg to govern-
ing of the economy (Chapter 6) and i pts to influ-

A number of aspects of t
These range from general
institutions and processes
ment involvement in the
& ce market structure and iour (Chapters 12, 16, 18).
overnment activities,.irectly and indirectly, inﬂuen%l ess activity, and
ernment can be seen biggest business enterpris onal or local level
( 4). Given the trend towards the globalisation ts (Chapters 4 and 17)
andt ce of international trading organisatio cs, international politico-
9

ViE

economic i nces,on business activity re resegt y feature of the business envi-
ronment (Chap ,Qdmvm'ﬁ e influence of public, as well as political,
opinion in areas such”a ir e policy and corporate responsibility

(Chapter 10).

The econpmicienvdrgnmentded via
The distinction mad&aﬁtﬁg'&sﬁﬁmd economic environment - and, for that

matter, the legal environment - is somewhat arbitrary. Government, as indicated above,
plays a major role in the economy at both national and local level (Chapters 6 and 14)
and its activities help to influence both the demand and supply side (e.g. see Chapter 15).
Nevertheless there are a number of other economic aspects related to business activity
which are worthy of consideration. These include various structural aspects of both firms
and markets (Chapters 11, 12, 13 and 16) and a comparison of economic theory and
practice (e.g. Chapters 15, 16 and 17).



m Chapter 1 - Business organisations: the external environment

M The impact of regional economic conditions

For a company that trades in different markets
across the world, macroeconomic conditions (see
Chapter 6) in a particular part of its overall market

can play a key role in determining its cor eo
sales and profitability. French ¢ akg FF)“
Peugeot Citroén, for instancﬁrienced a
significant decline in sal as demand fell
in Southern Europe Q ck of the recession in
the eurozone. In to the problem, the

company ann gnlflcant job cuts aimed at
reducing cost%ooked to the French

governme series of multi-billi
to keep |t untll trading co
As the | economy sl

have be eavily affected. i

expans@riven mostly by the growth of C
infrastructure and social development), Chin
economy has now started to slow as deman
more developed countries who consume Chi

made products has fallen. This has led to a
dramatmp in the price of steel as it is no |

?

= Further information on the
1 Bwww.psa-peugeot-citroen.co
.chrysler.com; www.g

L 4

Th th cultural and demographic @%‘uent

Both deman d gp
Cultural factors, for
markets they are sold in, the price at Wthh they are sold and a range of other variables.

People are a key organisational resource and a fundamental part of the market for goods
and services. Accordingly, socio-cultural influences and developments have an impor-

needed for building more factories and

infrastructure. To support its own steel industry

China has been selling steel at less than the cost
kers can produce it. This is an

own in European and
Amerlcan ecohom é ing Chinese businesses
to act more aggres h has eventually led
to the collapse of Iarge &e British steel
industry such as the (Indian Tata steel
works at Port Talbot near Cardi 6.
et conditions can v} stantially
iens, some busmes an
t variations in peﬁnce in
perations. US
unced sngnlflca esin
e ‘spectacular’ in
ion. Like Chrysler and
ding GM, Ford was able to
ses with stronger sales in

also posted pre-tax profits in
n and Asian markets.

ations mentioned in this mini case is %ble
: www.tatasteel.com; www.ford.com;

c1ef cu

tant effect on bgamplﬁopmﬁmmi:aqanges (Chapters 7 and 8).

Pearson.com
The technological environment

Technology is both an input and an output of business organisations as well as being an
environmental influence on them. Investment in technology and innovation is fre-
quently seen as a key to the success of an enterprise and has been used to explain differ-
ences in the relative competitiveness of different countries (Chapter 8). It has also been
responsible for significant developments in the internal organisation of businesses in the

markets for economic resources.

ral and demographic factors.
of products being produced or sold, the



The immediate or operational environment u

The legal environment

Businesses operate within a framework of law, which has a significant impact on various
aspects of their existence. Laws usually govern, among other things, the status of the
organisation (Chapter 11), its relationship with its customers and suppliers and certain
internal procedures and activities (Chapter 9). They may also influence market structures

and behaviour (e.g. C an| ce laws emanate from government (includ-
ing supranational go dgments of the courts, some under-
standlng eEV 1nst1tut1ons and proc @n} le (e.g. Chapters 5 and 9).

thlcal and ecological environment )?

h1ca1 consideration easingly important ce on business
w ehaviour, parti gh-profile compa ne area where
this has bee tin a more sociall@onsible way

their communi id the natu-

The immediate or operati environn

es makes it dependent to a large degreﬁthe suppliers
operate in markets that are structured toa'considerable

‘u Resources and re

r An organisation’s need fo
of those resources, some o

extent (e.g. Chapter 8). Some'aspects of the operation of resource m or indeed the

& ctivities of an individual s jer can have a fundamental impac organisation’s

ess and on the way m‘ it structures its internal proc%f and processes. By

e token, the success ppliers is often intimately confre with the decisions

tunes of their customers. While some organisati seek to gain an advan-

tage lity or delivery by purchasing reso overseas, such a decision

can enge cq e of uncertalnty, parti lar exchange rates are free rather

than fixed (C ap és may face uncertainty and change in the
domestic markets for T actors as varied as technological change,

government intervention or pubhc opinion (e.g. conservation issues).

customefsample provided via

Customers are vital t aﬁ ge;%s?ﬁcnﬁsgxgdrpe ability both to identify and to meet con-
sumer needs is seen as one of the keys to organisational survival and prosperity - a point
not overlooked by politicians, who are increasingly using business techniques to attract
the support of the electorate. This idea of consumer sovereignty - where resources are
allocated to produce output to satisfy customer demands - is a central tenet of the market
economy (Chapter 6) and is part of a capitalist ideology whose influence has become
all-pervasive in recent years, the idea being that companies competing is the most effi-
cient way to organise society. Understanding the many factors affecting both individual
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and market demand, and the ways in which firms organise themselves to satisfy that
demand, is a vital component of a business environment that is increasingly market led.

Competitors

Competition - both direct a d1r t = is an 1mportant part of the context in which
many firms operate an to the input as well as the output
side of busi Th?ef SO competltlo domestlc organisations or

from ov; s (see Chapter 17, for example), ar t at the macro as well as
the el and itsinfluence can be seen in the changin s of many advanced

l economies (Chapter 13). How firms respond to thes etitive challenges
apter 12) and the attitudes of governments to anti- compe& ractices (Chap-

9) is a legitimate areg ents of business.

Analysing the business environment

In a subject as all-encomp
numerous approaches to t
be to examine the various f;
of the environmental influe
m While this solution has muc

approach adopted below isb
‘ main areas, in the belief tha

ent it is possible to identify
One obvious solution would
oting separate chapters to each
pact on business organisations.

east of which is its si@ity -the
g of environmental influenc to three
Ips to focus attention on key aspects %e business
world, notably contexts, firr heir markets.

W&sh put not so i) f j

A recurring theme in thl@r ious editions of providing a low-ris t@f entry into a large
the book is the need for bu to monitor and lucrative mark the focus on providing

and, where necessary, respon ea fr ﬁe at low"prices in competition with
business environment. Equally |mporta lers such as Trader Joe’s and Walmart.

requirement for a firm to understand the needs of As a preliminary step, the company sent some of

the customers in the markets in which it currently its senior executives to the United States to live
operates or in which it wishes to expand its with American families for several months in order
operations as a means of growinsasnfp 'selop rgvi:d@dj ‘ﬁilahopping habits and product
Even some of the world’s largest and m preferences. It also ran a high-profile promotional
sophisticated companies can sometime ge this soﬁnMSuppor‘t its plans to open up 1,000
wrong. stores in California and neighbouring states before
Take the very well documented case of Tesco launching the brand on the east coast.
PLC'’s foray into the US grocery retailing market Tesco’s hope that it would be able to break even
with the launch of its Fresh & Easy stores in 2007- in two years quickly evaporated and the company

8. Initially established in a number of states onthe = was forced to pump hundreds of millions of
US west coast, the experiment was aimed at pounds into the venture to keep it afloat. Apart




from the rather unfortunate coincidence of the
launch of its brand with the sub-prime crisis and
subsequent recession in the United States, retail
analysts have pointed to some fundamental errors
in understanding the preferences of US
consumers. Mistakes are said to have included an

unclear image; cold and antiseptic stort
introduction of self-pay check ts;win
on fresh products; an o ﬁsis on ready

race the ‘coupon

Mini case: Fresh but not so easy ﬂ

high-quality produce. Some consumers also
apparently complained that the name Fresh & Easy
reminded them of a deodorant or a sanitary
product.
By the time of its withdrawal from the US
market in September 2013, Tesco had reputedly
Iﬂt £1.8 billion. On the positive side,
%e tures into other markets. Trent
Hypermarket, o jaintly by Tesco and Tata was
formed in 2015 and ’ ixed time during the
pandemic was making arou 4 million a month
in profit by the second quarte 022.

-\
m

Following a basic intro
consideration is given to
ethical and ecological con
ing the influence of polit
conduct of business, this

ness environment’, in Part Two
ial, cultural, demographic, legal,
es function. In addition to examin-
°ms, institutions and p@es on the
s'on the macroeconomic environfhent and on
those broad social influe t affect both consumers and organis s alike. The
legal system and the influé aw in a number of critical areas of b s activity are
&also a primary concern and one which has links with Part Three.
/ In Part Three, attention 4 sed on three central structural aA: legal structure,
&tructure and industri re. The chapter on legal struc amines the impact
different legal definitions on a firm’s operations and cons@ ossible variations in
or &) al goals based on legal and other inﬂuenceﬁ cus then shifts to how
differ ize can affect the organisation (e.g. pital, economies of scale)
andtoan e)amt' n ow changes in scale apd/o ction can occur, including the
role of governmei i al '@evelopment and growth. One of the con-
sequences of changes in the'component elements of the economy is the effect on the
overall structure of industry and commerce - a subject which helps to highlight the impact
of international competition on the economic structure of many advanced industrial

economies. S§(f§ W;ﬁur@n‘gs'a 6eviﬁ)g'htl')\cﬁﬁnomy, the section concludes with

an analysis o ernment involvement in business and in particular its influence on the
supply as well as the R@aﬁg&ﬂt{@mny at both national and local levels.

In Part Four, the aim is to compare theory with practice by examining issues such as
pricing, market structure and foreign trade. The analysis of price theory illustrates the
degree to which the theoretical models of economists shed light on the operation of
businessin the ‘real’ world. Similarly, by analysing basic models of market structure, it is
possible to gain an understanding of the effects of competition on a firm’s behaviour and
to appreciate the significance of both price and non-price decisions in the operation of
markets.
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vch business activit

The analysis continues with an examination of external markets and the role of gov-
ernment in influencing both the structure and the operation of the marketplace. The
chapter on international markets looks at the theoretical basis of trade and the develop-
ment of overseas markets in practice, particularly in the context of recent institutional,
economic and financial developments (e.g. the Single Market, globalisation, the euro).
The section concludes with an investigation of the rationale for government interven-
tion in markets and a review ve ntaction in three areas, namely privatisation
and deregulation, com lic prion of the labour market.

To emphasi eThternational dimension of the st of the business environment,
each ¢ e book concludes with a relevant nd international cases
whi ogether some of the key themes discussed in the& s chapters. By exam-
i cific issues and/or organisations, the aim is to highligﬁ ages between the
ﬁal discussed in the text and to provide an appreciation o of the ways in

jonal boundaries.
The concluding entinuing need fo nisations to

monitor chang pusiness environme ines a numbeﬁameworks
through whi to make sense of their environ-
ment, busini i , much of whiﬂvailable
from published material, i Some of the mmypes of
information available to st ess organisations - including
statistical and other forms ered in the final part of this
chapter.

Centraithemes

gumber of themes run through the text and it is useful to draw attg% to these at

‘A @ &d

Int s? n with the environment o

Viewed as a @ system, the business orga 'sa@n&onstant interaction with its
environment. Cha i Onﬁtécause changes in inputs, in the transfor-
mation process and in (;thd t in turn may engender further changes in the
organisation’s environment. The internal and external environments should be seen as
interrelated and interdependent, not as separate entities.

Sample provided via
Interaction betvpélafgﬁr'QWI variables

In addition to the interaction between the internal and external environments, the vari-
ous external influences affecting business organisations are frequently interrelated.
Changes in interest rates, for example, may affect consumer confidence and this can have
an important bearing on business activity. Subsequent attempts by government to influ-
ence the level of demand could exacerbate the situation and this may lead to changes in
general economic conditions, causing further problems for firms. The combined effect
of these factors could be to create a turbulent environment which could result in
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Central themes m

uncertainty in the minds of managers. Failure to respond to the challenges (or opportuni-
ties) presented by such changes could signal the demise of the organisation or at best a
significant decline in its potential performance.

The complexity of the environment
The environmental faﬂ @iﬁN‘nﬁ some of the potential variables faced
by all organisations. T externalin S ﬁ’l t infinite in number and variety
andn 1d hope to consider them all. For sta business and for managers
ali ,ﬁequirement is to recognise the complexity o rnal environment and
greater attention to those influences which appear to most pertinent and
ing for the organisation in question, rather than to attem nsider all possible

ntingencies. /
<
o

icated by the ten y towards
ly prevalentin s areas (e.g.
ry or organisation. As indicated

tome degree a

environmental change.
technology) orin some m
above, a highly volatile e
sub-units) and this make

Environmental un

Implicit in the remarks ab! e notion that each organisation h

&unique environment in which it operates and which will affect it in §unique way. Thus,

7

ile itis possible to make lisations about the impact of th al environment
e firm, it is necessary nise the existence of this uni and where appro-
wto take into account exceptions to the general rule.

Diﬁerenqirbvils of Enaﬁis. $
External influences operate ferentspatial levels - local, regional, national, suprana-

tional, international/global - exemplified by the concept of LONGPEST/LONGPESTLE
(see Chapter 19). There are few businesses, if any, today that could justifiably claim to be

unaffected byggmﬁpétsﬁ?aﬂmif%irgket(s).

Two-way flow gfeir?f use?lgécom

As a final point, it is important to recognise that the flow of influence between the organi-
sation and its environment operates in both directions. The external environment influ-
ences firms, but by the same token firms can influence their environment, and this is an
acceptable feature of business in a democratic society which is operating through a mar-
ket-based economic system. This idea of democracy and its relationship with the market
economy is considered in Chapters 5 and 6.
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In the process of transforming inputs into output, business organisations operate in a
multifaceted environment which affects and is affected by their activities. This environ-
ment tends to be complex and volatile and comprises influences which are of both a
general and an immediate kindsand which operate at different spatial levels.

Understanding this envitonment andit§ effectsjen business operations is vital to the

study and praetice of business.

Summary of key points

Business aciivity is essentially concerned with transforming inputs into outputs for
consumption purposes.

All businesses operate within an external environment that shapes their operations and
decisions.

This environment comprises influences that are both operational and general.

The operational environment of business is cehcerned with such factors as customers,
suppliers, creditors and competitors.

The general environment focuses on what are known as the PESTLE factors.

In analysing a firm’s external environment attention needs to be paid to theihteraction
between the different environmental variables, environmental compleXitymyvolatility and
change, and to the spatial influences.

While all firms are affected by thelenvironment in which they exist and operate, at times
theyhelp to shape that environment by their activities and behaviotr.

case

study

s N

Facing the unexpected

In previous editions of the book we &@mm@ P rovm%dis\mavhen natural disasters occur, as
how the business environment can sometinP‘e a rsotﬁ felavmexamples illustrate.

change dramatically and unexpectedly for the worse,
using the September 11, 2001 attack on the World
Trade Center in the United States as an example of
what is known as an exogenous shock to the

economic system.

Mercifully, events of this kind tend to be relatively
rare, but when they occur they present a considerable

2010 - the eruption of an Icelandic volcano sent a
cloud of volcanic ash over large parts of Europe,
resulting in the grounding of aircraft and weeks of
disruption of air travel. Airlines in particular were
badly affected and faced additional costs because
of stranded passengers and cancelled flights.
Beneficiaries included hoteliers who had to

challenge to the businesses and industries affected.



Review and discussion questions ﬂ

accommodate people unable to travel and had an impact on tourism across Europe, with
alternative transport businesses (e.qg. ferry hotel occupancy in London down as a result.
operators). In 2017 the Manchester Arena was bombed during
2013 - sudden and devastating storms in the a concert which had local and national effects on
Burgundy and Bordeaux regions of France how show security was managed.

destroyed swathes of the French wine industry, In 2020-21 Covid-19 radically changed business

resulting in a loss of jobs and income in the N a wide range of sectors.
affected local communities, with a kno Q
impact on local businesse Cﬁwave busmess can do to protect
across the central and s of the country itself totaIIy ag ts of this kind, many larger
badly affected the rﬁdustry and tempted firms, especially m s, tend to put in place
the government d millions on artificial steps ~ €ontingency plans to %Anexpected crises,

to trigger rain. @e areas power failures whether they are caused by n or natural

occurred as mand for electricity so LA bu§|ness contlnwt BCP) can help
individual rganisations turne on to respond qui effectlvely to
conditio %uch wWarmer co ion and hopefull V|ve the

experie in parts of No i i i rn from it. Smal s on the
the UK, resulting in increas e financial and h n
(e.g. ues, sunscreen) and tempting

adopt such resilien

ay not survive ﬁverse
| environment. For other
change may bring with it

e gain from an event has a
ct on other firms.

Case study questions b

1 Can you think of any other e a&%of major unan-

people oliday at home. Other adverse
events in 2013-14 included a super typhoo
Philippines, extensive fires in parts of Austr:
major drought in California and severe stor
floodi southern England, all of which h
major ts on businesses and communit
the affp areas.

2015-1 015 terrorists armed with ass|
rifles an grenades attacked a beach r
Tunisia. Th i Foreign Office issued travi

] ticipated events in your ow (or areas of your
advice to av ut essential travel to the,

own country) that have hq% ious adverse effect

country, as dld ther governments. Th e .
on its firms and/or indu
result was a 37 p I in foreign spending in
Tunisia, whose econ per cent dependent 2 Can you think of n@inesses that may have ben-
on tourism. In 2016 att Ossels and Paris efited commﬂ m this event or these events?
L 4

Review and discussion:guestions
1 In what senses clgﬁgll%ggr‘urggﬁ‘oe described as a business organisation?

How would you characterise its ‘inputs’ and ‘outputs’?

2 Taking examples from a range of quality newspapers, illustrate ways in which business
organisations are affected by their external environment.

3 Give examples of the ways in which business organisations can affect the external
environment in which they operate.
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1 Assume you are a trainee in a firm of management consultants. As part of your
induction process you have been asked to collect a file of information on an
organisation of your choice. This file should contain information not only on the
structure of the organisation and its roducts but also on the key external

M cent years.

influences that hav:
2 For a fin ind@stry of your ch0|ce un ert T E analysis indicating the
I|kQ nvironmental influences to be face |ndustry in the next
n

years.
'P,
urther rea &

nal Business: En;

Iroxyents and
@ Fernando, A. C., Business Envi i i n Education Indiam.

Hamilton, L. and Webster, P., T} nt, 3rd edition, Oxford University
Press, 2015.

Steiner, G. A. and Steiner, J. F.,,
edition, McGraw-Hill/lIrwin,

m Wetherly, P. and Otter, D. (eds)
University Press, 2014.

Worthington, I., Britton, C. and
2nd edition, Financial Times
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., Economics for Business: Blending Theobd Practice,
Hall, 2004, Chapter 1.
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Sample provided via
Pearson.com
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the iviernal environmer:t

e systems approach t

business organisatio! ?esses the

interaction betw nal environmen aspects of
w the internal isation’s struc nd
Q functions it of specified isational
objective i i constant attentionineeds to
@ be paid to balancing th rganisation arpthe

requirement to adapt t . This responsibility lies
essentially with the org

people, technologies, s

Learning Having read this chapter
outcomes

able to:

to organisation and management, ;hg

e outline the broad app
particular attention to t stems approach
9/ identify alternative org‘onal structures used by businesAanisations
iscuss major aspects functional management of fi
ogwe the interaction between a firm’s internal an | environments

Classical theorie! Public sector

Key terms Bureaucrac 4 o mmnﬁz {ppro:‘ch Project team
s 0 m

organisation management Re-engineering
Contingency approach Management Scientific management
Divisional structure Marketing . Sub-systems
Downsizing SAMple pk@tigteetovia  systems approach
Formal structures ti i Theory X and Theory Y
Functional organisat'glg a rgﬁﬁ ’s?lﬁlm Theory Z
Functional specialisation Organisation chart Virtual organisation
Hierarchy of needs Private sector Voluntary (or third) sector

Holding company Profit centre
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Introduction

Q

ud
| g

The concept of the organisation: an initial comment

Under the systems approach to understanding business activity presented in Chapter 1, the
organisation lies at the heart of the transformation process and tends to be seen as a kind of
‘black box’ which contains a multitude of elements — including structures, processes, people,

resources and technologies -t rin ut the transformation of inputs into outputs (see
below). While the study es! i Thtly focuses on the external context
of business isations, it is important to recognise th

aas also have an internal environ-
ment thg es and is shaped by the external con W ich they operate and make
decision s notion of the interplay between an organisation & and external environ-

&a theme that runs through many of the chapters in this b}
%tudents of business and management will be aware, the in@ atures of busi-

s organisations have tention from schola rching these

Ids, and a large to this aspect o ess studies.
of the internal isation that
pproaches to standing
within the entel . Further
isational behavwenerally
this field, a number of which

to a firm’s legal structure are
ternal environment is.the idea of
variety of definitions. A d in this

ur, resource manager, coordinator, le
ables an organisation to achieve it

aim is to focus

insight into these aspects
can be gained by consultin
are mentioned at the end
examined in detail in Chapt

A central theme running t
management, which has b
context, management is se
age the organisation (e.g. en
organiser) and as a process

as a controlling eleme
e its objectives and t to change. Managers need
systems and the

s on the organisation - including people, technﬂ
i w— in a manner best designed to meet the neede nterprise at the time
in ques prepared to institute change as an cumstances dictate.

.L o1¢

rate the various

According to SS) H (5\9/1 @?2 0 isation can be defined as two or
more people w Iézﬁﬁ !ﬁ?ﬁt str @w@% achieve a specific goal or set of
goals. Defined in this Waygpt lietezameayers@yast array of structures in the:

e private sector - that part of the economy where ownership and control of the organ-
isation is in the hands of private individuals or groups and where profit-seeking is a
central goal;

e public sector - that part of the economy under the control of government and its
agencies and where the state establishes and runs the different types of organisation
on behalf of its citizens and for their general well-being;
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e voluntary (or third) sector - comprising those organisations, including charities,
voluntary bodies and community businesses, that are not-for-profit enterprises and
non-governmental.

Leaving aside the blurring of definitions of these three generic sectors that has occurred
over recent years (e.g. where third-sector organisations are commissioned to deliver pub-
lic services), the concept of the ‘business organisation’ as used in this text covers enter-

the busi has no other employees (i.e. sole

e coming in a wide variety of shapes, forms a
number of common features. Mullins (2013) identifie such features:
eople (i.e. employees),

v objectives (i.e. wha tup to achieve); /

e structure (i.e ough which the Etlves are pur-

prises of all types an @ m the concept also encapsulates those
organlsatlg téual who both owns and controls

business organisations

q sued and ;
e manage .e. irecti . ect of the enterp 1sa.
@ To these we could add i

also need to recognise thi
enterprise. This s, after al
ing business organisatio

finance) and te ogies. We
ronment that faces all types of
ystems approach to understand-

Understanding the nature iganisations: theories of
organisation and management

iples that are felt to underlie the pr
mination of organisational t
ate back to the late nineteen

ches - some of whic
vi h practising managers and academics as to th hat determine organi-
satio ness and the influences on 1nd1v1d ups within the work envi-

ronment. these a es‘an e broken down into three main
categories: the c an relations approach and the systems
approach. Since thelast o t ncompasses the model presented in Chapter 1, particu-

lar attention is paid to this perspectlve.

f management,
. These theories or
ury - represent the

gain an insight into the
seful to undertake a

The cIaséﬁ@ﬂJﬁ&FOVided via
Pearson.com

Classical theories of organisation and management mostly date from the first half of
the twentieth century and are associated with the work of writers such as Taylor, Fayol,
Urwick and Brech. In essence, the classicists viewed organisations as formal structures
established to achieve a particular number of objectives under the direction of manage-
ment, the emphasis being on purpose, structure, hierarchy and common principles. By
identifying a set of guidelines to assist managers in the design of the organisational struc-
ture, the proponents of the classical view believed that organisations would be able to
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achieve their objectives more effectively. Fayol, for example, identified 14 principles
which included the division of work, the scalar chain, centralisation and the unity of
command - features which also found expression in Weber’s notion of ‘bureaucracy’.
Urwick’s rules or principles similarly emphasised aspects of organisation structure and
operations - such as specialisation, coordination, authority, responsibility and the span
of control - and were presented essentially as a code of good management practice.

Within the classical appro pegial attention is often given to two important sub-
groupings, known as sc ﬁn“@ eaucracy. The former is associated
with the pioﬁjgﬁor of F. W. Taylor (1856-1915) g believed that scientific meth-
ods cou ed to the design of work so that pr ity could be increased. For
Tay ystematic analysis of jobs (e.g. using some for& k study technique)

S as the key to finding the best way to perform a particulagtask and thereby
&ing significant productivity gains from individuals, wh juld earn them

eased financial rew, e responsibility for institution of a
ientific approac se control and d&on the work-

utual benefit of a .
q The seco he work of Max ﬁfr (1864-
1920), who i i e importance ice’ and
@ ‘rules’ in the operation of o . i r, bureaucracy m its sys-
tem of rules and procedure ce, hierarchical organisation
of offices, appointment bas alisation and impersonality -
possessed a degree of tech rms of organisation, and this
explained why an increasin e becoming bureaucratic in struc-
m ture. Despite Weber’s analy ated nowadays, burea@c organ-
prises throughout the world and is clearly

? isation remains a key featu
9 linked to increasing organi size and complexity. Bureaucracy isvn seen as
i

something which restricts o ions from making internal Changesﬁ ng advan-
&ge of opportunities, leading to ineffectiveness. Modern defenders o aucracy (Du
W 2000) argue that burea systems are fair, treating situati d individuals
T lly and equally. Not ding the many valid criticis eber’s work, it is

di to imagine how it could be otherwise.

The humgeltiﬁ &nrtﬁlu . ‘;

Whereas the classical approac uses largely on structure and on the formal organisa-
tion, the human relations approach to management emphasises the importance of
people in the work situation and the influence of social and psychological factors in

shaping organisati ?t]ltp i adlo &frists have primarily been con-
g‘[gc a 1}r|1 ('p[rlal{?iglon, eglizrs

cerned with issues su ividual motiv ip, communications and group
dynamics, and have strpseja]r! significanic@ofithe informal pattern of relationships that
exists within the formal structure. The factors influencing human behaviour have
accordingly been portrayed as a key to achieving greater organisational effectiveness,
thus elevating the ‘management of people’ to a prime position in the determination of
managerial strategies.

The early work in this field is associated with Elton Mayo (1880-1949) and with the
famous Hawthorne Experiments, conducted in the United States at the Western Electric
Company between 1924 and 1932. These experiments showed that individuals at work
were members of informal (i.e. unofficial) as well as formal groups and that group



m adopt a more psychologic
? and McGregor’s Theory X
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m A hierarchy of needs

=
m

influences were fundame
such as Maslow, McGregc
tance of the human facta

behaviour. Later work by writers
g continued to stress the impor-
ational effectiveness, but tended to
plified by Maslow’s hier of needs
~Maslow’s central proposition was that individu-
als seek to satisfy specific needs, ranging from basic physmloglwqmrements

9 (e.g. food, sleep, sex), thro ety, love and esteem, to self actualiw (i.e. self-ful-
&hlment) , progressing systematically up the hierarchy as each lower-léwel need is satisfied

e Figure 2.1). To McGr dividuals at work were seen by ement as either

rently lazy (Theory mmitted to the organisatio jectives and often

i seeking responsibility (Theory Y). These perceptions ﬁle uently provided the

ba i ferent styles of management, which ran the coercive to the

Ouichi’s notlon ichi, one of the key factors in the success
of Japanese manufacturing industries was their approach to the management of people.
Theory Z organisations were those that offered workers long-term (often lifetime)
employment, a share in decision -making, opportunities for training, development and
promotion, as% mﬁ Wiﬁ@é mcé gave them a positive orientation
towards the organisation. Fo Ouichi, the key to organisational effectiveness lay in the
development of a FAPAOdSESYIR . THEIH) Z environment, adapted to western
requirements.

suppo
McGreg ﬁlage e leﬁs@ted in later studies, including

The systems approach

More recent approaches to organisation and management have helped to integrate previ-
ous work on structures, people and technology, by portraying organisations as socio-
technical systems interacting with their environment. Under this approach - which
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sumption by ‘end’
other organisati

ud
| g
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became popular in the 1960s - organisations were seen as complex systems of people,
tasks and technologies that were part of and interacted with a larger environment, com-
prising a wide range of influences (see Chapter 1). This environment was frequently sub-
ject to fluctuations, which on occasions could become turbulent (i.e. involving rapid and
often unpredictable change). For organisations to survive and prosper, adaptation to
environmental demands was seen as a necessary requirement and one that was central

to the process of manageme

The essence of the s prN Tescribed in Chapter 1 but is worth
repeating h gﬁisa ions, including those ifivoly, usiness, are open systems,

interact@v eir environment as they convert in utput
I]% lude people, finance, materials and 1nforrnat1 ded by the environ-
which the organisation exists and operates. Output ises such items as
l%and services, information, ideas and waste, discharged int vironment for
i in some cases repr inputsused

Systems inv, i s through whlc@process of
conversion ns, for exam lly have
sub-system marketing, ac ing and

human resource managem
(e.g. sales, quality control,

involve smallemsystems
stitute the whole. Just as the
organisation as a system in do the sub-systems and their
component elements, whi er. In the case of the latter, the
boundary between sub-syst ‘interface’.

While the obvious comp pproach need not be d@sed, itis
important to emphasise th lews of organisations draw heavily on the
work in this area, paying p attention to the interactions between people, tech-
nology, structure and envir and to the key role of managemen recting the
anisation’s activities towards the achievement of its goals. Broadly g, manage-

t is seen as a critical su within the total organisation &nsible for the
ination of the other s ms and for ensuring that int d external rela-

ti s are managed effectively. As changes occur in one par e system, these will

indu s elsewhere and this will require a mana résponse that will have
implica f e orgamsatlon and for its sub- sys changes may be either
the cause or e the rel betwe e organisation and its envi-
ronment, and the T @N’m ) o adapt to the new conditions without
reducing the organisation’s effectiveness.

Given the complex nature of organisations and the environments in which they oper-
ate, a number of writers have suggested a contingency approach to organisational
design and magaemxp Frravizd'é HJeraWoodward Perrow, Burns and
Stalker). In essence, this dpproach argues that there is no single form of organisation best
suited to all situations aR(ﬁalr e b3t dppidpriate organisational structure and system
of management is dependent upon the contingencies of the situation (e.g. size, technol-
ogy, environment) for each organisation. In some cases a bureaucratic structure might
be the best way to operate, while in others much looser and more organic methods of
organisation might be more effective. In short, issues of organisational design and man-
agement depend on choosing the best combination in the light of the relevant situa-
tional variables; this might mean different structures and styles coexisting within
different parts of an organisation.
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Other theoretical approaches

To complement these traditional approaches to understanding the nature of organisa-

tions, Mullins (2013) highlights the contribution of theories of decision-making and

social action. Decision-making theory, he suggests, can be seen as a sub-division of the

systems approach in Wth a ention is on the process of managerial deci-

sion-making and ho@ cessed and used in deciding how to

act. Theo atiﬂn fectis seen asan rocessmg network and success-

fulm 1s concerned with making Ch01ces g conflicts, often against

nd of a changing internal and external env1ro'§
al action approaches emphasise the need to view the o

tof the individual employees or actors, each of whom has t

v&etatlon of their workss g,behaviour is guided
work means to th

goals and inter-
ir view of what
are portrayed
nd expectations iﬁct. Conflicts
behaviour and a Afitable part
m

Organisational structures

N Apart from the very simp

in which one individua@ies out all
tasks and responsibilities, sations are characterised by a division of labour
? which allows employees ti lise in particular roles and to occupy designated posi-
9 tions in pursuit of the org on’s objectives. The resulting patte elationships
between individuals and roles constitutes what is known as the organisation’s structure

/1d represents the means ich the purpose and work of the rise are carried

It also provides a fra hrough which communicati occur and within

the processes of man ent can be applied.
1b1hty for establishing the formal structure of isation lies with man-

agem rlety of options is available. What s chosen, the basic need is

to identi t will best sustain the succ he enterprise and will permit
the achlevement ectives. Through its structure an organisa-
tion should be able to:

achieve efficiency in the utilisation of resources;
provide opportunities for monitoring organisational performance;

ensure the acigbility pfindvdais cl via

guarantee coordination between the different parts of the enterprise;

provide an eff1c1e?§1§e¥f§(9x@nﬁﬂm organisational communication;

create job satistaction, including opportunities for progression;

adapt to changing circumstances brought about by internal or external
developments.

In short, structure is not an end in itself but a means to an end and should ideally
reflect the needs of the organisation within its existing context and taking into account
its future requirements.
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m ‘Into the Dragon’s Den’

As the chapter illustrates, the structure of an
organisation is a means by which an enterprise can
achieve its objectives. As the environment in which

development board, based essentially on the lines
of Dragons’ Den, a popular UK television
programme where would-be entrepreneurs seek to

a business operates changes, a firm sho eo
willing to adapt the structure to meet theﬁ
circumstances. This might mﬁovﬁg beyond
the traditional models di below, in an effort
to improve performa&

The global ph tical giant
GlaxoSmithKiIi illustrates this idea of an

evolving orga nal structure. In Jul
at in future its sci

GSK anno%
have to piieh, their ideas for ne

m ing for their ideas from a group of

U:?)ar would include two venture
capitalists a wo@e mixture of executives
from inside the co l GSK outsiders, the

plan being to stimulate i by requiring

a
smaller teams of scientists t? hree-year
business plans to the new dru ery
board in an effort to s%nding for
ts.

S
mD

The essence of structure
organisational relationships

ud
| g

etween individuals a formal
een them. These relation s will be

reflected not only in indiv b descriptions but also in the overal anisation
chart, which designates the pattern of role relationships, and teractions
etween roles and the individtials occupying those roles. Individual a ty relation-
the defined

ips can be classified as lin f, functional and lateral and ari
n of responsibilities, a s:

elationships occur when authority flows verticall ﬁwards through the
Jm superior to subordinate (e.g. manager, —@ eader-staff).
re 1

o T
str

e Staff s are created when senior personne assistants who normally
have no au ri%] staft arPéxtemsion of their superior.

e Functional relatio D})N beﬁﬂcialists (or advisers) and line managers

and their subordinates (e.g. when a specialist provides a common service throughout
the organisation but has no authority over the users of the service). The personnel
or computing function may be one such service that creates a functional relation-
ship. (Note tSa&mﬁise hplrbvlisd@dh\pi with their own subordinates.)
Lateral relationships gXist across the organisation, particularly between individuals
occupying equivaleﬁ( w&mhﬁgment departments or sections (e.g. com-
mittees, heads of departments, section leaders).

With regard to the division of work and the grouping of organisational activities, this
can occur in a variety of ways. These include:

e by function or major purpose, associated particularly with departmental structures;
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e Dby product or service, where individuals responsible for a particular product or service
are grouped together;

e by location, based on geographical criteria;

e by common processes (e.g. particular skills or methods of operation);

e by client group (e.g. children, the disabled, the elderly).

In some organisations a particular method of grouping will predominate, in others

there will tend to be has its own particular advantages and

disadvantages, In the e p ular methods of grouping activi-

tiesinb s%rganisations Students shoul te 1scover what types of struc-

ture e in their own educational institution an &m (if any) that underlies
es made.

& 2
wvunctional or /&

The functio isation i Figure 2.2. As i@e indicates,
in this typ, iviti common purposeor function.
@ All marke iviti er as a commo tion, typi-
cally within a marketing i eas of activity, sms produc-
tion, finance, personnel t, have their own specialised
sections or departments, uired of that function.
Apart from its obvious ganisation structure allows indi-

viduals to be grouped tog pecialisms and technical expertise,
m nction they offer as wel oviding a

and this can facilitate the
recognised path for pro eer development. On the downside, functional
specialisation, particularl gh departments, is likely to create s%al interests
9 which may operate to the ntage of the organisation as a whole ularly where
&inequalities in resource allocation between functions become a ¢ A nter-function
alry. It could also be arg t this form of structure is most s single-product
and that it becomes ropriate as organisations diy, eir products and/

ts. In such circumstances, the tendency will be inesses to look for the
' can arise from specialisation by product o divisionalisation of the
enterpn o
4 Q)Nrg@tnstructure

Managing director

Sa . .

Productpe a I SMarkating O I Personnel Chief
manager manager manager accountant
Sales Marketing  Advertising

research
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Organisation by product or service

In this case the division of work and the grouping of activities are dictated by the product
or service provided (see Figure 2.3), such that each group responsible for a particular part
of the output of the organisation may have its own specialist in the different functional
areas (e.g. marketing, finance, personnel) One advantage of this type of structure is that
it allows an organlsatlo 0 O 1 range of products, as exemplified by the
different services availa rte hospitals (e.g. maternity, ortho-
paedic, geriatti nd%so frth) Its main dlsa vantage i nger that the separate units
i n the enterprise may attempt to bec tonomous even at the
ther parts of the organisation, and this can pres )agement with prob-

S
1@ oordination and control. ¢

aresult of mergﬁ akeover -

1sat10n.

This structure is likely to be

A divisional structure i
self-contained business uni
on the basis of product or
operate along functional o
personnel, corporate planni

two, with each unit tending to
tain key functions (e.g. finance,
sually at company hea@ters (see

Figure 2.4).

The main benefit of the isional company is that it allows eatvt of what
can be a very diverse organis operate semi-independently in pro gand mar-
ting its products, thus permitting each division to design its offen t local mar-
onditions - a factor of pri portance where the firm operat multlnatlonal

he dual existence of al profit centres and a cent it responsible for
e ?ing strategy at a global level can, however, be a sourc siderable tension,
parti here the needs and aims of the centre appear Q’n ct with operations at
theloca impose burdens seen to be unreas ivisional managers (e.g.
the allocatlora 1 o e head costs).

Much the same
to be a much looser structure

CET=ag ) A

Ge holdlng company, though this tends
g diverse organisations, favoured by both UK

product-based struc

mbple brovi ed via
bl | i T T

Pearsovango st
I I | I |
Product ‘A’ Product ‘B’ Product ‘C’ Product ‘D’
Production Marketing Rand D Finance Personnel




Mini case: Mergers and competition

m A divisional structure

Group HQ
(main board)

Group functions
. finance)

Car
Division
(board)

Commercial
Division

Components raft
Division sien
(board)

and Japanese companies.
tion (usually companies)
be just a financial entity e
nies. Holding companies
gives rise to a high degre
means of operating a mul

sarrangement

=i

erent elements m organisa-
by a parent body, which may
control of other trading compa-
th of firms by acquisition, which
a popular

Mergers and com

ition

roposed acquisition w.
halted by the Euro mission: Hutchinson-
owned Three had plan f Telefonica-owned
network provider O2, both n@)ur obile
network operators in the UK (the ot b
Vodaphone). O2 and Three argued that ¢
their businesses to form one large company would
mean that they were better able to compete with
larger providers such as Sky and BT.
The European Commission sa
Three merger would change the struct
market to leave only three competing
operating all of the networks in the UK (other
smaller companies, such as Giffgaff, Sky Mobile
and Tesco Mobile, only use the network run by the

ﬁ Qﬁbefore being sold in 2005 to Telefénica,
i company that also owns companies in

HROB I OMSEHIER GasiGuty. This is because business
of t? moi d cultures are relatively similar. Consider
e§° m of the mobile phone company you

four network operators). T| ission argued
that this would result i mpetition and
higher prices for across the sector.

or in med between BT and

Germany, Spain, France, Brazil, Columbia, the
United States, and elsewhere. Mobile phone
companies change hands quite frequently with

encounter on a daily basis, and how long it would
take to notice if your provider was sold to an
international holding company.
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Matrix structures

A matrix structure is an arrangement for combining functional specialisation (e.g.
through departments) with structures built around products, projects or programmes
(see Figure 2.5). The resulting grid (or matrix) has a two-way flow of authority and respon-
sibility. Within the functional elements, the flow is vertically down the line from supe-

rior to subordinate and this ¢ sa e of stability and certainty for the individuals
located within the depa nun . T
or

Simultan , &Kamemberofa project grou ct team, an individual isnor-
mally a orizontally to the project manager onsibility is to oversee
C&J be of very limited

the % 1 completion of the project, which in some
tion.

%trix structures offer various advantages, most notably flexib zportunities for

fdevelopment, ane ip of a project or pr e, customer
ientation and t d expertise. On tive side,
difficulties ca oblems of coordin

a
Q i ontrol, conﬂict@yalties for
staff and un in an organisatiomdesigned

on matrix li j re of their authﬂ over the

@ staff from the contributing is i for functionalmagers to
withdraw their cooperatio i ated outside their immediate
sphere of influence.

Head of Business School "t

He Head of Head of Head of of

Marketing Economics HRM Corpora ance
S \O
{ﬂ leader s
( usin L >
Studies)

Course leader
(HND Business >
and Finance)

Sample proyided|via

Course lead

B Lo PEAFSONLCOM R

Studies)
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Project teams

Despite its flexibility, the matrix often has a degree of permanence; in contrast, the
project team is essentially a temporary structure established as a means of carrying out
a particular task, often in a highly unstable environment. Once the task is complete, the
team is disbanded and individuals return to their usual departments or are assigned to a
new project.

Fashioned around B'IQXEN @r n managerial rank, and often operat-
ing closel ien S, project teams are inéreasi ommon in high-technology
firms ion companies and some types of s 1 stry, especially manage-
m ultancies and advertising. Rather than being &J ment for the existing

ueture, they operate alongside it and utilise in-house staff (and,dfssome cases, outside

%cialists) on a project-by-project basis. While this can present zl and scheduling

WOblems and may i of resources, it can as rganisationin
w adapting to cha ing products to t sEomer’s speci-

end to be at their
an the client is clear as to the

fications. Prg tive when objectives and tasks are
outcome and eathe team is

m

The virtual organisation

As indicated above, tradit ve structures that are de@d to facili-

? tate the transformation o . Increasingly, as the business énvironment

changes, relationships bo n and between organisations have nwl to become

more flexible and this has se to such developments as the gro teleworking

&and the establishment of dynamic broker/agent networks involvi %siderable out-

urcing of sub-tasks to ‘a e.g. manufacturing, distribution e core organisa-

(the ‘broker’). It is fai hat this demand for greater fl ity has been driven

rtly?by the market and partly by cost considerations, and ocess of change has

be£ itated by relatively rapid developments in infoQi technology. One area

curre iting the interest of writers on manage“ rganisation is the concept

of the virtu ganigation, arguably the ultimate fo organisational flexibility (see
Chapter 12 fora J@ﬂn Qﬁept in the context of networking).

The term virtual organisation or signifies an extremely loose web of essentially

freelance businesses or individuals who organise themselves to produce a specific cus-

tomer product (e.g. an individual holiday package with particular features unique to the

customer). Wslamﬁrér ?eawa?raow«aarchy this so-called firm can con-

stantly change its shape andj despite existing across space and time, tends to appear
edgeless, with its ianPsea]ﬁs{arn employices increasingly dispersed across the linked
world of information systems. Given modern forms of communication, opportunities
exist for the creation of totally electronic-based organisations trading in expertise and
information with no real-world physical identity. This stands in stark contrast to the
traditional view of the firm as an arrangement which adds value by transforming basic
economic inputs (e.g. land, labour, capital) into physical outputs or services.
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Structural change

Q
©

ud

S

Aspects of functional managciment

Internal change is an important feature of the modern business organisation. In order to
remain competitive and meet stakeholder needs, a firm may have to find ways to restruc-
ture its organisation as the environment in which it operates changes.

Solutions can range from tia holesale shift in the organisation’s structural
form to strategies for red@ﬁvew e of the company (e.g. downsizing)
or a radical ign'8f bttSiness processes (€.g. r ngbring).

Whevﬁ iness re-engineering normally connot d-branch reform of the
way i the business operates, downsizing essentially 1&/ hrinking the organ-
i & make it leaner and fitter and hopefully more flexibﬁ' s response to the
tplace. For some companies this means little more than r the size of the
kforce through nat ndancies, as and pportunities

ise; for others it ion by removin or tiers, of
management, i ion’s hierarchy a@lping it to
reduce itsu

In its mo i can be used adhicle for
cultural change through w i s are encourag mbrace

notions of continuous im
reform is a permanent and
reskilling become vital too
organisation to meet the de
that a firm may become to
when the real cause of its
employees, in such a situati

d to accept that structural
his approach, retraining and
n strategy and in shaping the
onment. The danger is, however,
turing as a cure for all oblems,
its marketplace. Cutting the number of
likely to make unattractive productswctive, nor

e organisation. m

is it likely to boost morale

Most organisatienal structures reflect a degree of fungti pecialisation, with indi-
viduals occup f oles in departments, units,or secti hich have titles such as Pro-
duction, Finance, tr Msﬂ Research and Development. These
functional areas of the intérn an on, and the individuals who are allocated to
them, are central to the process of transforming organisational inputs into output. The
management of these functions and of the relationships between them will be a key fac-

tor in the succeg %f Fﬁ‘ Si%ptﬁeraaw g ébdltvi) éespond to external demands for

change.

The interdependencP)e}a interpah funetipps can be demonstrated by a simple exam-
ple. Providing goods and services to meet the market’s needs often involves research and
development, which necessitates a financial input, usually from the capital market or
the organisation’s own resources. It also requires, as do all the other functions, the
recruitment of staff of the right quality, a task which is more often than not the respon-
sibility of the personnel or human resources department. If research and development
activities lead to a good idea which the marketing department is able to sell, then the
production department is required to produce it in the right quantities, to the right speci-
fications and at the time the market needs it.




Aspects of functional management m

This depends not only on internal scheduling procedures within the production
department, but also on having the right kinds of materials supplied on time by the
purchasing department, an appropriate system of quality control and work monitoring,
machinery that is working and regularly serviced, the finished items packed, despatched
and delivered, and a multitude of other activities, all operating towards the same end.

The extent to which all of these requirements can be met simultaneously depends on
internal factors, many of whieh a trollable, and also on a host of external influ-
ences, the majority o@ﬁdm e organisation’s control. To demon-
strate thisd ad® between the internal and &xter nvironments, two key areas of

functi anagement are discussed briefly belo rketing and human resource
nt. An examination of the other functions n'the organisation would

m
@ milar findings. ¢
wzHuman res &

q People are organisationﬁ

ld not exist
the people thedloy if they

tof their objectives. In modern

or functio i plan for and

are to use this resource eff d efficiently i

and forward-looking orga thisimplies a

of people that goes bey

involves the establishme

tion, training and develo

with the external deman

? idea of human resource
As in other areas of ma t, HRM involves a wide variety of acti¥ities related to

the formulation and impl tion of appropriate organisational s, the provi-
&sion of opportunities for monitoring, evaluation and change, an pplication of
e

| personnel management and
onitoring, appraisal and evalua-
internal needs of the organisation
ch an approach is asso with the

sources to the fulfilmen

anisational ends. Key aspects of ¢ management’
S S
of itment and selection; g
° &" onditions; o
° traini{ qar r development; $
e job evaluation; o 0 \
e employee relations; N o
e human resource planning;
e legal aspects of employment.

In most, if %péleg PBWF&éa tvli%h internal and external influences

(e.g. size of the firm, management style, competition, economic and political develop-
ments), some of whicB wilbivaty(Over tinl@dswell as between organisations.

The provision of these activities within an organisation can occur in a variety of ways
and to different degrees of sophistication. Some very small firms may have little in the
way of a recognisable HRM function, being concerned primarily with questions of hiring
and firing, pay and other working conditions, but not with notions of career develop-
ment, staff appraisal or job enrichment. In contrast, very large companies may have a
specialist HRM or personnel department, often organised on functional lines and respon-
sible for the formulation and implementation of personnel policies throughout the
organisation. Such centralisation provides not only some economies of scale, but also a
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degree of standardisation and consistency across departments. To allow for flexibility,
centralised systems are often combined with an element of decentralisation which per-
mits individual departments or sections to exercise some influence in matters such as the
recruitment and selection of staff, working conditions, training and career
development.

part of this function - recruitn

To illustrate how the different aspects of HRM are influenced by external factors, one

nt a lection of staff — has been chosen. This is the
activity within the organ % 0 Q ats Qrﬁrat it has the right quantity and qual-
ti t

ity of labourg r@ht place and at the rig 0 Qﬁ its requirements at all levels.
To achi , the organisation initially needs to l arge number of factors,
includi ssible changes in the demand for labour, the f

1

rﬁew skills and likely
1@ rnover, before the processes of recruitment and selectio &gin. These aspects
inturn

will be conditioned by a variety of factors such as changes femand for the
d social, economi &emographic

duct, the introducti

anges, some of ected by strategi ners.
Q Once recruj a further raft of ences will
impinge up ternal sources. wing up

@ the local labour market, in
wage rates in comparable j
the quality of labour requir
to offer improved pay and
applicants to fill the vacan

(S
ks
Sy
1%}
)
]
(@)
[t
=+

ud

? to potential applicants, a f
legislation in areas such as

state of
loyers,
ocio-demographic trends. If
sation may find itself having
attract a sufficient number of

drawing up the materi@nds out
pay due attention to the needs of current
portunities, race discrimination an loyment

Equally, in fashioning its

rotection, if it is not to inf elaw. m
é Among the other external factors that the enterprise may need to take into considera-

ion in recruiting and select‘f will be:
° p{lative cost and effect ss of the different advertisin atreaching peo-

of the workplace, in or

colleges,

: sities); -
commitments toghe un Q
relationships with employ anisations (e.g. trade unions, staff associations);

opportunities for staff training and development in training and educational
institutions.

Ideally, it shduld alsq ﬁf@rp attention topossiplefuture changes in the technology

ithythe desired skills;
exis Z ionships with external sources of recr“g. g. job centres, schools,

torecruit individuals either with appropriate skills or who can

be retrained relatively as@}&ﬁﬁ%ﬂﬁ%ount of disruption and expense to the
organisation.

The marketing function

The processes of HRM are a good illustration of the interactions between a firm’s internal
and external environments. An even better example is provided by an examination of
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its marketing activities, which are directed primarily, though not exclusively, towards
what is happening outside the organisation.

Like ‘management’, the term marketing has been defined in a wide variety of ways,
ranging from Kotler’s essentially economic notion of an activity directed at satisfying
human needs and wants through exchange processes, to the more managerial definitions
associated with bodies such as the Chartered Institute of Marketing. A common thread
running through man de s the idea that marketing is concerned with
meeting the needs of umeN) s profrtable to the enterprise. Hence,
strategic 1ngrn agement is norma y ed as the process of ensuring a
good Q n the opportunities afforded by th @ ce and the abilities and

sector enterprises and to b
9 urposes (e.g. charities, politi

formation about the

f an organisation operating in it. )
Marketing is availabl 5 -
This noti i i i ithin the orgacon linking

sy

the needs i i areas of the frrH central to
modern definitions of th i hat is known as arketing
concept. This is the idea portance to t anisation

and that the most signifi
needs and wants of the c
meeting those requireme
sations subscribe to this
predominantly those wi
Equally, the evidence sug
applies not only to privat

terprise is first to identify the
hat its operations are geared to
dbe true to say that not all organi-
ed that the successfu@nesses are
than a production or sal ientation.
t the need to adopt such a customer-ceatred approach
trading organisations, but also increasingly to public
s not established for the pursuit of but for other
parties, trade unions).

hen viewed from a cu
& vities that goes beyo

perspective, marketing can be ﬁo comprise arange
“‘%S‘

simple production of an 1teg le. These activities
ide

e needs of consumers (e.g. throug ﬁ research);
° desrgnrn ferent types of customers (e.g.

8
through mark N‘r & ing);
e choosing products, prices, promotional techniques and distribution channels that

are appropriate to a particular market (i.e. designing a ‘marketing mix’ strategy);
e undertaking market and product planning;

e deciding e methods of communicating the
Osampalr@ provided-via

product to the customer;

e creatinga marketB@aereﬂﬂsﬁst

As already indicated, in carrying out these activities the firm is brought into contact
with a range of external influences of both an immediate and an indirect kind. This
external marketing environment can have a fundamental impact on the degree to which
the firm is able to develop and maintain successful transactions with its customers and
hence on its profitability and chances of survival.
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To illustrate how a firm’s marketing effort can be influenced by external factors, the
following brief discussion focuses on ‘pricing’, which is one of the key elements of the
marketing mix: that is, the set of controllable variables that a business can use to influ-
ence the buyer’s response, namely product, price, promotion and place - the 4Ps. Of all
the mix elements, price is the only one that generates revenue, while the others result in
expenditure. Itis therefore a prime determinant of a firm’s turnover and profitability and

can have a considerable infl and for its products and frequently for
those of its com etltorséater

ing mix’. Try ty
icing goals and the f; at prices will
dinits life cycle, prieedetermina-
these, the cost oduction,

tivity of consunﬂnd tobe
the most significant.

In the case of cost-based

the cost of buying or produ

arrive at the final selling p
enterprises and retailers (e.

m mate and where likely cons
an adequate return on the

determines its pm‘alsed on
rofit margin or ‘mark- up’ to
0 be common among smaller
ere costs are often easier to esti-
ssattention than the @to make
ssential point about this of price
? determination is that many m’s costs are influenced by external nisations -

, components and energy - and he (ﬁicing will

9 ncluding the suppliers of
ften vary according to cha in the prices of inputs. Only larger o ations, or a
p of small businesses ope together, will generally be able to ise some influ-
over input prices and e‘n not all costs will be controlla%by the enterprise.
I

g isations that take a tially cost-based approach t g will sometimes

bei d by the prices charged by competitors - partic markets where con-
sidera tition exists and where the products a y homogeneous and a
buyer’s m V1d t (e.g. builders during a recessi he competitive approach to
pricing, however, is \gl ﬁonly a few large firms operate and where
the need to increase or N‘na an give rise to virtually identical prices

and to fierce non-price competition between the market leaders (see Chapter 16). In the
UK, for instance, a big cross-Channel ferry operator will normally provide the service to
customers at the same price as its rivals, differentiating its offering in terms of additional
benefits (e.g. o rde euﬂFrQMl}Jred‘ Mll:aWhere thisis the case, the exter-
nal demands of the ma ]ts titute the primary influence on a firm’s
decisions, and changes in market concfltlons e.g. the actual or potential entry of new
tirms; changes in a competitor’s prices; economic recession) will tend to be reflected in
price changes.

This idea of market factors influencing pricing decisions also applies to situations
where firms fix their prices according to the actual or anticipated reactions of consumers
to the price charged for a product - known in economics as the price elasticity of demand
(see Chapter 15). In this case, the customer rather than a firm’s competitors is the chief
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influence on price determination, although the two are often interrelated in that con-
sumers are usually more price sensitive in markets where some choice exists. Differential
levels of price sensitivity between consumers of a product normally arise when a market
has distinct segments based on factors such as differences in income or age or location.
In such cases a firm will often fix its prices according to the segment of the market it is
serving, a process known as ‘price discrimination’ and one that is familiar to students
and older people claim ess es on public transport.

While the above dlﬁs rhﬁed and does not take into account
factors su thfpn f other products in an or, sation’s product portfolio (e.g.
differ s of car), itillustrates quite clearly h e of the so-called control-

les in a firm’s marketing mix is subject to ara ternal influences that
beyond its ability to control. The same argument ap) the other elements
%e marketing function, and students could usefully add to th@erstamdmg of the

Wternal/ external inte he external enviro impinges upon
w such marketing

or market rese

The internal dimension o
and one to which student;
toillustrate how a firm’s it
m emphasis has been placed
Of these, its structure and

utes an extensive field of study
rable amount of time. In seeking
tenced by its external environment,

aspects of a firm’s inter@perations.

? en to provide a good illustratiofr of the inter-
face between the internal ernal environments y

9 Appreciating the exist this interface is facilitated by a g a systems
& pproach to organisational analysis. @

Summary oi key points

L
® Management la@Nec@@nternal environment of the business

organisation.

® Theories of organisation and management fall broadly into three categories: classical
theories, human relations approaches, systems approaches.

® The systengaimzl?!@alﬂgtgnvljgia%tgbhélr@sses as open systems interacting
with their external Pe"@rﬂg@fﬂtfevmert inputs into outputs.

@ The external environment of the organisation affects all aspects of the business, includ-
ing its structures, functions and processes.

® To carry out their tasks, businesses can structure themselves in a variety of ways,
including functionally, by product/service, by divisions, in a matrix format or via project
teams. Each has its advantages and disadvantages.

e Structural change tends to be a feature of large modern organisations.
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e Within the organisation, the different business functions such as marketing, production,
HRM, purchasing, and so on are influenced by external factors of both a general and
operational kind.

® An examination of the marketing and HRM functions reveals the importance of the wide
range of external influences that can impinge upon these day-to-day areas of organi-
sational work.

® |nvestigations of otherfunctional areas withinithe,organisation would produce a similar
picture.

>

%

finance, adva %ategy

1ess development an

ely to prove an |

) division will be split |nto four

gs: operating systems, devices

ons and services, cloud and
ibility for running the mai

the new organisation wiI@ested in

ed senior executive team.

Commenting in 2013, the Guardian wsted that
they were reminiscent of the reorganl

When an org%tion’s fortune ar to change for
the worse, is always a temptation to seek 3
remedy thr@a change in senior personnel a
in the overall structure of the enterprise (e.g. lead
professional football teams in Europe seem to c
managers fairly regularly when results go badly).
Whether this is_invariably a good idea is open to
question. rters see it as a way of revitalisi
business bw' ing in new faces with new idea
challenging existing ways of thinking and working
critics freque@wrtray it as ‘rearranging the
deckchairs on nic’, a failure to address the undertaken by its rival Apple the pr: year. This, it
fundamental pro facing the organisation. Ti suggested, had been designed to%rage even
will tell which of th viewpoints applies to . greater collaboration between )$s aspects of the
global business exa thls case study. business: the world-class ha%
its services teams.

engineering, 1

ts software and

In 2013, faced With trable shift in
consumer demand awayf d towards This was the m organlsatlon in
tablets, smartphones and touc here it Microsoft’s Ion$hi he company seems to

was struggling to compete with co rea ow it organizes employees every yeatr,
Apple and Google — Microsoft Chief Executlv WI a implemented each July. Microsoft
Ballmer announced a major reorganisation of the announced two reorganisations in 2017, first of its

business. Aimed at promoting faster innovation and a  cloud, enterprise and artificial intelligence sections,
much sharper focus on meeting consumer needs, and most recently of its sales divisions. Much of the

Ballmer heralded the demise of the S\almlp I = r&Vlbd

approach favoured by his predecessor (Bill

ehffiyBlower than expected sales of

erd are Euc as tablets and PCs, and greater than
which was evidently seen as creating a hier. rcﬁ rso s of cloud computing services based at

structure of competing businesses, each with its own
strategy and with separate finance and marketing
teams. The centrepiece of the 2013 arrangements
was the organisation of the business on the basis of
function. Instead of divisions, Microsoft operated via a
number of functional groupings, including

its own data centres, such as Azure. In 2020 and
2021, both reorganisations refocused the companies
deployment of resources to support cloud services
and sales. In particular Microsoft Azure, its cloud
services platform, has been both an engine of growth
and a source of demand for more staff.



Review and discussion questions

Existing structure can sometimes be an aid and Case study questions
sometimes an obstacle to a firm achieving its strategic
objectives. Where the latter is the case, a partial or
even radical restructuring of the organisation may be
a necessary condition for putting the business on the
right track. As this series of reorganisations has 2 Why is a decision to restructure an organisation

shown, arrangements need constant review to make nlikely to prove a ‘sufficient condition’ for its future
sure that businesses are able to suit the n : @ N@

&Y
demands of the market. $ - ; o

deal with unding from newﬁting
return for 5 . together companiesgin these

Cook can profi th a seller

1 What are thought to be the main advantages of
restructuring an organisation that is facing
problems?

The travel t Thomas Cook
the Chinese pany Fosun i

per cent of+ts company, Tho
control o@) Méditerranée (Club Med) from
Fosun Group, operating its hotels directly rath
just profiting from selling bookings at the desti
The new partnership has also enabled Thoma
to draw on the knowledge of its new partners
develop unities in the Chinese market,
as accessto the other company’s assets.
Thomawook plans to develop further part
to gain access 16 more resorts, destinations an
markets wit regional operators. It may als

ight Thomas Cook look for in new

rtners, and can you id@ any likely
rators in this market?

2 How might a large company’s st re have to
adapt to incorporate an acqui ain, as hap-

pened with Thomas Cook and & ed?

meant by this term and how can feedback influence the process of transforming ‘inputs’
into ‘output’?

2 Shoulda gm’s internal structure be infl encad by.considerations of management or by

e maBMP IR REQVIARA Via
3 Examine ways in WhHicha in©deaDeonment can influence one of the following

functional areas: finance or production or research and development.

4 Describe the structure of an organisation with which you are familiar (e.g. through
employment or work experience), indicating why the organisation is structured in the
way it is. Are there any alternative forms of structure the organisation could adopt?
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1 As a student on a business-related course, you have decided to get some
practical experience of the business world by running a small venture with a
number of colleagues which you hope will also earn you enough income to
support you during your time at ‘ollege or university. Your idea involves printing

and selling customgﬂs at institution and possibly to a wider
market. ignan 0 €0 S trugture which you feel will help
yo@ ur objectives, indicating your rati choosing such a

nd t i

he formal pattern of relationships bet iduals.

élf-selecting groups of three or four, identify an organis

ongthat you feel has
bureaucratic structure. Produce a report indicating: ,

re, management a@erations
q (b) the the working of p

@ Give examples to suppo

(@) those featur
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