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Scanning the Environment 

 

External Macro Environment 

 

The external macro environment consists of all the outside institutions and forces that have an 

actual or potential interest or impact on the organisation's ability to achieve its objectives: 

competitive, economic, technological, political, legal, demographic, cultural, and ecosystem. 

These forces are completely non-controllable. These forces require a response in order to keep 

positive actions with the targeted markets. An organisation with an environmental management 

perspective takes aggressive actions to affect the forces in its marketing environment rather 

than simply watching and reacting to it.  

 

 

Competitive Environment 

Adopting the marketing concept means that an organisation must provide greater customer 

value than its competitors. It is definitely important that you understand your customer. But it 

is more important that you understand your customer better than your competitor. Being good 

is not good enough if a competitor is better. It is impossible for an organisation to develop 

strong competitive positioning strategies without a good understanding of its competitors and 

the strengths and weaknesses of the competitors. 

 

Three levels of competition exist.  

1. Direct competitors are firms competing for the same customers with the similar 

products (ex. grocery stores).  

2. Competition exists between products that can be substituted for one another (ex. 

margarine instead of for butter).  

3. Competition exists among all organisations that compete for the consumer's 

purchasing power (ex. entertainment). 
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There are 4 types of competition: 

 Pure competition: This type of competition is characterised by many firms all selling 

identical products, and no one firm is powerful (ex. FMCG sector).   

 Monopolistic competition: This is characterised by a large number of firms selling 

slightly differentiated products (restaurants).  

 Oligopoly: This has a small number of firms selling that can act collusively (ex. long 

distance telephone providers). 

 Monopoly: This is a single firm selling in the market for which there is no close 

substitute (ex. railways).  

 

Economic environment 

The economic aspect of a nation has a major impact on the marketing strategies of the 

organisations. Because the economic environment consists of factors that affect consumer 

purchasing power and spending patterns. Depending on these two the marketing has to design 

the strategies. Economic factors include business cycles, inflation, unemployment, interest 

rates, savings pattern, debt, credit availability and income. Nations vary greatly in level and 

distribution of income and industrial structure. There are 4 types of economic structures  

 

Subsistence economies: In this type of economy, the vast majorities of people engage in simple 

farming, consume most of their output and barter the rest for simple goods and services. Many 

African countries and in India some tribes engage in this type of economy, which offers very 

little opportunities for the marketers. 

 

Raw material exporting economies: These economies are rich in some natural resources but 

poor in other economic respects. They earn by exporting these resources. Presently middle-east 

countries are prime examples of this type of economy. 

 

Industrialising (developing) economies: These economies produce a considerable amount of 

products on their own. Hence instead of importing finished products, they mostly import raw 

materials, technology and high-end equipments. A small rich section and a growing middle 

class create excellent opportunity for the marketers. India is currently in this stage of economy.  
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Industrial (developed) economies: These economies produce most products with the help of 

indigenous high-level technology and export to each other and also to other types of economies 

in exchange of money or raw materials and semi-finished materials through barter arrangement. 

 

Changes in major economic variables have a significant impact on the marketplace. For 

example, income affects consumer spending which affects sales for organisations. According 

to Engel's Laws, as income rises, the percentage of income spent on food decreases, while the 

percentage spent on housing remains constant. People spend, save, invest and try to create 

personal wealth with differing amounts of money. How people deal with their money is 

important to marketers. Trends in the economic environment show an emphasis on global 

income distribution issues, low savings and high debt, and changing consumer-expenditure 

patterns. If you consider access to telephones, clothes washers, dryers, microwaves, etc., there 

is little visible difference between the poor and non-poor. Indeed, recent figures indicate that 

the affluent are shopping at discount stores, having adopted some of the shopping habits of 

those with less income. 

 

Technological Environment 

Technology is the knowledge of methods to perform certain tasks or solve problems pertaining 

to products and services. The basic elements of the technology continuum are formed from the 

information on product design, production techniques, quality assurance measures, human 

resource development and management systems. Technology transfer covers several issues, 

which includes developing and marketing of technology, selection of technology, mechanism 

and process, economic, political and legal aspect, and government policies. The complexity of 

technology transfer depends on the nature of industry, the technical and commercial aspect 

involved. The technological environment refers to new technologies, which create new product 

and market opportunities. Technological developments are the most manageable 

uncontrollable force faced by marketers. Organisations need to be aware of following trends in 

technological environment: 

1. Accelerating pace of technological change 

2. Unlimited opportunities for innovation 

3. R&D budgets 

4. Increased regulation of technological change 



 
 
 

Scanning the Environment Page 4 
 

The companies have to use new technologies in order to turn these advances into opportunities 

and a competitive edge. Also the companies must analyse the technological environment and 

the technology options available. It has to keep pace with the changing technology of the 

country in which it is operating because the technology of a country has an impact on the 

technology of the firm also. A thorough study by many companies have proved the fact that 

every organisations technology needs cannot be met solely through their own engineering and 

R&D. usually each technology requirement is subject to the make-or-buy decision and 

judicious mix of indigenous and imported technologies is used. Also the firm has to do a careful 

investigation of the rules and regulations of the government in regards to technology. 

Government may or may not support the use of modern technologies depending on the 

situations and the impact of use of the particular technology in question. On the other hand at 

the same time several levels of technologies are available in the market. A firm has to 

judiciously choose the most appropriate one. The factors that one should consider in the choice 

of technology are as follows: 

 Product competitiveness and market potential 

 Customer preferences 

 Speed of introduction of new products and processes. 

 Comparative study of technology gap between India and the rest of the world. 

 Availability of technology for import in strategic areas 

 Suitability of technology in the context of organisational culture 

 Outflow of resources, foreign exchange etc. 

 

Technology has a tremendous effect on life-styles, consumption patterns, and the economy. 

Advances in technology can start new industries, radically alter or destroy existing industries, 

and stimulate entirely separate markets. If you consider the evolution of typesetting, it has 

stated with manually typesetting and having passed stages like typewriter and DTP, the latest 

advancement is Voice Recognition Software (VRS) through you only need to speak before the 

computer and it will do the rest. The rapid rate at which technology changes has forced 

organisations to quickly adapt in terms of how they develop, price, distribute, and promote 

their products. If they do not do it, they will perish. Do you see any pager company now that 

has been the centre of attraction 20 years ago?  

 

But technology advancement posses some risks also for the firms. The natural disasters are 

being replaced by technological disasters. Advances in technology is increasing the complexity 
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of systems, thereby increasing the uncertainty in predicting the untoward events. The main risk 

factors in complex systems are low-probability and high-security events. Firms cannot always 

be protected from the exposure to risks by state-of-the-art security and recognition and 

integration of organizational factors. Signatures can be forged and encrypting devices can be 

broken into. It is a well-known fact that electronic fraud, credit card abuse, ATM thefts already 

exists. Today a robber can rob the bank without entering into the bank. Today devastating 

viruses are entering the system damaging huge databases. The new technology also has a 

significant influence on an individual’s right to privacy. Data collected over a period of time 

may be used to trace the consumption and lifestyle behaviours of individuals, who may prefer 

to keep such information private. 

 

Technological advancement is a continuous process and so is pollution. This is compounding 

the existing pollution problem. The pollution caused by technological advances is not always 

confined to a single nation. One good example of this is the Chernobyl nuclear power plant 

disaster in the former Soviet Union. This catastrophe polluted the Kiev River in Ukraine, the 

main water source for over 40 million people and left many agricultural lands of many countries 

unusable. Many other effects are still emerging. 

 

Political Environment  

The political environment includes governmental and special interest groups that influence and 

limit various organisations and individuals in a given society.  

 

The term political environment connotes diverse happenings, such as civil difficulties, acts of 

terrorism against businesses (Kidnapping) and conflicts between countries in a particular 

region which may be a one-time occurrence like the war of India and China or perennial 

problems like India and Pakistan. Business is influenced by the political happening within the 

country and in national and international political activities. Today’s organisations rely on a 

thorough review of the political environment before committing themselves to a new market 

in a foreign country.  But political changes and upheavals may occur at any point of time after 

an international marketer has made a commitment and has established his business. 
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Political stability has been found to be one of the most crucial variables that companies consider 

when planning overseas venture. Unstable political activity subjects foreign businesses to risks 

such as violence, expropriation, and restriction of operations and restriction on repatriation of 

capital and remittances of profits.   

 

Governments can be classified in two ways: Political System and Economic System. 

 

Political System: knowledge of the different forms of government can help one appraise 

political climates. According to this system government can be Parliamentary (open) or 

Absolutist (Closed). The parliamentary form of government consults people from time to time 

for the purpose of learning their opinion and preferences. Absolutists dictate the regime and 

government policies without consulting the citizens.  

 

Government can also be classified on the bases of number of political parties that are 

represented in it: 

 

 Two Party System where two strong parties take turn controlling the government, though 

there are several other parties 

 Multiparty system where there are several political parties, none of which is strong enough 

to get hold of the government. 

 Single Part System where there is only one dominant party. 

 Dominated One Party System where the dominant party does not allow any opposition and 

does not provide any alternative parties for the people to choose from. 

 

According to the economic system the classification is concerned with the native of business 

ownership. There can be three types of systems 

 Communism: this philosophy holds that all resources should be hold and shared by all 

people for the benefit of the society. 

 Socialism: the degree of government control that occurs under socialism is somewhat less 

than under communism. The government in this case owns and operates the basic, major 

industries but allows private owner ship of small businesses. 

 Capitalism: people motivated by private gains are allowed to produce goods and services 

for public consumption under competitive conditions. There is freedom of choice for both 

consumer and marketer. 
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Considering the political impact on business there can be three types of politics tat a business 

may face. It can be Foreign Politics i.e. politics associated with local or host country. There 

can be Domestic Politics that exist in the company’s home country. And fina lly International 

Politics, which refers to the interaction of the overall political environment factors of two or 

more countries. 

 

Political environment has a major impact on the operation of the firms. The firms operate as 

per the economic policies and the industrial policies, which in turn depend on the political 

scenario and the ruling party.  Also for the proper functioning of the firm the political stability 

is essential.  

 

Factors, which contribute to the political instability, are:  

 

 Social disorder caused by economic hardship, internal dissension, and insurgency and 

ideological, racial, and cultural differences. 

 Attitude of nationals are also at times responsible for political instability when there is some 

inherent hostility towards some major problem. 

 The changing attitudes of the host country towards foreigners also cause unrest. 

 

Social and religious organisations, media and pressure groups are all part of political 

environment. Organisations hire lobbyists to influence legislation and run advocacy ads that 

state their point of view on public issues. Special interest groups have grown in number and 

power over the last three decades, putting more constraints on marketers. For instance, both 

plastic and jute industries are lobbying for mandatory cement and sugar packaging. The public 

expects organisations to be ethical and responsible. An example of response by marketers to 

special interests is green marketing, the use of recyclable or biodegradable packing materials 

as part of marketing strategy.  

 

Real Life Case Scenario 

Liquor and tobacco advertisement regulation  

The advertisement of alcoholic liquor is prohibited in a number of countries including India. 

The statutory warning that “Cigarette smoking is injurious to health” is a must in advertisement 

as well as on the packaging of cigarettes. Similarly baby food advertisements must necessarily 

inform the potential buyers that breast milk is the best for an infant.  
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Legal Environment 

Along with the political environment a business has to operate within the legal environment 

also. The term legal environment refers to laws that govern the setting up and operation of the 

business. A domestic firm must follow the laws and customs of its home country. Organisations 

must operate within a framework of governmental regulation and legislation. Government 

relationships with organisations encompass subsidies, tariffs, import quotas, and deregulation 

of industries. For an international business the task is more complex: as it must obey not only 

the laws of its home country but also of all the host countries it operates in. diverse legal system 

can pose significant challenges for business. An understanding of the legal environment in the 

host country and knowledge of the international business market is therefore necessary for 

those involved in any business. The legislation regulating the business is ever increasing. Over 

the past few years a number of laws concerning business and industry have placed themselves 

in the statute books. Following are the areas of business legislation: 

 Corporate affairs 

 Consumer protection 

 Employee protection 

 Sectoral protection 

 Corporate protection 

 Protection of society 

 Regulation on product, price and distribution 

 Controls on trade practices 

 Protecting national firms 

 

Every business has to understand the legislation of their country and adapt to it but the 

multinational corporations have to understand and adapt to the legislation of all those countries 

in which they are operating. Most effective are the marketing strategies if the MNCs start the 

understanding of these legislation even before entering a country and take all the decisions 

starting from whether to operate in that particular country or not.   

 

For understanding the varying legal philosophies among countries, legal systems can be 

categorised as common law and statute law. Common law also called British Law is followed 

by some 25 countries including India, U.K., U.S. A., Canada etc. this legal system depends 
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heavily on precedents and conventions. These are tradition oriented and judgements are based 

on previous court decisions. Status Law, also known as code or civil law, guide countries by 

embodying the main rules of the law in legislative codes. Hence there is strict and literal 

interpretation of the law under this system.  

 

As with political environments, legal environments can be domestic, foreign or international.  

 

 In domestic legal environment the laws of the home country govern the businessperson, 

which can affect both imports and exports of products like narcotics, dangerous drugs, toxic 

substances etc. 

 Foreign legal environment: once a product crosses a national border, it becomes subject to 

an entirely different set of laws and a new enforcement system. The product and foreign 

market operations come under the purview of the foreign law and enforcement system, the 

marketer has to comply with the requirements of the foreign law. 

 International Legal Environment: the international legal environment is a combination of 

various legal systems and laws of various nations put together.    

 

Intellectual property Rights are another important aspect of legal environment, which needs to 

be understood by any business. Intellectual property refers to ideas that are translated into 

tangible products, writings and so on and that are protected by the state for a limited period of 

time from “unauthorized commercial exploitation”. It can be in terms of patent laws, which 

can be followed by some countries as the first-to-file principle and by others as first-to-invent 

principle. It can also be in form of a trademark, which is a word, symbol or device that identifies 

the source of goods and may serve as an index of quality. So it is used primarily to differentiate 

or distinguish a product or service from another. It can be copyrights, which protect original 

literary, dramatic, musical, artistic and certain other intellectual works.  

Laws play a role regarding entry into foreign markets takes several forms including tariffs, 

anti-dumping laws, export or import licensing, investment regulations, legal incentives and 

restrictive trading laws. A tariff is a tax that a government levies on exports and imports. With 

a view to protecting local industries most governments often pass laws against dumping, as it 

can be a problem for developed and developing countries alike. Many countries have laws that 

call for exporters and importers to obtain licenses before engaging in trade across national 

boundaries. Many countries have laws and regulations governing foreign investments. This is 

to limit the influence of multinational corporations and to achieve a pattern of foreign 
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investment that contributes most effectively to the realization of the host country’s economic 

objectives. In most developing countries investments are designed to attract foreign investment. 

In few cases the regulation of investment through incentives schemes is still the only significant 

regulation of foreign investment. Restrictive trading laws are usually referred to as non-tariff 

barriers to international trade. Many governments adopt such measures as to restrict imports or 

artificially stimulate exports. The different types of non-tariff barriers are: Customs and entry 

procedures, standards, specific limitations, import changes and other measures such as 

voluntary export restraints, orderly marketing agreement etc.  

 

Forms of business organisation: we will see the different forms of business organisation. We 

need to understand these because there are many legal aspects to setting up of any firm 

depending on its type. 

 

 Proprietary concern or sole trader: The simplest and oldest form of business organisation 

is the individual or sole proprietorship. It is a one-man organisation owned and operated 

by a single individual who decides policies and holds title to all its activities. The liability 

for the sole trader for the obligations of the enterprise is unlimited, his personal assets may 

be seized to repay the debts of the business if capital invested in the enterprise is not 

sufficient to meet the liabilities. Thus the individual proprietor owns all and risks all. 

 Partnership: A partnership is a voluntary association of two or more persons to carry on, 

as co-owners, a business for profit. All partnership firms in India are governed by Indian 

Partnership Act, 1932. Section 4 of the act defines a partnership as “the relations between 

persons who have agreed to share the profits of a business carried by all or any of them 

acting for all”. The agreement between the partners may be oral or in writing. The written 

agreement is called Article of Partnership or Partnership Deed. With the death, insolvency, 

insanity or retirement of a partner in a firm the partnership is dissolved unless there is a 

contract to contrary. An important feature of partnership is that each partner is a general 

agent for the business and may make contracts that will bind the firm. Another important 

feature of partnership is the unlimited liability of the partners.  

 Joint Stock Company: A joint stock company is a form of organisation that aims to 

mobilize a large amount of capital and to ensure highly sophisticated managerial skill. It 

is subject to the provisions of the Indian Companies Act, 1956. It has been defined as an 

association of many persons who would contribute money or money’s worth to a common 
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stock and employ it for a common purpose. The salient features of a joint stock company 

is as follows: 

 Distinct legal entity 

 Liability of members 

 Perpetual succession 

 Separation of ownership and management 

 Common seal 

 

 

Regulatory Environment 

Regulations throughout the world primarily seek to ensure that quality and fairly priced 

products are available from reliable producers and service providers. A competitive market 

should be able to ensure that quality and fairly priced products are made available. Government 

intervention in the form of regulations is most needed to ensure that producers and service 

providers are reliable. In many developing countries an additional goal may be promoting the 

domestic industry and ensuring that the national industries contribute to overall economic 

development. Thus an understanding of the regulatory environment, the policies, the 

restrictions, the concessions available and so on are necessary for every business operating 

within the country as well as in the global business market. 

 

The government of any country plays an important pole in almost every national economy of 

the world. The relationship between the government and the economy has undergone almost a 

revolution since the Great Depression of the 1930s. The age of “laissez faire” also called the 

era of free enterprise was based on the assumption that every individual act as a rational being 

tries to get the greatest satisfaction from life for oneself and in this process, contributes towards 

the greatest possible satisfaction of the society. The classical economists believe in the non-

interference with economic and business activity. Later developments after the industrial 

revolution shook public faith in this rather idealistic doctrine the laissez faire led to the 

concentration and ownership of industrial empires in the hands of a small number of people. 

The government revised their ideas about the role of the state in relation to economic activity. 

The state could no longer be a passive spectator to the economic scene where business was 

uncontrolled and unregulated. The outbreak of the First World War declared the end of the 
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“laissez faire” and since then the government has been assigned a more positive role in the 

economic affairs of a country. While the state control of economy is a universal phenomenon, 

the extent and nature of control vary widely between nations. In most of the capitalist countries, 

the state regulates economic activities and operations of business and industries though the 

ownership and control vests mostly in the private hands. In totalitarian countries and other 

communist countries, the government has gone to the extent of taking over complete control 

of economic activity. Production and consumption is determined by the state and whole the 

economy constitutes the public sector. In the mixed economy the government plays a dual role 

in relation to private business and private enterprises co-exist with government enterprises. The 

government also plays the role of a regulator. Some of the important forms of private enterprise 

by the government are as follows: 

 

 General direction and regulation of investment activity in private enterprise 

 Regulation of investment location, size and expansion of individual enterprises and specific 

industries through industrial licensing. 

 Regulation of monopolies and unfair and restrictive trade practices through legislation  

 Regulation of prices of commodities and industrial products through legislative authority 

 Regulation of wages and bonus of employees in private sector. 

 Regulation of corporate management 

 Regulation of specific forms of business activities likes speculation in shares or 

commodities or imports/exports. 

 

An important part of regulatory power of the government relates to control over private 

enterprises. The government has the power to fix control and regulate the prices of materials 

under the Industrial (Development and Regulation) Act, 1991. The aim of government 

intervention should be maximise society’s welfare. One widely accepted method of ensuring 

this is based on the goal of an efficient allocation of society’s resources. Another concept is 

Pareto-improvement according to which, if resources can be reallocated in a way that makes at 

least one person better off without making anyone else worse off, we have the Pareto-

improvement situation. 

 

Thus the regulatory environment is also very important for a business to understand as this will 

help in formulation of strategy depending on the degree of intervention of government. 
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Demographic Environment 

Demography is the study of population characteristics that are used to describe consumers. 

Demographics tell marketers who are the current and potential customers, where are they and 

how many are likely to buy what the marketer is selling. Demography is the study of human 

populations in terms of size, density, location, age, sex, race, occupation, and other statistics. 

Demographic factors are necessary for designing insurance products, for conducting market 

research and for formulating appropriate marketing strategies. Changes in the demographic 

environment can result in significant opportunities and threats presenting themselves to the 

organisation. Major trends for marketers in the demographic environment include:  

1. Explosive population growth  

2. Ethnic and educational mix  

3. Educational groups 

4. Household patterns 

5. Shift from a mass market to micro markets 

6. Geographical shifts in population 

 

Since human population consists of many different kinds of people with different tastes and 

preferences, they cannot be satisfied with any one kind of product. Moreover they need to be 

divided in homogeneous groups with similar wants and demands. For this we need to 

understand the demographic variables, which are traditionally used by marketers to segment 

the markets. 

 

Income: Income determines purchasing power and status. Higher the income, higher is the 

purchasing power. Though education and occupation shapes one’s tastes and preferences, 

income provides the means to acquire that. 

Lifestyle: It is the pattern of living expressed through their activities, interests and opinion. 

Lifestyle is affected by other factors of demography as well. Lifestyle affects a lot the purchase 

decision and brand preference. 

Sex: Gender has always remained a very important factor for distinction. There are many 

companies, which produce products and services separately for male and female. 

Education: Education implies the status. Education also determines the income and 

occupation. With increase in education the information is wider with the customers and hence 
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their purchase decision process is also different. So the marketers distinguish and group people 

as per the education.  

Social Class: It is defined as the hierarchical division of the society into relatively distinct and 

homogeneous groups whose members have similar attitudes, values and lifestyles. It also 

involves individual’s occupation ownership of properties and income level and heritage and 

his local standings. 

Occupation: This is very strongly associated with education and income. Ones occupation 

provides status. However the type of work one does and the type of individual one works with 

over time also directly influence one’s values, lifestyles, and all aspects of the consumption 

process. Media preferences, hobbies and shopping patterns are also influenced by occupational 

class. 

Age: Age can be very useful as factor for distinction among the customer. It is the most 

frequently used demographic variable. There has been a recent complexity of the age factor. 

The world’s population is growing older rapidly. The situation is quiet complex considering 

the differences in the international patterns of age trends, the variability of age patterns of age 

patterns, and of relationships among age groups. The international pattern of age trend has 

various implications as different cultures respond to aging trends in different ways.  

 

Real Life Case Scenario 

Johnson and Johnson 

In many countries across the world the demand for baby products have been affected because 

of the decline in birth rates. In order to overcome this problem Johnson and Johnson have 

repositioned their product like baby shampoo and baby soap by promoting them to adult 

segment as well, particularly to women.  

 

Cultural environment  

Cultural forces are the most difficult uncontrollable variables to predict. It is important for 

marketers to understand and appreciate the cultural values of the environment in which they 

operate.  

 

Defining culture in simple terms is very difficult. Hoebel however has defined culture as the 

integrated sum total of learned behaviour traits that are shared by members of a society. Culture 



 
 
 

Scanning the Environment Page 15 
 

is also said to be a learned behaviour and not biologically transmitted. Culture is considered as 

distinctive way of life of people. Sir Edward Tylor said, “Culture is that complex whole that 

includes knowledge, morals, belief, art, law, customs and any other capabilities.  The 

characters integral to the definition of culture are as follows: 

 

 It is learned, i.e. people acquire it over time. 

 It is interrelated that is one aspect of culture say religion is related to other aspect say 

marriage. 

 It is shared that is tenets of culture extends to other members of the group 

 

Culture is the combined result of factors like religion, language, education and upbringing. 

Culture in general does not change as they are deeply rooted. But this has a major impact on 

the lifestyle and purchase behaviour of the people. Let us see the elements that build up the 

cultural environment.  

 

Language: The ability to speak is a typical to human being, which differentiates them from 

animals. People speak so many languages that it has become one of the major distinguishing 

factors of culture. The language is used to communicate and translate the environment. The 

language has two parts, one spoken and the other silent. The spoken part is the verbal language 

and silent part is non-verbal. Language in general is a combination of the two. Language is 

often referred to as the mirror of the culture.  

Aesthetics: The art, drama, music folklore and architecture present in a society is called the 

aesthetics. The aesthetic values of a society shown in attributes like design sign colour, 

expression, symbol, movements emotions and postures, could mean a lot to a business manager 

designing a product to suit the local cultural set up. 

Religion: According to Terpstra and David religion refers to a community’s set of beliefs that 

relate to a reality that cannot be verified empirically. The religion of a person shapes his choice 

and hence his purchase decisions. That is why a business manager has to understand this fact 

and respect their buying motives. An MNC also adapts the local religious taboos and shapes 

its products and services as per that.  

Education: Education helps in carrying culture from one generation to another. The level and 

quality of education and that in comparison to the other country has an impact on the MNCs.   
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The cultural environment is made up of forces that affect society's basic values, perceptions, 

preferences, and behaviours. Changes in cultural environment affect customer behaviour, 

which affects sales of products. Trends in the cultural environment include individuals 

changing their views of themselves, others, and the world around them and movement toward 

self-fulfilment, immediate gratification, and secularism. People absorb a worldview that 

defines their relationship to themselves, others, organisations, society, nature and universe. 

The trends that we see in this environment are: 

1. High persistence of core cultural values 

2. Existence of subcultures 

3. Shifts of secondary cultural values through time 

 

Hence it is very essential that a marketing person understand the cultural significance before 

going in for any strategy.  

 

Cultural has a large impact on the consumption habit of people. Since culture is homogeneous 

within a group, so there are similarities in their choices, which need to be catered to. 

Consumption patterns and lifestyles are dictated by the culture and the evidence is there 

throughout the world. In Thailand and China and to some extent in India beef consumption is a 

religious taboo, whereas it is most common food in United States of America and Japan.  

Culture also guides the thought process people. The communication process also has an 

influence from the culture. These factors are to be accepted by any business organisation. 

 

Real Life Case Scenario 

Kellogg’s 

The early failures of Kellogg’s in India are due to its lack of understanding the Indian tastes 

and preferences. Earlier, Kellogg’s was to position its products for the entire family. But Indian 

breakfast is heavier and cornflake was perceived to be the breakfast of westernised taste. Also 

in India, for many people breakfast is the substitute for lunch. Kellogg’s failed in all these 

aspect. This has forced company now to position their product for children (and now women) 

as a source of complete nutrition and health. 
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Social Environment 

Man being a social animal, interacts with others regularly. Most of the time our social 

behaviour and relationships are motivated by the desire to satisfy our needs. While discussing 

social environment we need to discuss certain elements that make up the social environment.  

 

Society: a group of people who share institutions, which we classify as political, economic, 

religious etc., is called society. A society is the largest membership group. Generally a society 

has a defined territorial boundary but exceptions like Gypsies are also there. Language and 

religion are the most important factors that identify the society. The implication for this is that 

no human in a society can act at his own will. He or she has to co-ordinate with others.  

 

Social class: The members of the society are grouped into a hierarchy of distinct classes, so 

that the member of each class has approximately equal position in the society with other 

members of the same class. God created everybody alike but they got differentiated into class 

when they formed society. Following are the characteristic features of social class: 

 Social class is not determined by any single factor. It is thus multi-dimensional because 

it is based on various components.  

 Social classes are divided into upper and lower class. When there is a free movement 

of people from one class to another it is called open system. When movement is 

restricted i.e. social class is determined by birth it is closed system. Thus social class 

is dynamic 

 Generally classes are very restrictive. People do not interact freely with people from 

other class. 

 Social classes are ranked as upper social class and lower social class. 

 All belonging to the same social class has similar tastes and preferences, likes and 

dislikes 

 

Group: Two or more people who interact to accomplish either individual or mutual goals are 

called a group. We can also define group as two or more individuals who share a set of norms 

values or beliefs and have certain implicitly defined relationships to one another such that their 

behaviours are interdependent. Following are the characteristics of a group: 
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 Every group gives its members a rank or an ascribed position as perceived by the 

other members of the society. This is called status. Associated with status are some 

rights and duties also. 

 Every group also has some set standards and rules which may be unwritten but well 

understood. They are called norms. 

 With every status in a group there is a behaviour pattern associated. For example one 

who is playing the role of a student has to go to school or college and study. In a 

group though there are no stringent restrictions but one is rewarded for playing the 

role and one punished if any non-conformity to roles is there. 

 

Socialisation: It is the process by which a new member learns values norms and expected 

behaviour patterns of the group he is entering. It is an ongoing process. For example, a student 

when enters the school has to adapt as per that school. The person when marries and settles 

with spouse enters into married life and this is another socialization. 

 

Power: it is defined as a force that results in a behaviour that would not have occurred if the 

force had not been present. It also refers to the degree of personal choice a person enjoys or his 

influence over others. Different types of power are as follows: 

 Reward power: it is based on perception one has about another’s ability to reward him. 

Marketers use reward power directly or indirectly to influence customers.  

 Coercive power: this is the power to influence behaviour through punishment or by 

withholding rewards. Marketers can use this power effectively in certain situations. 

Advertisers selling insurance etc. plays on fear. 

 Legitimate power: this power stems from the fact that some group can have legitimate 

rights to exert power. In marketing charitable institutions when asks to go for polio 

drops are using this power. 

 Expert power: this power results from the expertise gained in due course of time, either 

by an individual or group. Many companies selling health drinks, toothpaste etc. show 

the expert power by giving expert opinions in favour of use of their products. 

 Referent Power: this power is based on a person’s or a firm’s or a product’s 

attractiveness or appeal. Advertisers use referent power in promotions by encouraging 

consumers to be like, or do the same thing as, the individual advertising in the brand. 
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Family: A family is a household of people related by blood or marriage. More specifically we 

can define a family as husband and wife with or without never-married children, living together 

in the same dwelling. A household may contain two generations of people. A family has the 

responsibility of ensuring the economic well-being of its members. It needs to provide: 

 Economic well being 

 Emotional support 

 Suitable family lifestyle 

 Socialisation of children and other family members. 

 

Thus the social environment consisting of the above elements is very crucial for a marketer to 

be understood as many purchase decision is based on this. The global firms need to understand 

the social environment before they start operating in any country, as they will have to adapt to 

the social norms also along with the cultural norms. 

 

Tax Environment  

Government intervenes in business markets via taxation. Tax is a compulsory contribution 

imposed by government, irrespective of the exact amount of service rendered to the taxpayer 

in return, and not imposed as penalty for any legal offence. In business, understanding of the 

taxation environment within the country of its operation is crucial since taxation affects 

business both directly and indirectly. The government intends taxation for three general 

purposes: 

 To raise revenue 

 To promote economic goals 

 To promote social goals 

 

The features of an ideal tax policy are as follows: 

 

 Equity: Equity in taxation also called “vertical equity” means that taxpayers must 

contribute their fair share in taxes.  
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 Neutrality: Economic neutrality also called horizontal equity should be a characteristic of 

an ideal tax system. Governments should tax economically equivalent entities, products 

and services equivalently. The neutrality aspect should ensure that the tax system 

 Does not benefit one industry at the benefit of others 

 Is not favourable to one set of competitors within a single industry  

 Does not influence any firm’s choice of production factors or product outputs 

 

 Simplicity: the common features of a simple tax system should be 

 It should not be complex to administer 

 The costs of collection of taxes should be low. 

 Firms and individuals should not be able to avoid it easily 

 Taxpayers should be able to comply with the provision of law without undue 

expenditure of time and money  

 It should be in keeping with the country’s level of development and the 

sophistication of its administrative apparatus.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                      

 

Thus the tax environment becomes very important for a business to maintain the accounts.  

 

 

Ecosystem Environment  

The ecosystem refers to natural systems and its resources that are needed as inputs by marketers 

or that are affected by marketing activities. A country economic growth depends on production, 

which in turn depends to a large extent on the availability of natural resources. If they are not 

available then the implications are cost to the government. Also the firms are now more 

concerned about the environmental well-being. Green marketing or environmental concern or 

consciousness about the physical environment has intensified in recent years. The major 

problems that we are facing now as a result of industrialisation are: 

1. Shortage of raw materials 

2. Increased energy costs 

3. Increased pollution levels 

4. Changing role of governments 
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To avoid shortages in raw materials, organisations can use renewable resources (such as 

forests) and alternatives (such as solar and wind energy) for non-renewable resources (such as 

oil and coal). Organisations can limit their energy usage by increasing efficiency. Goodwill can 

be built by voluntarily engaging in pollution prevention activities and natural resource. Along 

with this climate also is an important factor. The climatic condition determines the demand of 

the customers living in those regions. So an in depth study of the climatic condition is must to 

decide the production location and marketing territories.  

 

 

External Microenvironment 

The external microenvironment consists of forces that are part of an organisation's marketing 

process but are external to the organisation. These micro-environmental forces include the 

organisation's market, its producer-suppliers, and its marketing intermediaries. While these are 

external, the organisation is capable of exerting more influence over these than forces in the 

macro-environment.  

 

The Market 

Organisations closely monitor their customer markets in order to adjust to changing tastes and 

preferences. A market is people or organisations with wants to satisfy, money to spend, and the 

willingness to spend it. Each target market has distinct needs, which need to be monitored. It 

is imperative for an organisation to know their customers, how to reach them and when 

customers' needs change in order to adjust its marketing efforts accordingly. The market is the 

focal point for all marketing decisions in an organisation.  

Consumer markets are individuals and households that buy goods and services for personal 

consumption. Business markets buy goods and services for further processing or for use in their 

production process. Reseller markets buy goods and services in order to resell them at a profit. 

Government markets are agencies that buy goods and services in order to produce public 

services or transfer them to those that need them. The federal government is the largest buyer 

in the United States. International markets consist of buyers in other countries. 
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Suppliers 

Suppliers are organisations and individuals that provide the resources needed to produce goods 

and services. They are critical to an organisation's marketing success and an important link in 

its value delivery system. Marketers must watch supply availability and monitor price trends 

of key inputs. If there is a breakdown in the link between the organisation and its suppliers, the 

result will be delays and shortages that can negatively impact the organisation's marketing 

plans. On the other hand, positive and cooperative relationships between the organisation and 

its suppliers can lead to enhanced service and customer satisfaction. 

 

Marketing Intermediaries 

Like suppliers, marketing intermediaries are an important part of the system used to deliver 

value to customers. Marketing intermediaries are independent organisations that aid in the flow 

of products from the marketing organisation to its markets. The intermediaries between an 

organisation and its markets constitute of a channel of distribution. These include middlemen 

(wholesalers and retailers who buy and resell merchandise). Physical distribution firms help 

the organisation to stock and move products from their points of origin to their destinations. 

Warehouses store and protect the goods before they move to the next destination. Marketing 

service agencies help the organisation target and promote its products and include marketing 

research firms, advertising agencies, and media firms. Financial intermediaries help finance 

transactions and insure against risks and include banks, credit unions, and insurance companies.  

 

Marketing Information  

External environmental sources provide raw data for marketers to develop into actionable, 

marketing information. Environmental forces create challenges and opportunities for the 

organisation. Marketers must react and adapt to changes in their external environment. 

Globalisation is an example of an opportunity for an organisation. Improving technologies, 

such as transportation and communications, have enabled companies to expand into global or 

worldwide markets. Marketers must learn to deal effectively with multiple cultures and 

political systems in the midst of rapidly changing markets and technology. They must be able 

to anticipate this changing environment and develop the competencies at all levels in their 

organisations to embrace this dynamic future. 

 

 


