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48  TOPIC 1 • Nature of business
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   3.1  Introduction 
 Your school is part of your learning environment: the surrounding conditions in 
which you learn. You have some degree of control over the factors that make up 
part of your learning environment, such as the subjects you choose to study, extra-
curricular activities you participate in, and your interactions with teachers and 
other students. There are many other factors within your learning environment, 
however, over which you have little control but that have a direct infl uence on your 
learning. This includes such factors as the syllabus subject matter, the introduction 
of new technology and the changes in government education policies. As a student, 
you are part of an ever-changing and complex learning environment within which 
you must manage your education.  

    CHAPTER 3

Influences in the business 
environment  

   FIGURE 3.1  Your learning environment is made up of factors over which you have some 
control and other factors over which you have little control. 

  3.2  Business environment 
 No business — similar to students — operates in isolation. Businesses also have 
to deal with an ever-changing environment in which they operate. What happens 
in the larger business environment may have a direct infl uence on many other 
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fi rms. If interest rates increase, for example, then some businesses may not be able 
to afford to purchase new equipment. Alternatively, reduced competition in the 
market may result in some businesses increasing their individual market share and 
profi tability. All business decisions about how and what to produce are affected by 
the environment in which the business operates. 

 Successful business managers have a good understanding of the environment 
in which the business operates. This allows them to respond positively to changes 
that take place and prepare for the impact such changes will have on their business 
operations. 

 The   business environment   refers to the surrounding conditions in which the 
business operates, and can be divided into two broad categories: external and 
internal (see  fi gure 3.2 ).  
•   The   external environment   includes those factors over which the business has 

little control, such as government policy, technology, economic conditions and 
social attitudes.  

•   The   internal environment   includes those factors over which the business has 
some degree of control, such as products, location, resources, management and 
business culture.    

 The factors that make up the business environment are not constant and certain. 
They are continually undergoing change, and a business must keep ‘in tune’ with 
the changes and adapt its operations accordingly. 

  3.3  External influences 
 Changes in the external environment make it necessary for managers to make 
adjustments to business operations. This may include the introduction of new 
government regulations that require the business to make adjustments; for example, 
all businesses will need to respond to some type of carbon reduction scheme that 
will result in organisations paying for the carbon pollution they generate in order 
to reduce carbon pollution and eventually create a more sustainable economy. 
 Figure 3.3  outlines the main external infl uences on a business.  

  3.3.1  Economic influences 
 Imagine your local shopping centre to be a small-scale representation of the 
Australian economy. Now, imagine what would happen to the businesses within the 
shopping centre if all their customers decided to shop at another centre for a day.

 BizWORD 
  The   business environment   refers 
to the surrounding conditions in 
which the business operates. It can 
be divided into two broad categories: 
external and internal.  

  The   external environment   includes 
those factors over which the business 
has very little control.  

  The   internal environment   includes 
those factors over which the business 
has some degree of control.  

 eLesson: Dinte Group 
(eles-0834)  

Resources

External in�uences Internal in�uences

In�uences in the business environment

If the business can respond positively to these in�uences, it can achieve pro�t.

   FIGURE 3.2  Infl uences on business 
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Economic disaster! If this situation continued for a month then the centre’s 
businesses would close, employees would be laid off, and landlords and suppliers 
would not be paid. Eventually, as the ‘economy’ plunged into a recession, 
business owners would lose confidence in the economy’s future. However, at the 
rival shopping centre, new businesses would open, many new jobs would be 
created, landlords and suppliers would gain new customers, and the confidence 
of the local business owners would soar. The ‘economy’ of this shopping centre 
would boom.

Although such an extreme situation would not happen in reality, the Australian 
economy does experience economic cycles of ‘booms’ and ‘busts’. These periods of 
high and low economic activity are referred to as the business cycle. After a period 
of prosperity, business activity gradually slows until a recession or depression is 
reached. Eventually, business picks up again until prosperity is restored. This com-
pletes the cycle. These cycles are a basic feature of our economic system.

Economic forces have an enormous impact on both business and customers. 
They influence a business’s capacity to compete and customer’s willingness and 
ability to spend. The following figure shows the impact of each phase of the eco-
nomic cycle on a business’s performance.

BizWORD
Economic cycles (or business 
cycles) are the periods of growth 
(‘boom’) and recession (‘bust’) that 
occur as a result of fluctuations in the 
general level of economic activity.

BizFACT
A commonly cited reason for small 
business failure is adverse economic 
conditions. Some statistical research 
on reasons why small businesses fail 
revealed that 12.4 per cent of small 
businesses fail due to inflation and 
economic conditions.

Recovery — key features
• Increasing consumer spending
•  Business expectations 
   increasingly optimistic
•  Increasing business investment 
•  Sales and profits rising
•  Unemployment falling

Peaks — key features
•  Wages and salaries at high levels
•  Business operating at full capacity
•  Sales and profits at highest levels
•  Low level of unemployment
•  Inflation may increase
•  An increase in consumer spending

Troughs — key features
• Wages and salaries at low levels
• Business operating at below 
   full capacity
• Sales and profits at lowest levels
• Consumer spending at lowest
   levels
• High level of unemployment
• Inflation may remain stable
 or fall
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Recession — key features
• Decreasing consumer spending
•  Business expectations 
   increasingly pessimistic
•  Decreasing business investment 
•  Sales and profits falling
•  Unemployment rising

Trough

FIGURE 3.4 The economic or business cycle
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FIGURE 3.3 External influences on business
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Information on economic growth, inflation trends, average weekly earnings, 
 consumer confidence, interest rates, consumer spending and unemployment 
 provide businesses with insight into economic trends. This information on the level 
of economic activity allows businesses to predict possible threats to, and opportu-
nities for, business activity.

No economic system works perfectly all the time under all conditions, and the 
Australian economy is no exception. The level of economic activity does not remain 
at a constant level; it fluctuates (moves up and down) over time. In other words, 
total production, incomes, spending and employment rise and fall.

The state of the economy has a great impact on business. The policies imple-
mented by the government are aimed at keeping the economy growing steadily, 
without putting pressure on inflation (prices) and wages. The economy is also 
affected by overseas trends — changes in trade, investment and currency levels 
all affect Australia’s level of economic activity. The continued growth and devel-
opment of China’s economy has benefited Australian businesses in relation to 
exports. Many businesses are supplying not just raw materials such as coal, but 
finished products and, to a greater extent, quaternary services such as education 
and training.

When economic problems start to appear, we as consumers become more 
 cautious with the way we spend our money and our overall confidence begins to 
fall (see figure 3.5). The reduced spending has an impact on business owners — 
they find profits falling and cost cutting must occur if they are to survive. Unfor-
tunately, this cost cutting can be in the form of retrenching workers; therefore, 
the economy falls further into recession. Alternatively, when there is evidence of a 
growing economy, confidence returns. The consumer is more willing to purchase 
consumer or luxury goods, which in turn sees spending levels rise and business 
profits improve.

BizFACT
In 2017, household spending grew 
faster than household income, which 
propelled economic growth to 0.8 per 
cent in June. This led to a 4.6 per cent 
decline in household saving. Wages 
and salaries grew just 2.1 per cent 
over the year, an increase driven by a 
jump in the number of hours worked 
rather than pay increases.

Recessionary cycle

Evidence of a
contracting economy

is seen with rising unemployment,
decreased economic growth and

stabilising or falling in�ation.

Cost cutting must
occur. Workers may be

retrenched, adding
to the economic

 problems. 

Consumers become
more cautious.

Spending and consumer
con�dence fall.

Reduced spending by 
consumers affects 

business as pro�ts fall.

‘Boom’ cycle

Evidence of an expanding economy
is seen with falling unemployment,

increased economic growth and rising
in�ation.

Business can
increase production

and will require
workers. 

Consumer con�dence
returns and 

spending increases.

Increased spending will
increase business pro�ts. 

FIGURE 3.5 The recessionary and ‘boom’ cycles. The government uses its economic policies to stabilise the economy and 
reduce the fluctuations in the business cycle. It can do this by using monetary and fiscal policies.

One important factor to consider in terms of economic cycles is that not all 
businesses experience a downturn in revenue and sales during a recession; nor do 
they necessarily experience an upswing in trade during a ‘boom’ period. The busi-
nesses most susceptible to the ‘swings’ are those selling consumer or luxury goods, 
as consumers will cut back on these when they reduce overall spending. Some 
businesses fare very well during a recession, for example ‘bargain shops’ or other 
clearance outlets.
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3.3.2 Financial influences
There have been enormous changes in global financial markets over the past 30 years.

Deregulation of Australia’s financial system began in 1983 and it continues to 
undergo change. This has resulted in a more flexible, market-oriented approach 
across the financial sector. A substantial number of new banking products have 
emerged, aimed at the business sector. The process of financial deregulation has 
resulted in the opening up of the financial industry to greater competition.

A main source of finance for business is debt finance. Debt finance is signifi-
cantly influenced by the level of interest rates. As interest rates increase, businesses 
will become more cautious in relation to taking on extra debt. On the other hand, 
as interest rates drop, then businesses will take on more debt.

Due to globalisation of the world’s financial markets, it is no longer necessary 
for many large Australian businesses to use only domestic financial institutions for 
the raising of finance. For example, News Limited, the global media company, can 
access finance from worldwide sources.

Global financial markets themselves have undergone rapid change over the last 
decade. Developments in communications technology have enabled the phenom-
enon of global financial transactions. Global financial speculators may now easily 
make transactions spread across the globe.

BizWORD
Deregulation is the removal of 
government regulation from industry, 
with the aim of increasing efficiency 
and improving competition.

BizFACT
In April 2018, the Reserve Bank of 
Australia (RBA) left the cash rate on 
hold at a record low of 1.5 per cent 
for the eighteenth consecutive month, 
providing little indication of when it will 
allow interest rates to rise.

Four qualities that support success in a bust period

A recent study of the resilience capabilities of 400 small to medium enterprises in 
Queensland identified several key capabilities that supported success in the bust 
period and beyond. These are proactiveness, connectedness, adaptation, and 
access to “slack” (or readily available) resources.

Proactive small firms that grow in the post-boom era are those that actively seek 
new product and service niches and reorient aspects of their business accordingly. 
They tend to be the first to initiate competitive actions such as introducing innovative 
products that are new to the industries they serve. They are quick to recognise new 
business opportunities based on rigorous marketplace analysis. They fully support 
new forays by reorganising business structures and investing in new capabilities.

Connected small firms actively cultivate and maintain business network 
partnerships. They are more likely to see their income increase during lean economic 
times because they curate and maintain diverse networks to mitigate against 
market demand fluctuations. By directly engaging with customers and suppliers, 
well-connected firms actively plan for potential market disruptions, proactively 
monitor the overall health of industry, and even conduct scenario planning exercises 
to test their assumptions in each of these areas.

Essentially, it appears that robust external network connections provide the basis 
from which firms can see, anticipate and exploit market trends.

Adaptive businesses find workable solutions to new challenges and accommodate 
market disruptions by using existing resources in new ways and by quickly shifting 
things around to ensure that customers are never let down — no matter what.

Perhaps most important, businesses with slack resources are more hopeful to 
survive into the future. Active investment in good times in spare equipment, facilities 
and other production capacity, accruing finances and building and maintaining 
new staff that are not tied to the existing business, but rather are looking for new 
opportunities, is therefore crucial.

Source: Jerad A. Ford, John Steen & Martie-Louise Verreynne, ‘Four qualities that helped small  
businesses survive the end of the resources boom’, The Conversation, 28 July 2016.

SNAPSHOT QUESTIONS
1. Describe the four capabilities that support business success in a bust period.
2. Determine which quality you believe is most important for a business to 

ensure survival in a bust period.

SNAPSHOT

❛ . . . proactiveness, 
connectedness, 
adaptation, and 
access to “slack” . . . 
resources. ❜
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3.3.3 Geographic influences
Two major factors that have an enormous impact on business activity are Australia’s 
geographic location within the Asia–Pacific region and the economic growth in a 
number of Asian nations, especially China. They provide challenging opportunities 
for business expansion, sales and profit.

Further changes that are likely to have a profound effect on business activity in 
Australia originate from changing demographic factors. Demography is the study of 
particular features of the population, including the size of the population, age, sex, 
income, cultural background and family size. Changes in any of these factors can 
lead to changes in demand levels and the nature of products and services.

A major demographic issue that has a considerable impact on businesses 
is changes in the age structure of our population. Commonly referred to as the 
‘greying’ of the Australian population, baby-boomers — people born between 1946 
and 1964 — are now reaching retirement age, meaning that there are more elderly 
people living in the community than ever before. This will cause some skill short-
ages in the workforce as well as an increase in demand for age-related services 
such as health and aged-care. Any change in population growth will also have 
major implications for Australian businesses, as research shows there is a clear link 
between population levels and economic growth.

The National Sustainability Council’s report in 2013 predicts that the number of 
retirees will almost double over the next 20 years, straining taxpayer spending on 
pensions, health and aged care. They suggested increasing the retirement age to  
70 as a way to make baby-boomers work longer, since they believe Australia won’t 
have enough people working and paying taxes to support all the retirees and 
people on welfare. Another recommendation put forward to increase the 
participation rate of older workers was to support more flexible working 
conditions and encouragement or incentives for older workers.

BizFACT
Between 1995 and 2016, the 
proportion of people aged 65 years 
and over increased from 11.9 per cent 
to 15 per cent of the population. This 
is expected to grow to 22 per cent by 
2056. In addition, the proportion of 
people aged 85 years and over almost 
doubled from 1.1 per cent of the total 
population in 1995 to 2 per cent in 
2015.

BizFACT
In the May 2009 Federal Budget, the 
Australian government announced 
that the age pension age would 
increase to 67 years of age from 
2023. It will remain at 65 for anyone 
born before July 1952. The first shift 
upwards in Age Pension age will 
occur in 2017 when the eligibility age 
increases to 65.5 years, and then in 
six-month increments every two years, 
until it reaches the age of 67 in 2023.

FIGURE 3.6 Australia’s ageing 
population will have a significant 
impact on businesses and the 
economy. For example, once people 
retire, their spending patterns change. 
Consequently, businesses need to 
market products to suit the changing 
preferences of their customers.

Another important geographical influence is that of globalisation. We live 
in a global world, rather than a world limited by national borders. Consider 
the news and entertainment we receive from around the planet, the clothing 
and footwear brands being sold worldwide, the rapid telecommunications 
access to all parts of the globe, and the large number of products Australia buys 
and sells on the world market. The Earth is a global community whose individual 
members are linked through the mechanism of international trade: the buying and 
selling of goods and services between nations.

BizFACT
Globalisation has not been welcomed 
by everyone. Critics argue that the 
process results in a ‘race to the 
bottom’ in wages and conditions. 
This inevitably leads to exploitation 
of workers, especially in developing 
countries, and the loss of jobs in 
developed countries.
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FIGURE 3.7 Harry’s Café de Wheels 
is an iconic pie cart located on 
Cowper Wharf Road in Sydney. The 
café was founded in 1938 and there 
are now ten other carts operating in 
Sydney and Newcastle. The business 
recently expanded into China, with 
plans to build hundreds of pie carts 
across the country over the next 15 
years. The owner, Michael Hannah, 
has worked with business partners 
in China to ensure that the sites and 
food are authentically Australian. The 
majority of ingredients are currently 
sourced in Australia and shipped 
monthly to China.

This process has been strengthened by the impact of globalisation: a pro-
cess that sees people, goods, money and ideas moving around the world 
faster and more cheaply than before. Globalisation, assisted by the techno-
logical revolution in communications and computers, is radically altering the 
shape of world markets, as well as the nature of business and everyday life 
(see the following Snapshot).

BizWORD
Globalisation is the process that 
sees people, goods, money and ideas 
moving around the world faster and 
more cheaply than before.

SNAPSHOT

❛ Globalisation presents 
both threats and 
opportunities for 
business. ❜

The influence of globalisation on business

Globalisation is the process by which the world is becoming increasingly 
interconnected as a result of massively increased trade and cultural exchange. It 
involves reducing the barriers limiting free movement of business, trade, investment 
and labour across national borders. The process of globalisation has had a significant 
impact on businesses, some of which are summarised below.

• Increased competition: Globalisation has led to increased competition. 
Customers now have a multitude of choice in the market, therefore each 
business has to continuously improve its products and standards or create 
more value for customers in order to remain competitive.

• Expanded markets: Today, even small businesses can easily go global. The 
wide use of the internet and other technologies makes it possible for most 
businesses to access the global market and start selling products to other 
countries. As soon as a business has a website, it becomes visible to the 
world and this could lead to higher demand for its products. Globalisation can 
therefore help businesses grow bigger.

• Greater customer expectations: Consumers are now exposed to a much 
larger variety of goods and services, and this affects their expectations. 
Consumers are now very selective when it comes to factors such as quality, 
service and price. Businesses need to meet these needs, otherwise they will 
experience a decrease in sales as customers find cheaper or better quality 
products elsewhere.

• Economies of scale: By selling globally, businesses should be able to 
increase sales, which will result in an increase in production. These businesses 
will then be able to take advantage of economies of scale. When production 
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3.3.4 Social influences
Rapid identification and response to changes in tastes, fashions and culture can 
lead to sales and profit opportunities, and business growth. Failure to respond to 
social changes can threaten business stability and viability.

Three social issues are leading to significant change or have the potential to influ-
ence major change in business practices. The first concerns a growing awareness 
of our vulnerable environment. Over the past decade, Australians have become 
aware of a number of practices that lead to deterioration in the environment. This 
awareness has led to a call for businesses to adopt environmentally sustainable 
practices. Environmental sustainability means that business operations should be 
shaped around practices that consume resources today without compromising 
access to those resources for future generations. Many businesses have put in place 
strategies to reduce and minimise waste, recycle and reduce their carbon footprint. 
Those businesses that are not socially and environmentally responsible can face a 
consumer backlash if customers find out. At the same time, many consumers will 
reward those businesses who are environmentally responsible by purchasing more 
of their products. In recent years, many companies are increasingly disclosing their 
environmental protection policies.

The second social issue that is leading to significant change is a growing desire 
for businesses to provide family friendly workplaces. There is a growing belief that 
 businesses must support families, and the provision of better childcare options and 
more flexible hours are increasingly being considered by businesses. Conflict between 
work and family responsibilities is a key factor causing women to leave businesses 
and this high turnover is expensive for business. Consequently, businesses have been 
under pressure to implement family-friendly workplace practices that assist employees 
and, at the same time, reduce the associated costs to employers.

BizFACT
As more and more people select 
healthier food options, fresh and 
perishable foods like produce and 
deli-prepared items are booming 
and the organic goods sector has 
almost doubled. Packaged goods 
companies, on the other hand, are 
struggling to survive the shift.

BizFACT
In 2017, Woolworths and Coles 
announced plans to phase out   
single-use plastic bags over the 
next twelve months to prove they 
are committed to taking their 
environmental responsibilities 
seriously.

is increased, fixed costs can be spread more thinly over a greater volume 
of sales, allowing firms to lower their costs, improve efficiency and raise 
profitability. This makes them more competitive.

•  Location flexibility: Businesses can take advantage of low-cost labour 
and other resource expenses and move their production or other facilities 
elsewhere to achieve savings. Cheaper resources contribute to cheaper costs, 
which in turn contributes to larger profits for the business.

• Cheaper materials: Globalisation enables businesses to seek out the 
cheapest materials and supplies from around the world, allowing them to be 
cost competitive. This is referred to as global sourcing. These cost reductions 
should lead to increased revenue for the business.

• Diversification: Globalisation spreads business risk. For instance, if the 
economy, government regulations or supply issues etc. in one country have 
a negative impact on a business, that business can still find success in other 
markets to offset the losses experienced. Globalisation provides businesses 
with some level of insulation from slumping performance in one region.

• Access to better labour: Global companies have access to a much greater 
pool of talent, which should lead to improved business performance.

Globalisation presents both threats and opportunities for business. Globalisation 
is not going away, therefore, businesses need to implement strategies to minimise 
the potential threats that emerge, as well as take advantage of the opportunities that 
arise from globalisation.

SNAPSHOT QUESTIONS
1. Identify the impacts of globalisation on business.
2. Recommend strategies businesses can implement in order to manage the 

impacts of globalisation.
3. Determine other impacts of globalisation that exist besides those mentioned.

BizFACT
Recent analysis by the OECD found 
that among working Australian 
mothers aged 25–45 years, 45 per 
cent work part-time and four-fifths of 
those that work part-time cite family 
reasons for doing so. They also work 
very short hours on average—less 
than 20 a week. Australia’s relatively 
high childcare costs are a major 
contributing factor to the high number 
of mothers who do not work.
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FIGURE 3.8 The Fair Work Act 2009 
provided employees with a legal right to 
request flexible working arrangements. 
This request forms part of the National 
Employment Standards (NES). Certain 
employees have the right to make 
a request, e.g. a parent of a child 
who is of school age or younger, a 
carer, someone over 55 or someone 
experiencing violence from a member 
of their family. A request can only 
be refused on reasonable business 
grounds.

Small business gets flexible to retain quality workers

Small businesses that invest in paid parental leave and other work–life balance 
programs are more likely to retain quality employees, a survey has found.

Charles Sturt University’s Stacey Jenkins looked at how 219 small and medium-sized 
enterprises across Australia tried to improve work–life balance for their employees.

The most common practices were flexi-time, which gives employees more control 
over which hours they work; additional paid parental leave; support benefits, and  
on-site care arrangements, such as dedicated breastfeeding areas.

‘If the employers were offering these it could have positive impact, with employees 
being more likely to take fewer sick days,’ Jenkins said.

She said the research showed how important paid parental leave schemes are in 
maintaining a high quality workforce.

‘Without them, it poses a real difficulty in employees being able to meet the needs 
of their families but also being able to stay within the workforce,’ she said.

‘For employers, the major benefit is in attracting and retaining staff, especially for 
employers in non-metropolitan areas where there’s a limited pool of qualified employees.’

The study found that all employees, not just those with families, could benefit from 
such programs.

‘For younger workers or those who don’t have children or caring responsibilities, 
there’s still a need for them to manage their stress levels.’

Barbara Pocock, Director of the Centre for Work and Life at the University of South 
Australia, said increased flexibility is a growing trend for all businesses.

‘Flexibility is certainly increasing and we know that many employers, including small 
businesses, understand that they have to respond to what their employees want in 
terms of work patterns,’ she said.

‘A lot of small businesses have invested in their employees, who know their 
business really well. They don’t want to lose those people.’

‘That’s partly because of the changing nature of the workforce with one in two 
workers now being women,’ she said. ‘But it’s also about making the best of the people 
who have experience and qualifications in the business that they’re trying to grow.’

Stacey Jenkins’ research has been submitted to the International Journal of 
Human Resources today.

Source: Megan Clement, ‘Small business gets flexible to retain quality  
workers’, The Conversation, 15 November 2012.

SNAPSHOT QUESTIONS
1. Identify some of the ways in which businesses can help employees improve 

work–life balance.
2. Discuss the advantages and disadvantages for businesses of investing in 

work–life balance programs.

SNAPSHOT

❛ . . . the major benefit 
is in attracting and 
retaining staff . . . ❜
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The third social issue that is leading to significant change is the growing belief 
that businesses must cater for workplace diversity. Employees will have different 
issues that may be related to gender, age, language, ethnicity, cultural background, 
disability, sexual orientation and religious belief. Businesses are required to effec-
tively manage a diverse range of employees and cater for their specific needs. 
A business that becomes known as fair and equitable will also have a better chance 
of attracting and retaining staff. A diverse workforce could lead to increased morale, 
creativity and productivity, giving the business a competitive edge.

SUMMARY
• Business environment is influenced by both internal and external factors.

 – The external environment includes those factors over which the business has 
very little control.

 – The internal environment includes those factors over which the business has 
some degree of control.

• External influences on business include: economic, financial, social, legal, 
political, institutional, technological, competitive situation and changes in the 
market.

• Economic influences on a business relate directly to their economic environment, 
which is dependent on changes in economic growth. These changes are 
characterised by boom and recessionary periods in the economic cycle.

• Changes in the global and domestic financial markets will influence the cost 
of borrowing money and therefore directly affect the level of investment by a 
business.

• Three major geographical factors that affect business activity are:
 – Australia’s geographic location within the Asia–Pacific region
 – changing demographic factors
 – the process of globalisation.

• Social influences, such as changes to fashion and culture, have the capacity to 
affect business sales and profits. 

• Three social issues that have had a significant impact on business practices 
include the growing awareness of the environment, the growing desire for 
businesses to provide family-friendly workplaces and the growing belief that 
businesses must cater for workplace diversity.

3.3.5 Legal influences
Too much government interference! Too much red tape! Too many regulations! 
These are familiar cries from many business owners who face an increasing number 
of legal obligations in every aspect of their businesses. Today, small to medium 

BizFACT
In 2017, NAB conducted research 
exploring what matters most for 
Australian SMEs. Their research 
revealed that while 65 per cent of 
SMEs are confident Australia will 
continue to be a great place to 
operate a business, the burden of 
red tape and taxation is holding 
them back. Sixty-nine per cent 
cited that the pressure of complying 
with quarterly BAS and all the other 
day-to-day administrative and 
regulatory challenges is impeding their 
success.

FIGURE 3.9 Businesses that 
embrace diversity are more innovative 
and open to change, since people 
from a wide range of backgrounds are 
able to bring different perspectives. 
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businesses face levels of regulation similar to those faced by large businesses. While 
most business owners are willing to comply with regulations, compliance is often 
time consuming and costly, and regulations can be confusing and contradictory.

Society expects business owners to abide by the laws of a country. Consequently, 
it is essential that they have a sound working knowledge of the laws that will affect 
their operations (so that they avoid penalties), and that they understand and accept 
the legal responsibilities they owe to all stakeholders. All levels of government 
impose legal responsibilities on businesses and these laws govern every aspect of a 
business’s life.

In the past two decades, a large number of new statutes were introduced, which 
have had a major impact on business conduct. This legislation includes laws on tax-
ation, industrial relations, work health and safety, equal employment opportunity, 
anti-discrimination and protection of the environment.

An area of law that has significantly altered business conduct is the  Competition 
and Consumer Act 2010 (Cwlth), which applies to virtually all businesses in 
 Australia. It is administered by the Australian Competition and Consumer 
 Commission (ACCC), which is an independent statutory authority. The ACCC 
operates nationally for the enforcement and administration of competition and 
consumer protection laws. A breach of any of the consumer protection provisions 
of the Competition and Consumer Act can result in the ACCC taking criminal 
proceedings against the business concerned. The Act allows the courts to impose 
penalties of up to $1.1 million for companies, and $220 000 for individuals who 
breach the Act.

 Weblink: Australian Competition 
and Consumer Commission

Resources

FIGURE 3.10 The ACCC took ticket reseller Viagogo to court in 2017 for breaching the 
Australian Consumer Law after receiving more than 400 complaints against the company in 
one year alone. The ACCC alleged the company misled consumers by making representations 
on their website that tickets to certain events were scarce and likely to run out soon. This 
created a sense of urgency, even though tickets were still available through other sources. The 
ACCC also alleged Viagogo inflated prices and did not disclose additional fees.

3.3.6 Political influences
Government policies have a considerable impact on the business environment (see 
figure 3.11). Major political change can lead to business uncertainty or business 
confidence. As governments at all levels in Australia regularly face elections, there 
is an element of politics in most major issues that affect the business environment.
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A political influence that is having an enormous impact on Australian business 
operations is the policy of free trade. Free trade policies mean that barriers to trade 
are removed. One such barrier to free trade is a tariff: a tax levied on imported 
goods. In recent years tariff rates have generally been lowered, meaning that some 
businesses have been unable to compete with the cheaper imported item and have 
gone out of business. Other firms have survived the removal of tariffs and compete 
well with similar imported products that are sold in the Australian marketplace.

3.3.7 Institutional influences
There are three main institutional influences on business, including government, 
regulatory bodies and other groups such as trade unions and employer associations.

Labour market reforms
• Decentralisation of wage determination
• Free trade policies and agreements
• Changes to skilled immigration policies
• Changes to penalty rates

Environmental management
• Environmental regulations on businesses to 
   reduce carbon emissions
• Banning plastic bags and other disposable
   products

Social reforms
• Paid parental leave
• Gender workplace diversity – 
   requirements to have women 
   on Board of Directors
• Equal pay

Taxation
• Goods and services tax (GST)
• Company tax cuts
• Tax incentives to keep jobs 
   within the country

Current political
issues affecting

business

FIGURE 3.11 Current political issues affecting businesses

• Federal
• State
• Local

Institutional in�uences

Government
Regulatory

bodies

• EPA
• NSW Fair
 Trading
• ASIC
• ACCC

• Employer
 associations
• Trade and
 industry
 associations
• ASX

Other

FIGURE 3.12 Institutional influences on business

Government
Australia has three levels of government: federal, state and local. Each level of 
government imposes a range of regulations on businesses to standardise and 
protect their dealings with consumers and competitors.

BizWORD
Regulations are rules, laws or orders 
that businesses must follow.
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Regulatory bodies
A regulatory body is one that is set up to monitor and review the actions of 
businesses and consumers in relation to certain issues (such as advertising) and the 
appropriate legislation. This is to ensure that businesses conduct themselves fairly 
in relation to the consumer, the community and other businesses. A number of 
regulatory bodies operate in New South Wales and Australia. They include:
• the NSW Environment Protection Authority
• NSW Fair Trading
• the Australian Securities and Investments Commission
• the Australian Competition and Consumer Commission.

The roles of these regulatory bodies are summarised in table 3.1.

TABLE 3.1 Major regulatory bodies in New South Wales and Australia

Regulatory agency Role

NSW Environment 
Protection Authority 
(EPA)

• Primary environmental regulator for NSW
• Aims to improve environmental performance and waste 

management for NSW through a wide range of programs and 
initiatives.

• Offers advice and incentives to help businesses improve their 
environmental performance.

• Governed by the Protection of the Environment Administration 
Act 1991

NSW Fair Trading • Is the NSW consumer protection agency
• Provides information and assistance to all consumers and 

business owners on areas such as fair and ethical practices
• Services to business include:

 – business licence information, e.g. real estate agents, 
builders, car dealers

 – information for builders and tradespeople that covers their 
responsibilities and offers assistance in relation to disputes 
between themselves and clients/contractors

 – product safety standards
 – trade measurements relating to scales/scanners used to 

weigh and measure products.

Australian Securities 
and Investments 
Commission (ASIC) 
(federal)

• Monitors market integrity and provides consumer protection in 
areas such as payment systems and financial services such as 
investment advice.

• Aims to ensure all businesses comply with the industry 
standards and codes of practice.

• Operates the Business Names Register that allows people to 
register, renew and search business names nationally

BizFACT
In 2016, the EPA commenced 
prosecution action in the Land and 
Environment Court against waste 
transporter Dib Hanna for alleged 
illegal dumping offences. He was 
charged with eight repeat waste 
offences. Each charge carries a 
maximum penalty of $250 000 and/or 
two years’ imprisonment.

FIGURE 3.13 Some business laws relating to the levels of government

Federal government

Federal government obligations include:
•  payment of taxes for employees 

(earning above the minimum  
taxable income level) and for 
businesses with company tax  
and GST

•  provision of employee superannuation
•  observance of customs regulations
•  abiding by relevant legislation that 

would affect business operations.

State government

State government obligations include:
•  provision of employee entitlements, 

including workers compensation, work 
health and safety (WHS) requirements, 
award rates of pay and entitlements

•  payment of payroll taxes
•  abiding by relevant state legislation  

(e.g. health, trade practices, 
employment)

•  abiding by pollution controls.

Local government

Local governments (city, municipal and 
shire councils) have control over the 
following business activities:
•  approving new development and 

alteration (to an existing building) 
applications

•  fire regulations
•  parking regulations (e.g. provision of 

parking by new businesses)
•  size, location and shape of business signs.

 Weblink: NSW Environmental 
Protection Authority

 Weblink: NSW Fair Trading

 Weblink: ASIC

 Weblink: ASIC

Resources
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TABLE 3.2 Other institutional influences on businesses in Australia

Employer 
associations

• Developed in response to the growth of trade unions
• Represent the interest of employers
• Assist employers in the following ways:

 – formulating policies in line with union activities
 – acting on behalf of employers in negotiating enterprise or 

collective agreements
 – promoting industry, trade and commerce
 – providing submissions, advice and information to governments.

Trade and 
industry 
associations

• National bodies that represent larger groups of employers (e.g. 
lobbying government on certain issues)

• Examples include:
 – Australian Chamber of Commerce and Industry (ACCI)
 – National Farmers’ Federation
 – Australian Industry Group.

Trade unions • Main aim was to improve working conditions and pay rates.
• Union membership declined substantially in the past 20 years 

because of:
 – new legislation that outlaws compulsory unionism
 – changes to work patterns (increased part-time and casual 

work)
 – workplace agreements
 – privatisation and restructuring of union-dominated industries.

Australian 
Securities 
Exchange

• Operates a sharemarket where companies can raise funds by 
issuing shares in the company.

• A business lists itself with the Australian Securities Exchange to 
become a public company. The main reason for this is to raise 
extra capital, usually for expansion and development.

BizFACT
Employer associations are more 
likely to be involved in unionised 
workplaces, and in mining, 
manufacturing, wholesaling, health 
and community services sectors.

BizFACT
Unions can force a business to 
change its operations or adjust 
its planning. In 2013, the CFMEU 
organised a protest against the 
construction company Grocon, 
calling for them to improve their 
safety standards. More than 5000 
construction workers stopped work 
to march through Melbourne’s CBD 
to highlight concerns over safety 
standards on their work sites.

3.3.8 Technological influences
Global technological innovation has increased at a remarkable pace, revolutionising 
the workplace and every aspect of daily life. With appropriate technology, businesses 
can increase efficiency and productivity, create new products and improve the 
quality and range of products and services. The use of hi-tech robotics in many 
manufacturing industries is improving productivity, reducing operating costs and 
eliminating many boring and repetitious tasks (see figure 3.14). Rapid advances 
in information technology (IT) have reduced communications delays and allow 
suppliers and customers to interact over great distances.

Regulatory agency Role

Australian 
Competition 
and Consumer 
Commission 
(ACCC) (federal)

• Is an independent statutory authority that administers the 
Competition and Consumer Act 2010. This includes 
monitoring of:

 – anti-competitive and unfair market practices such as the 
misuse of market power (e.g. blocking competitors from 
entering the market), exclusive dealing and resale price 
maintenance

 – mergers and acquisitions that could decrease the level of 
competition

 – product safety and liability
 – misleading and deceptive advertising.

• It operates nationally for the enforcement and administration of 
competition and consumer protection laws.

Other institutional influences
In addition to government bodies, other institutions affect how businesses operate 
in Australia. Some of these are shown in table 3.2.
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New communications technologies allow information to be rapidly transmitted 
to an ever-increasing number of customers with a speed that now makes communi-
cation almost instantaneous. Since the introduction of fibre-optic cables and digital 
information transmission in the mid 1980s, the speed and capability of transferring 
communications data has allowed businesses to reorganise their structure and has 
fundamentally changed workplace practices.

A business that wants to be locally, nationally and/or globally competitive must 
adopt the appropriate technology. If slow to use and exploit technology, a business 
is likely to fail: the competition will strive to capture greater market share and 
develop a sustainable competitive advantage.

Ride-sharing company Uber has transformed the taxi industry through its inno-
vative use of technology. Uber’s mobile app connects customers who need to travel 
with nearby drivers who are willing to transport them. Uber was founded in 2009 
and has grown rapidly. It now operates in hundreds of cities in over 60 coun-
tries around the world. In many countries, other taxi companies have responded 
to Uber by implementing their own technologies, such as hailing apps, and chal-
lenging the legality of some of Uber’s services.

It is impossible to predict the future, but it is expected that over the next five 
to ten years we will live with more internet-connected devices, including com-
puters, phones, appliances, vehicles and robots. This will generate huge amounts 
of data, presenting a challenge to businesses — what data is useful and what is 
not? The ability to analyse this big data will also present opportunities for busi-
nesses. There is no doubt that technology will become smarter, meaning that 
robots and computers will replace more workers completing dangerous, repeti-
tive or mundane jobs. Many businesses will take advantage of 3D printing and 
wearable technology. Driverless vehicles are already in use in industries such as 
agriculture and mining. More people will be using autonomous vehicles, and it is 
likely that pay-per-use will be gradually replacing car ownership. This provides 
opportunities for more people to work creatively while they are being driven to 
their destination.

BizFACT

Technological influences have led to 
the closure of DVD rental stores and 
CD retailers. Improvements in the 
speed and capacity of the internet 
have led to consumers using online 
mediums such as Netflix and music 
download services to access content.

BizFACT

Innovations in technology have 
changed the way consumers access 
news content. Fairfax Media Ltd was 
proactive and adapted their business 
operations to accommodate these 
changes in the external environment 
that could have destroyed their 
business. To respond to these trends, 
Fairfax developed a portfolio of tablet 
and smartphone apps, as well as 
leading websites and digital channels, 
which led to the renewal of the 
company.

BizFACT

According to a major report, Australia’s 
Future Workforce?, published in 
2015 by the Committee for Economic 
Development of Australia, 40 per cent 
of jobs in Australia—about 5 million of 
them—are likely to be automated in the 
next 10 to 15 years.

FIGURE 3.14 In 2017, a McKinsey 
& Company study found that about 
30 per cent of tasks in 60 per cent of 
occupations could be computerised 
and millions of jobs could be taken 
over by robots. Those professions that 
are most at risk are those which are 
on some level routine, repetitive and 
predictable, e.g. telemarketing, tax 
preparers and fast food cooks.
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Australian jobs that could be replaced by technology

Technology could make almost 40 per cent of Australian jobs, 
including highly skilled roles, redundant in 10 to 15 years, a new 
report has found.
The Committee for Economic Development of Australia (CEDA) report highlighted the 
need for more funding and a cooperative approach to prepare for huge changes in 
the workforce.

Almost five million jobs face a high probability of being replaced in the next two 
decades, while a further 18.4 per cent of the workforce had a ‘medium probability’ of 
their jobs being eliminated, the report found.

CEDA chief executive Professor Stephen Martin said the world was on the cusp of 
another industrial revolution being driven by technology, and it was not just low-paid, 
manual jobs at risk.

‘What we’ve found is that going right through to dentists, and clergy and chemical 
engineers — and, dare I say, even editors or newspaper proprietors and, heaven 
forbid, even economists — all of these are in grave danger of perhaps outliving their 
usefulness,’ Professor Martin said.

The report said jobs that involved ‘low levels of social interaction, low levels of creativity, 
or low levels of mobility and dexterity’ were most likely to be replaced by automation.

While automation had already replaced many jobs in manufacturing, agriculture 
and mining, in the coming decades industries such as the health sector would also 
be impacted, it was found.

‘Health is an especially significant area likely to be impacted, through automation in 
clinical data and predictive diagnostics (analysis roles), to robotics assisting in areas 
from surgery to nursing and from hospital logistics to pharmaceutical dispensary,’ the 
report said.

The report found that advances in technologies such as cloud computing, artificial 
intelligence and big data were largely driving the change.

With approximately a quarter of Australians employed in jobs involving driving, 
the patenting of a driverless car by Google, enabled by big data, could profoundly 
change the labour market, the report found.

‘Based on the progression of Moore’s Law, we shall see computing technology 
improve approximately 10 000-fold over the next 20 years,’ the report said.

‘The affordability of autonomous driving systems will improve dramatically.
‘Furthermore, if the statistic that 90 per cent of road accidents are caused by 

human error is correct, governments will inevitably regulate that such systems are 
mandatory because of the savings to life and health costs.’

CEDA estimated that in December 2012, of the 11.5 million Australians employed 
nationally, about 28 per cent had jobs that involved driving.

If all vehicles become autonomous in the next 20 years, the report said, those jobs 
would need to change as the ‘human skill of driving a vehicle is no longer an essential 
part of the job’.

‘The customer service aspects of the job will become far more important,’ the 
report said.

If Parliament did not start shaping workplace policy around technological changes, 
the country would be left behind, Professor Martin warned.

‘Every other country in the world is going to be faced with the same sorts of 
challenges, particularly in the era of globalisation,’ he said.

‘We simply cannot sit back and say a short-term political cycle will solve the 
problem. There are many deep and grave issues that this country needs to face to 
retain its economic first world status.

‘We are competing with the rest of the world and tech disruption is going to affect 
us just like it’s going to affect everyone else.’

SNAPSHOT

❛ . . . prepare for 
huge changes in the 
workforce. ❜

UNCORRECTED P
AGE P

ROOFS



64  TOPIC 1 • Nature of business

c03InfluencesInTheBusinessEnvironment.indd Page 64 26/04/18  11:24 AM

The CEDA report said Australia had adapted well to the impact of changing 
technologies on the workforce so far.

‘The nation created over six times the number of jobs it lost over the five years to 
June 2014,’ the report said.

‘We generally know where the jobs are being lost, and knowing which jobs are a 
lost cause is important to avoid investing expensive tertiary education in the wrong 
areas and scarce investment capital that could go into growth industries.’

But the report said where the new jobs would be and why they were being created 
was the most important challenge for future governments.

Source: Loretta Florance, ‘Almost 40 per cent of Australian jobs could be replaced  
by technology by 2025, report finds’, abc.net.au, 16 June 2015.

SNAPSHOT QUESTIONS
1. Outline the types of jobs that are most likely to be replaced by technology. 

Refer to examples.
2. Explain the influence technology will have on jobs over the next few years.
3. Describe the challenges this creates for government.
4. Recommend strategies businesses can implement to prepare for these 

changes.

Number of competitors
The number of competitors refers to the size and number of firms that exist within 
an industry; it is also known as market concentration. There are four main types of 
market concentration (see table 3.3).

BizWORD
Market concentration refers to the 
number of competitors in a particular 
market. There are four main types of 
market concentration:
• a monopoly — is complete 

concentration by one firm in the 
industry, e.g. Australia Post

• an oligopoly — where a small 
number of larger firms have a 
greater control over a market, e.g. 
car manufacturers

• monopolistic competition — 
where there is a large number of 
buyers and sellers in a particular 
market, e.g. local retailing shops

• perfect competition — where 
there is a large number of small 
firms that sell similar products. 
They are unable to differentiate 
products from each other and so 
can only use price as a way of 
achieving market share, e.g. fruit 
and vegetable growers.

Local and foreign
competition

Number of
competitors

Marketing
strategies employed

by competitors

Ease of entry
into a market

for a new business

Factors in�uencing a
business’s competitiveness

FIGURE 3.15 A business’s competitiveness is influenced by a range of factors.

BizFACT
Blockbuster was once offered the 
opportunity to buy Netflix, but blew 
it. Netflix was offered for acquisition 
to Blockbuster in 2000 for a mere 
$50 million. Blockbuster CEO John 
Antioco, thinking that Netflix was a 
small niche business, declined the 
offer.

3.3.9 Competitive situation influences
Competition between firms to be the ‘market leader’ or to win customer loyalty can 
benefit the consumer and the business. It can provide consumers with more choice, 
a range of qualities and a variety of prices. From the business point of view, 
competition can stimulate greater efficiency in production and usually results in a 
better quality product or service at the lowest cost to the business. Each business 
aims to achieve a sustainable competitive advantage over its competition in order 
to capture a larger portion of the market.

BizWORD
A sustainable competitive 
advantage refers to the ability of a 
business to develop strategies that 
will ensure it has an ‘edge’ over its 
competitors for a long period of time.
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Number of competitors
The number of competitors refers to the size and number of firms that exist within 
an industry; it is also known as market concentration. There are four main types of 
market concentration (see table 3.3).

BizWORD
Market concentration refers to the 
number of competitors in a particular 
market. There are four main types of 
market concentration:
• a monopoly — is complete 

concentration by one firm in the 
industry, e.g. Australia Post

• an oligopoly — where a small 
number of larger firms have a 
greater control over a market, e.g. 
car manufacturers

• monopolistic competition — 
where there is a large number of 
buyers and sellers in a particular 
market, e.g. local retailing shops

• perfect competition — where 
there is a large number of small 
firms that sell similar products. 
They are unable to differentiate 
products from each other and so 
can only use price as a way of 
achieving market share, e.g. fruit 
and vegetable growers.

TABLE 3.3 Types of market concentration

Types of 
market 
concentration

Features/characteristics Example

Monopoly • Complete concentration by one firm in the industry
• Firm has the ability to decide the price of the 

good or service because there are no competitors 
(i.e. the firm is the price maker)

• Customer has no influence over the price charged. 
i.e. the customer is the price taker.

Australia Post
Sydney Trains

Oligopoly • Consists of a small number of larger firms that 
dominate the market

• Are able to stay in control of the market because 
they spend large amounts of money on advertising 
and this enables them to restrict the entry of new 
competitors to the market.

Banks
Oil companies
Car 
manufacturers

Monopolistic 
competition

• Most common type of market in Australia
• Large number of buyers and sellers
• The goods and services sold are differentiated 

from competitors using methods such as 
packaging, advertising, brand names and quality.

Clothing 
manufacturers
Local retailing

Perfect 
competition

• Large number of small businesses that sell 
products that are the same or similar

• Very little advertising is used to increase market 
share

• The only way to achieve market share is through 
price competition.

Fruit and 
vegetable 
growers

Ease of entry
Ease of entry refers to the ability of a person (or persons) to establish a business 
within a particular industry. The ease of entry will be determined by the type of 
market concentration. When there are many small firms (perfect competition and 
monopolistic competition), entry is not difficult as businesses are small and it is 
more affordable for the business owner to gain some part of the market. When a 
few firms dominate an industry (oligopolies), entry is difficult because the firms are 
larger and often more established. Potential competitors must have enough 
resources to gain some control in the market.

When only one firm (monopoly) dominates an industry, no competitors are able 
to enter the market because the one firm has control over all resources that are 
being sold.

Local and foreign competitors
A business will be influenced by both local as well as foreign competitors. Local 
competitors are those who produce or sell a good or service in the same market. Local 
competitors must deal with the same variables as each other. These variables include:
• labour costs
• transport costs
• the economy
• cost of stock/raw materials.

Foreign competitors are those businesses located overseas or offshore. They 
sell their goods or services in Australia and compete with local businesses. One 
such global company that has seen opportunities in expanding into the Australian 
market is the fashion retailer Zara (see the following Snapshot).

BizFACT
Examples of businesses with low 
barriers to entry are food businesses, 
retail stores, and consulting and 
professional services. Industries with 
high barriers to entry include mining, 
manufacturing, healthcare, agriculture 
and transportation.

BizFACT
In 2016, some major retailers went 
into administration including Marcs, 
David Lawrence, Payless Shoes, 
Pumpkin Patch, Masters and Dick 
Smith. Competition, especially 
from the expansion of international 
stores to Australia, has been a major 
contributing factor to their decline.
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FIGURE 3.16 Netflix, an American 
entertainment company, has disrupted 
the Australian media industry, resulting 
in the demise of competitors such 
as Blockbuster, as well as declining 
revenue for free-to-air commercial 
television networks as well as pay 
television networks such as Foxtel. 
By providing customers with the 
convenience of a wide selection of 
high quality streamed media at a 
low price, the company appealed to 
a mass market. Netflix now serves 
over 190 countries, with more than 
75 million subscribers.

Case study: Zara — expansion of a global business

Zara launched in Australia in 2011, shaking up the local fashion sector. Since Zara 
was listed on the Spanish stock market in 2001, they have used expansion to 
increase their net profit. This global expansion led them to become Spain’s largest 
company as well as the world’s largest clothing retailer by sales.

Even though Australia is a much smaller market than other parts of the world, Zara 
made the decision to expand into Australia because they perceived it as a valuable 
market of fashion-savvy consumers who desire the latest fashion and international 
brands. Zara already had an enthusiastic following among many Australians who 
travelled overseas and desired their high-quality fashion and low prices. For its 
Australian debut, Zara opened a massive three level store in Sydney. Since then,  
Zara has continued to expand throughout Australia and currently has 17 stores 
across the nation.

Zara does not simply rely on its recognisable brand name to aid its expansion into 
Australia and other countries. The company works hard to research and understand 
the different local markets, then tailors its retail strategies to suit those different 
needs. Zara adapted its European style to suit Australian taste and weather, creating 
custom weather-appropriate collections to complement the climate for its Australian 
stores.

So, how did Zara’s entry into Australia affect other Australian retailers? Other 
brands such as Witchery and Sportsgirl have seen their sales affected by Zara’s 
entrance into Australia, especially because they share a similar target market. In 
order to survive, these retailers have been forced to differentiate themselves and 
re-evaluate their product range, pricing and promotional strategies.

Zara has maintained its tight adherence to its strategy even as it pursues its 
aggressive global expansion. They have successfully expanded into 93 countries and 
have over 2200 stores worldwide.

SNAPSHOT QUESTIONS
1. Outline why Zara decided to expand into Australia.
2. Discuss the effect Zara has had on the Australian fashion industry.

SNAPSHOT

❛ Zara launched in 
Australia in 2011, 
shaking up the local 
fashion sector. ❜

Discuss the expansion into Australia of one global business
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Marketing strategies
A business will be influenced by the type of marketing measures taken by 
competitors. For example, the business that uses television advertising extensively 
will have greater exposure to the market than a business that relies on flyers or 
word of mouth. Of course, the type and extent of marketing will depend on:
• the size of the market — the number of existing and potential customers
• the size of the business — the larger the business the more likely it is to invest in 

a range of marketing activities, especially more expensive forms of marketing 
such as television and newspapers. Smaller businesses may rely on simple 
marketing methods such as pamphlets, local paper advertisements and word of 
mouth.

• number of competitors — usually the more competitors that there are in a market, 
the greater the need for marketing. This is necessary to maintain or increase 
market share.

• the nature of the product — this refers to the type of product and whether it 
requires extensive marketing. Some products, such as postage stamps, don’t 
need to be advertised in order to make sales.

FIGURE 3.17 JB Hi-Fi invests a lot of 
time and money in their marketing mix. 
For instance, they have significantly 
expanded their product range over the 
years, they improved their website and 
introduced online sales, their prices 
are always competitive and they 
spend a lot of money on promotion, 
e.g. advertising on television and in 
catalogues. Other home entertainment 
retailers would find it very difficult to 
compete.

3.3.10 Markets
Changes in financial/capital markets
Finance (capital) is now more mobile and flows relatively easily between countries, 
especially since the 1970s when many countries phased out their controls on 
foreign exchange trading. As a result, international financial flows have expanded 
very rapidly over the last three decades. Consequently, the world capital market is 
now more integrated than ever before.

Capital flows to those countries where the investment opportunities and returns 
are favourable. It is now much easier for individuals and businesses to access over-
seas share markets and purchase equity in foreign companies.

Changes in labour markets
The labour market has not been ‘freed up’ to the same degree as other markets. 
If anything, the labour market has become less global in the last 60 years. Due 
to political barriers, the flow of people between countries is now more restricted 
than it was from 1850 to 1900, when waves of migration occurred. This trend 
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FIGURE 3.18 Skilled immigrants 
on temporary work visas have offset 
population ageing, improved labour 
productivity, helped businesses to 
source skills that are difficult to find at 
short notice, and addressed the needs 
of regional areas and industries.

seems likely to continue, especially the restrictions placed on the movement of low 
or unskilled labour. For example, even within the European Union, which gives 
citizens of any member nation the right to work and live in any other, only a small 
proportion of workers travel across national borders.

However, two trends in the labour market have resulted in the movement of 
workers. First, the movement of large numbers of temporary skilled migrant 
workers has been very important in Australia, Europe and Asia. The Temporary 
Work (Skilled) visa (subclass 457) was introduced in 1996 and was designed to fill 
job vacancies that are difficult to find Australians for. This was replaced in 2018 by 
the Temporary Skill Shortage (TSS) visa (subclass 482). The TSS visa program is 
made up of a short-term (up to two years) visa or a medium-term (up to four 
years) visa. It aims to support businesses in addressing genuine skill shortages in 
their workforce. The employee can also bring members of their family to Australia 
on a secondary visa. The medium-term visa provides a pathway for skilled workers 
and their dependents to apply for permanent residence under the Migration Pro-
gram. Second, the growing demand for highly trained employees means that such 
people are increasingly mobile.

Changes in consumer markets
There has been phenomenal growth in the amount and value of world trade, 
especially since the end of World War II. For example, during the period from 
1995 to 2005, global trade in goods and services increased by approximately 150 
per cent. In 2008–09, however, the global financial crisis saw a fall in global output 
and trade, which was the first of its kind since the Great Depression during the 
1920s and 1930s. After the sharpest decline in more than 70 years, global trade 
was predicted to rebound over the next few years and grow at 9.5 per cent. In 
2016, global trade increased only 1.3 per cent, reflecting a slowdown in China 
and falling levels of imports into the United States. The World Trade Organization 
(WTO) predicts that global trade will expand by 2.4 per cent in 2017, but only if 
the global economy recovers as expected. Countries are achieving cost savings by 
specialising in products they can produce efficiently. This results in cheaper prices 
on the world market and, in turn, generates increased sales in existing markets. 
New consumer markets also emerge, particularly in developing countries, like 
China and India.

Improved technologies and communications have also changed consumer mar-
kets. With the advent of the internet, innovative and visionary Australian busi-
nesses may reach much larger markets and take advantage of economies of scale. 
Consumers around the world will just as readily browse an online store as examine 
a catalogue delivered to their private letterboxes.

BizFACT
There are currently 95 758 people 
who have the skilled visa, including 
family members. The majority of the 
visa holders come from India, which 
accounted for almost a quarter of 
the intake, followed by the UK and 
China at 19.5 per cent and 5.8 per 
cent respectively. There are a range 
of different occupations on the list 
including neurologists, midwives, 
cabinet makers and lift mechanics.
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SUMMARY
• Legal influences are the regulation (legal framework) within which a business 

must operate.
• Political influences are derived from state and federal government policies and 

include free trade policies and the process of deregulation.
• Institutions that influence business include government, regulatory bodies and 

other groups such as trade unions and employer associations.
• Technological influences can increase business productivity and communication.
• Each business is influenced by their competitors and should aim to achieve a 

sustainable competitive advantage.
• Factors influencing a business’s competitiveness include the ease of entry into a 

market for a new business, local and foreign competition, the marketing strategies 
employed by competitors and the number of competitors.

• Other external influences include changes in financial, labour and consumer 
markets.

EXERCISE 3.1 REVISION
1 Define the term ‘business environment’.

2 Distinguish between internal and external business environments.

3 In small groups, use the brainstorm technique to identify the elements that 
determine the environment of your Business Studies class. Choose a spokesperson 
to share the group’s comments with the rest of the class.

4 State what you understand by the ‘economic cycle’.

5 Why does the level of economic activity fluctuate over time?

6 Outline the impact of globalisation.

7 Justify why businesses should offer family friendly workplace practices.

8 Why is the ACCC so important to business in Australia?

9 Explain why it is important for a small business owner to comply with the consumer 
protection provisions of the Competition and Consumer Act.

10 Choose one of the current political issues affecting business from figure 3.11 and 
explain the impact this policy will have on businesses.

11 Using their websites, investigate the NSW Environment Protection Authority, 
NSW Fair Trading, Australian Securities and Investments Commission (ASIC) and 
Australian Competition and Consumer Commission (ACCC) and then complete the 
following questions.
(a) State their role.
(b) Briefly outline their importance to Australian businesses.

12 How has information communication technology, especially the internet, changed 
existing consumer shopping practices?

13 Define the term ‘sustainable competitive advantage’.

14 Describe what is meant by the term ‘market concentration’. Give examples.

15 Outline four types of market concentration.

16 Explain why the marketing strategies of a competitor will impact on a business’s 
competitive situation.

17 List five different products you use regularly, such as your computer, phone, shoes 
etc. and:
(a) identify the brand name of the product
(b) identify the company that made it
(c) identify in which country it was made
(d) determine why it was made there.

Compare your list with other class members, noting similarities and differences. 
Propose a conclusion you can derive from this investigation about global 
consumerism.

 eLesson: NSW Environmental 
Protection Authority

 Weblink: NSW Fair Trading

 Weblink: ASIC

 Weblink: ASIC

Resources
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18 Identify which external influence is affecting the small business in each of the 
following cases:
(a) Julie runs a small busy restaurant. She recently introduced technology that allows 

waiting staff to electronically send orders to the kitchen. This means better service 
for the customer because the order is taken more efficiently and more time can be 
devoted to other tasks such as the prompt delivery of food and drinks.

(b) John is the manager of a function centre that hosts large weddings and 
conferences. He makes sure to include an acknowledgement of the traditional 
owners of the land, the Wurundjeri people and their elders, in his opening remarks.

(c) Mia has to design and print new labels for the foods sold in her deli. This is 
because changes to the food labelling laws require that all foods list the ingredients 
by particular portion size. This allows customers to more easily compare different 
food items. She thinks that this may affect which foods customers choose.

(d) Michael, the owner of a local bottle shop, is no longer allowed to sell imported 
premixed alcoholic drinks because of a government ban on food and beverage 
imports from particular countries.

EXERCISE 3.1 EXTENSION
1 Explain the impact each of the external influences has on a business and how the 

business’s management responds. The first factor has been completed for you.

Factor influencing the 
internal environment

Brief explanation Management response

Political influences Elected governments at all 
levels in Australia regulate 
markets and have the power 
to make or change laws.

Must comply with the 
laws and regulations 
introduced by 
governments

2 Using an example, determine how the development of global consumers 
encouraged the process of globalisation.

 3 (a)  Demonstrate how technology has affected the way consumers can purchase 
goods and services.

(b) Predict what will happen if an Australian business does not provide the 
opportunity for consumers to purchase online.

4 In small groups, examine and report on a social issue confronting businesses in 
your local area. You may wish to either prepare a PowerPoint presentation or use a 
word-processing package for your report.
(a) Outline the issue.
(b) State how the local businesses have reacted to the situation.
(c) Determine what indicators you would use to decide the success or failure of a 

business’s response to the situation.

3.4 Internal influences on business
Internal influences relate to the specific factors within the business that will affect 
its operations. These factors can be identified and adjusted via feedback and 
evaluation processes that provide the business with information for change.
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LocationProducts ResourcesManagement

Internal in�uences on business

Business
culture

FIGURE 3.19 Internal influences on business

3.4.1 Product influences
Product influences affect a range of internal structures and operations within the 
business. The main product influences on a business are as follows.
1. The type of goods and services produced will affect the internal operations of a 

business. If the goods are physically large or require many raw material inputs, 
there will need to be structures in place to organise and monitor the processes 
involved in production. In contrast, a service may be delivered by a home-based 
business or a franchise business, such as Jim’s Mowing, and will influence the 
internal structures or processes differently.

The range of goods and services refers to the number produced by the business. 
The larger the number, the more internal impact it will have on the business as 
it will need to expand operations and internal structures to accommodate the 
changes. Companies such as Coca-Cola have continually expanded their product 
range over the last 20 years, and this has meant that internal changes to operations 
and management have been necessary to allow this expansion to occur.

2. Product influence will be reflected in the type of business (service, manufacturer 
or retailer). Internally, a service provider will be structured differently to a 
manufacturer or retailer, and the influences will vary. Some goods or services 
require extensive preparation, while others are merely deliverers. Consider the 
difference between the product influences of a clothing manufacturer and that 
of a clothing retailer.

3. The size of the business, as previously mentioned, will be based on the range and 
type of goods and services produced, the level of technology utilised, and the 
volume of goods and services produced. The larger the business the more goods 
and services being produced, which will in turn influence the internal structures 
and operations of the business. A café will operate at a different scale to a club 
bistro and therefore the influence on business functions will be relative.

FIGURE 3.20 Manufacturing 
businesses must have a physical 
location for their production and 
stock holding operations, whereas 
service firms do not require a physical 
production site. The people creating 
and delivering the service can be 
located anywhere.
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3.4.2 Location influences
Location can make the difference between success and failure, sometimes before 
the doors even open for business. Choosing a location is one of the most important 
decisions business owners will have to make. The location can affect many aspects 
of how a business operates, such as total sales and how expensive it is to run. Even 
online and home-based businesses can be affected by location-dependent rules and 
regulations. A bad location is a liability that adversely affects sales and profits.

The choice of location is therefore important. This is particularly true for retail 
and service-oriented businesses, which need a constant flow of people walking past 
the store — the passing trade — and thus need to be located in a shopping centre, 
mall or main street. Locating next to complementary businesses may be beneficial 
because more customers may be attracted to a single site, as demonstrated by the 
clustering of retail outlets.

BizWORD
A complementary business is one 
that sells a similar range of goods and 
services.

FIGURE 3.21 Locating next to 
complementary businesses is 
beneficial in some industries, because 
more customers may be attracted to a 
single site. Many homemaker centres 
contain complementary businesses, 
such as furniture stores.

BizFACT
To assist in selecting the best site, 
market research companies can 
be hired to prepare traffic and 
pedestrian flow measurements, an 
analysis of demographic data and an 
investigation of future trends. When 
selecting a suitable site to locate a 
new small business, it is crucial to 
remember real estate agents’ three 
important words: ‘location, location, 
location’.

Proximity to
support services

Visibility

Cost

Proximity to
customers

Proximity to
suppliers

Location factors

FIGURE 3.22 Factors to consider when choosing a location

Each individual small business must satisfy its own criteria when deciding on 
the ‘best’ location. Figure 3.22 outlines the factors to consider when choosing a 
location.
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The factors in figure 3.22 vary in importance from business to business, and 
depend on a business’s main activity. To understand each factor, it is necessary 
to consider the differences in a location decision for a retail business (such as a 
clothing store or café) and for a non-retail business (such as manufacturing or 
wholesaling).

For a retail business, location is extremely important to its overall success. The 
location must be convenient for potential customers and central to customers’ own 
location — that is, the business must have passing customer traffic.

Location for non-retail businesses such as manufacturers is about position and 
convenience. This means being close to transport facilities, which allow for shipping 
goods to customers and receiving supplies 
necessary for production. Many wholesalers 
and manufacturers locate in industrial estates 
or parks, which have been set up by local 
councils.

Visibility
If a business is not visible, customers may 
not make the effort to find the business and 
optimum customer flow will not be achieved. 
A business wanting high visibility would 
locate in a prime shopping area such as a 
shopping centre or main street. Companies 
concerned with manufacturing would not 
consider this to be a crucial consideration, 
so may choose a low-visibility location ‘out 
of town’ and then advertise their location to 
appropriate customers.

Cost
Cost is another factor to consider when determining the location of a business. 
Leasing or purchasing a central location in a busy shopping centre will be far more 
expensive than in a location with lower levels of passing customer traffic. If the 
business relies on passing customer traffic and maximum exposure, then the cost 
factor is unavoidable. These types of businesses include coffee shops or cafés, fast 
food outlets and retail shops. The business owner will need to be confident of 
generating sufficient business to justify the higher cost.

On the other hand, location may not be a key consideration if the business does 
not rely on passing customer traffic. Such businesses search for a low-cost site, 
especially if they are related to manufacturing and require large premises. These 
types of businesses include mechanics, car yards, equipment hire, and even solici-
tors and doctors.

Given the rapid changes in technology, many businesses do not consider their 
location as important at all. They are able to communicate with their customer 
base through the internet, which has become the fastest growing avenue for con-
sumer sales. These types of businesses include telemarketers or businesses that sell 
their products via the internet.

Proximity to suppliers
Proximity to suppliers is an important consideration for some businesses but not 
others. The main issue is the size and quantity of the raw materials needed for 
production, or the size of the finished goods to be supplied. A business that relies 
on bulky raw materials or finished goods — such as a logging company or steel 
manufacturer — has significant transport costs and will locate closer to the supplier 

FIGURE 3.23 For many retail 
businesses, visibility is one of the 
important factors to consider when 
deciding on a location.
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in an attempt to reduce costs. However, for a business that does not transport 
bulky goods, proximity to suppliers is not a major consideration. These businesses 
include florists, bakeries and shoe retailers.

Proximity to customers
The importance of proximity to customers depends on the type of business being 
established. A retail business must be convenient for their customers and locate 
close to their customer base, so shopping centres or a shopping strip with off-street 
parking will be the primary choice. A manufacturing or wholesaling business may 
decide it is more cost effective to transport the product to the customer, particularly 
if bulky raw materials are needed. Other location cost factors could include leasing 
costs in ‘prime shopping areas’, incentives offered by local councils and general 
overheads such as rates or utilities.

Proximity to support services
Support services are the activities needed to assist the core operations or prime 
function of a business. They include accountants, solicitors and government agencies 
such as Austrade and the Business Enterprise Centre. Small businesses traditionally 
tend to use external services (mainly as a result of limited finance) whereas medium-
sized and larger businesses often provide their own support services internally. But 
this trend is changing, with businesses now preferring to downsize their work force 
(in an attempt to reduce costs) and outsource many activities.

Today, proximity to support services is not the most important location factor, 
because advancements in technology have enabled all businesses (large or small) to 
access a range of support services through the use of computers (the internet and 
email), mobile phones, and phone and video conferences.

3.4.3 Resource influences
The four main resources available to a business are:
• Human resources. These are the employees of the business and are generally its 

most important asset.
• Information resources. These resources include the knowledge and data 

required by the business such as market research, sales reports, economic 
forecasts, technical material and legal advice.

• Physical resources include equipment, machinery, buildings and raw materials.
• Financial resources are the funds the business uses to meet its obligations to 

various creditors.

BizWORD
Support services are the activities 
needed to assist the core operations 
or prime function of a business.

BizWORD
Human resources are the employees 
of the business and are generally its 
most important asset.

Information resources include the 
knowledge and data required by the 
business, such as market research, 
sales reports, economic forecasts, 
technical material and legal advice.

Physical resources include 
equipment, machinery, buildings and 
raw materials.

Financial resources are the 
funds the business uses to meet its 
obligations to various creditors.

Business resources

• Players
• Equipment
   managers
• Cleaners
• Comperes
• Ushers

Human
resources

Information
resources

• Musical scores
• Orchestra and
   cast selection
   reports
• Musician and
   cast reports
• Ticket sales
   reports 

• Musical
   instruments
• Sound
   equipment
• Lighting
   equipment
• Costumes 
• Props and sets

Physical
resources

Financial
resources

• Budget from
    the school
•  Grant from

 local business

FIGURE 3.24 Resources required to produce a school musical
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Traditional organisational structures New and emerging organisational structures

Less �uid More �uid

• Centralised
• Task/activity centred
• Division of labour:
 labour specialisation
• Rigid structure: hierarchical
 highly layered/multi-layered
• Autocratic, didactic
 management style
• Performance appraisal:
 ‘do it our way’

• Power not shared (exclusive)
• Narrow span: workers
 controlled: dependent
• Communication: top–down
• Delegation: top–down
• Approach to employment 
 relations: pluralist
• Traditional, conservative

• Decentralised
• People centred
• Multi-task, multi-skilled
• Flexible structure: flat,
 mono-layered
• Democratic and laissez-faire
 management styles
• Performance management:
 ‘do it the best way’

• Equal power-sharing (inclusive)
• Wide span: workers
 autonomous: independent
• Communication: by consensus
• Delegation: by agreement
• Approach to employment
 relations: unitary
• Modern, forward thinking,
 contemporary

FIGURE 3.25 Pouring water on the sandcastle

Although the quantity and quality of these resources varies amongst businesses, 
it is by combining them that all the goods and services demanded by consumers 
are produced.

It is important to realise that these are only general categories of resource. Within 
each category there may be hundreds of more specific resources from which the 
manager must choose. Gathering, selecting and coordinating the appropriate 
resources from a complex array requires knowledgeable and efficient managers. 
The skills and expertise of the management team in coordinating the business’s 
resources will largely determine whether the objectives of the business are achieved.

3.4.4 Management influences
Rapid advances in technology, coupled with the significant pressures on businesses 
from increased competition due to forces of globalisation, have resulted in businesses 
flattening their structures. This means that there are fewer levels of management. 
Such businesses can adapt quickly to meet changing consumer needs and market 
conditions because there are fewer managers who need to approve decisions.

BizFACT
If a business adopts a traditional 
hierarchical approach, management 
may allocate supervisors who 
have direct control and authority to 
ensure work processes are carried 
out. However, if a business adopts 
a flat management structure, it 
will emphasise teamwork and 
shared responsibility for achieving 
business goals. In today’s global 
environment, there is an ongoing 
emphasis on ‘virtual teams’. Such 
teams work without time, space or 
organisational boundaries by making 
use of sophisticated communications 
technology.

Businesses that adopt a flatter organisational structure reduce the number of 
levels of management, giving greater responsibility to individuals in the business.

The trends and changes in organisational structures are summarised in 
figure 3.25. The characteristics listed on the left-hand side apply to the traditional 
structures, whereas those on the right apply to the most modern structures. Many 
businesses are in transition — they have adopted the traditional design and taken 
on elements of the newest designs.

The characteristics of the two organisational structures reflect the important 
influence management has on business. Collaborative workplaces allow for a more 
cohesive and inclusive business culture. The management style that the business 
adopts will depend on its size and main activity — for example, retail, manufac-
turing or service (see the following Snapshot).
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FIGURE 3.26 A Deloitte survey of 
7000 companies in 2016 found that 
only 38 per cent of companies have 
a traditional hierarchical structure. 
Most organisations have moved 
away from top-down hierarchies and 
are operating their businesses as 
networks of teams.

More companies are adopting a flat working structure

A MOVEMENT is sweeping offices all over the world that could 
fundamentally change the way you work. Are you ready for it?
A FLAT stomach is a good thing. Let’s not argue that point.

What’s less widely known is that, in a bizarre case of business imitating bellies, a 
flat company has become just as en vogue.

As a hip, disruptive alternative to hierarchy — and its dreaded tiers of middle 
management — flat has been all the rage with high-profile adopters including Google 
and Toyota over the last decade. But is flat a passing trend? And is there proof to 
justify the massive pain of reorganisation?

Valve is a trailblazing software developer and maker of computer games like  
Half-Life and Counter-Strike. It’s also a company with a non-hierarchical structure.  
As the handbook for new employees states: ‘Welcome to flatland. We don’t have any 
management, and nobody reports to anybody else.’ To create an environment that 
fosters innovation, Valve has zero layers of management between staff and owners. 
Employees wield the power to green-light projects, and individuals choose which jobs to 
work on. With no bosses or managers, it’s like an anarchist’s dream. But does it work?

‘Traditional hierarchy is well suited for improving efficiency, but not for innovating 
or adapting to change. And the problem is there are multiple industries facing radical 
change,’ says Tim Kastelle, a Princeton alum, University of Queensland professor 
and world authority on corporate organisational structures. No surprises there. With 
the inflexibility and waste of company bureaucracy, it’s enough to make any company 
think twice about org charts.

But don’t hit delete on your existing management model just yet — the success of 
flat-structured businesses can be determined by your industry, size and even human 
nature. A recent Stanford study showed people find hierarchical structures easier to 
understand, and clear chains of command give a sense of comfort.

After all, the idea of centralised decision-making is older than the pyramids. And if 
you’re at the bottom of the pile, you’re not responsible for anything. However, says 
Kastelle, ‘this creates a limited view of what work can be’.

Early adopters like Valve, and web-based hosting service GitHub, have reaped 
the benefits of a muscular, flat structure — GitHub to the extent that it has no middle 
managers. Employees are beholden to no one, and are encouraged to define their 
roles in ways that make sense to them. Before dismissing this as nerdy-hipster 
nonsense, note as of the last financial year, GitHub had been profitably growing 
revenue at 300 per cent annually since 2008, and boasts an estimated worth of more 
than $750m.

SNAPSHOT

❛ . . . flat has been all 
the rage . . . ❜
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But flat is no longer the exclusive realm of supercool start-ups. ‘It’s not just small 
companies. Big manufacturing and media companies are trying it for size too,’ says 
Kastelle. ‘Even the armed forces are looking to disperse decision-making in combat.’

Toyota has also flattened out, avoiding micromanaging employees. And as far 
as systems go, it’s cashing in. Despite the global recession faced by American 
companies like General Motors in 2009, Toyota went on to enjoy profits of $16.7bn 
that year.

And the factors driving change aren’t going away. ‘Connectedness, both within 
and from the workplace to the world is a major driver,’ says Kastelle. ‘Ease of 
connection improves access to knowledge. Business models based on limited 
access to information are falling to pieces now.’

But there are times when hierarchy is indispensable, as Google discovered 
in 2002. The internet giant flattened the organisation in an effort to create an 
environment conducive to swift concept development. The consequences were dire. 
Instead of making decisions, employees went straight to co-founder Larry Page for 
a final call. Before two months were up, Page reinstated all managers after a deluge 
of requests landed on his desk. Kastelle describes this as a colossal bottleneck: ‘The 
whole advantage of flat is pushing decision-making out to people who are on the 
frontline, making them more flexible.’

However, former Valve employee Jeri Ellsworth argues that flat start-ups are 
missing a key component: ‘Management makes tough decisions based on facts and 
carefully collected data, instead of emotional reasons, such as rumours, or whoever 
can argue the longest.’ It seems that within these flat havens of equality exists an 
Orwellian Animal Farm scenario where some employees are actually more equal than 
others.

So, if the modern workplace is fluid and connected, why are so many companies 
still unwilling to trim back unnecessary fat at different levels of management? Kastelle 
has a few theories. ‘If only a handful of people can be trusted to make decisions, or if 
information is scarce, then hierarchy works well. But the purposes and structures of 
companies are starting to shift as quickly as the business cultures around them.’

However, experts say it’s only a matter of time before more lean structures better 
suited for the digital age take hold.

Have a look at your manager and console yourself with this thought: in a decade, 
they might not exist. And prepare yourself for autonomous roles that require 
more decision-making and innovation. For now though, the impatient among us 
can seek out the early adopters already travelling flat out. As novelist and future 
forecaster William Gibson stated, ‘the future’s already here — it’s just not very evenly 
distributed’.
Source: David Halliday, ‘More companies are adopting a flat working structure’, news.com.au, 28 May 2014.

SNAPSHOT QUESTIONS
1. Discuss the traditional hierarchical approach to management.
2. Identify the factors that will impact on the success of flat-structured 

businesses.
3. Outline the benefits of a flatter management structure.

3.4.5 Business culture
All businesses have their own business (corporate) culture — the values, ideas, 
expectations and beliefs shared by the staff and managers of the business. Each 
business develops its own particular way of doing things. The style or 
character of a business is consequently reflected in its culture.

Business culture can be revealed officially in the policies, goals or slogans of a 
business. It can also be seen in the unwritten or informal rules that guide how 
people in the business behave, such as the way staff dress, the language staff use 
and the way that staff treat each other and customers.

BizWORD
Business (corporate) culture refers 
to the values, ideas, expectations 
and beliefs shared by members of the 
organisation.

BizFACT
Job seekers are increasingly 
concerned about the corporate culture 
of a potential employer. It is difficult 
to determine corporate culture — or 
‘the way things get done’ — at an 
interview. Things to look out for are 
the way people dress, how they 
address each other and even the office 
facilities. Some offices have gyms and 
cafés to encourage work–life balance.
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FIGURE 3.27 Google is one of the 
most sought-after employers due to 
its unique culture. Its workplace has a 
wide range of amenities for staff and 
looks more like an adult playground 
than a place of work. It is designed to 
be fun and inspiring and has a very 
casual and relaxed work environment. 
Google maintains an open culture 
in which everyone is made to feel 
comfortable to share their ideas and 
opinions.

A manager must understand and assess all facets of a business’s unique cul-
ture as this is a powerful tool for achieving goals. Knowing and appreciating a 
business’s culture makes it easier to get things done faster or to initiate a change 
to routine or procedures. Competent, effective managers will use the business’s 
culture as a force for positive change. Research has shown that businesses with a 
healthy, well- developed and strong culture are more likely to be successful, because 
such a workplace is perceived by the employees to be more positive and personal-
ised. Employees who have clear expectations feel better about their work — they 
develop a sense of belonging. A manager who does not understand a business’s 
culture may experience failure or disappointment.

Elements of a business culture
A business culture normally consists of four essential elements:
1. Values. These are the business’s basic beliefs, shared among its employees. 

Business values can include honesty, hard work, teamwork, quality customer 
service, employee participation and innovation.

2. Symbols. These consist of events or objects that are used to represent something 
the business believes to be important. It is a case of ‘actions speaking louder 
than words’. For some businesses, competitive sports are a key feature of the 
business’s culture. Other businesses have encouraged employee development 
and loyalty through the use of training and development programs.

3. Rituals, rites and celebrations. These are the routine behaviour patterns in a 
business’s everyday life. Regular social gatherings can be held to help develop a 
sense of belonging among employees who normally work in small teams during 
the week.

4. Heroes. Heroes are the business’s successful employees who reflect its values and, 
therefore, act as an example for others.

Culture and organisational structures
The culture of a business is often evident in its organisational structure. 
Formal businesses with an emphasis on bureaucracy, line authority, hierarchical 
management structures, and defined job titles and areas of responsibility often 
have prevailing cultures that emphasise accountability, communication and 
cooperation. They also tend to conform to a culture of loyalty and respect for 
superiors (or, if not for superiors, at least for the positions they may hold). A 
culture that values and expects defined career pathways may be evident in formal 
organisations.

BizFACT
ANZ Bank’s core values are integrity, 
collaboration, accountability, respect 
and excellence.

BizFACT
Each year, Great Place to Work 
studies the world’s most notable 
workplace cultures in order to 
discover the Best Places to Work. 
In 2017, the Best Place to Work in 
Australia for businesses with between 
100 and 999 employees was Stryker. 
Stryker is one of the world’s leading 
medical technology companies. The 
Best Place to Work for businesses 
with fewer than 100 employees was 
Avenue Dental on the Sunshine Coast, 
which operates three dental practices 
in the area.
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Less formal businesses with flatter management structures, less departmentalisa-
tion and fewer defined spans of control often exhibit highly flexible, innovative and 
risk-taking cultures. Apple Inc. is an example of a company that values innovation. 
Steve Jobs, the company’s co-founder, created the atmosphere of innovation that 
allowed the company to successfully introduce new products such as the Apple 
Mac, iPod, iPhone and iPad.

Management’s role in developing a business culture
Once a positive business culture is established, it needs to be kept alive. This is 
where management comes in. Management must ensure that staff members are 
given sufficient training to reflect the values of the business. For example, if treating 
customers respectfully is important in the business, then this might become part of 
customer service training.

For a change in business culture to be successful and sustainable, it is vital that 
senior management be role models for staff in those important values. Manage-
ment must continually reinforce what the values are by communicating with staff, 
rewarding employees who display the appropriate values, and recruiting staff who 
already fit in with the values of the business.

BizFACT
Spotify has planned for employees 
to be integral to its success. The 
office culture is part of an internal 
environment that is designed to be fun 
and inspiring. At its Australian office, 
music artists are brought in every few 
months for employees to enjoy during 
‘Spotify Sessions’.

Here’s why ‘cool’ offices don’t always make for a happier 
workforce

Who are Britain’s happiest workers? The people who staff the London office of US 
travel tech firm Expedia, according to Glassdoor’s annual workplace satisfaction 
survey. In both 2016 and 2017, Expedia rated highest for employee satisfaction, 
according to anonymous reviews from current and past workers.

Reading this Business Insider profile of the ‘happiest office in London’ might make 
you believe that Expedia’s high level of employee satisfaction is down almost entirely 
to the office itself and the various on-site perks — which include table tennis, football, 
gaming consoles and a cocktail bar. There’s no doubt that this is a very attractive 
office.

But the survey of the employees shows that Expedia’s people like working there 
because of the business, not the fancy office. The most positive ratings cite ‘culture’ 
and ‘career opportunities’. The physical surroundings barely merit a mention.

This is a trend. Workplace contentment is too often incorrectly attributed to the 
aesthetics of the office, disregarding more influential factors such as job security or 
work satisfaction. But since we can’t Instagram job security, it’s the offices that get 
the credit.

It’s very easy, when profiling a company as Business Insider did, to use their 
expensively designed office as a metaphor for happy employees. It’s a false narrative. 
Happy workplaces don’t need beanbags, barbecue stations and ball pits.

Those are (arguably) nice to have, but they’re not culture. In their attempts to be 
seen as fun, happy places to work, modern businesses are venturing very close to 
turning their offices into circuses in order to improve perceptions to potential hires 
and journalists.

Yes, Expedia is a happy workplace and yes, it has a very nice office. But that’s 
more likely because companies that invest in creating a nice physical environment are 
also likely to invest in more meaningful areas of employee contentment too. Expedia 
offers its people up to US$14 000 a year in travel perks, for example.

HAPPINESS IS NOT A HAMMOCK
Businesses spend billions of dollars every year trying to make their people happy. 
But it’s not working. In America, 70 per cent of the workforce are disengaged. Office 
workers want more than toys and breakout spaces.

In fact, a study I was recently involved with revealed that approval-seeking quirky 
perks can actually annoy office workers. People rarely want to work in a hammock or 
take a crisis meeting in a ballpit.

SNAPSHOT

❛ . . . how do 
companies foster good 
relations among their 
people? ❜
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SUMMARY
• The internal influences on a business include product, location, resources, 

management and business culture.
• Product influences affect a range of internal structures and operations within the 

business.
• Location will have a direct impact on the sales and profits of some businesses.
• Factors to consider when choosing a location are:

 – visibility
 – cost
 – proximity to suppliers
 – proximity to customers
 – proximity to support services.

• The four main resources that influence a business are human, information, 
physical and financial.

• Businesses can adopt a traditional hierarchical structure or a flat organisational 
structure.

• Business culture can be seen in the unwritten or informal rules that guide how 
people in the organisation behave.

• There are four essential elements of a business culture: values, symbols, rituals 
and heroes.

If only employers would listen more, they’d realise their people aren’t asking for 
much. Screen privacy is a big thing for many — 74 per cent of the 1000 office 
workers surveyed in a related study said the feeling that others can see what they’re 
working on causes them some degree of anxiety. This is an issue that is cheap 
to fix and which would improve workplace contentment for many. But it’s hardly 
Instagrammable.

Employee satisfaction is more often derived from simple measures such as 
investing in high-quality, comfortable furniture and providing refreshments, not the hay 
bales and hammocks cited by study recipients as being among the most pointless 
attempts at creating an Instagrammable office.

A 2016 Society for Human Resource Management study said it’s pay, prospects, 
feeling respected and trust that give the most happiness to employees. Hardly 
groundbreaking news. Money aside, it’s more about relationships than values, CSR 
or aesthetics that gets people out of bed on Mondays.

It stands to reason. One of the biggest sources of happiness — in life, not just at 
work — comes from forging strong and close relationships, according to a study of 
Harvard’s class of 1980.

So how do companies foster good relations among their people? The obvious 
answer would be office socials, an open-plan workspace and regular activities, 
something most modern offices are already investing in. Companies such as Expedia 
also invest in events which combine training with networking opportunities.

Source: Cary Cooper, ‘Here’s why ‘cool’ offices don’t always make 
for a happier workforce’, The Conversation, 10 May 2017.

SNAPSHOT QUESTIONS
1. Why do employees like working at Expedia?
2. Identify what some workplaces have done in an attempt to make employees 

happy, that have no bearing on culture.
3. Outline measures businesses can implement to improve employee 

satisfaction.

 Weblink: Expedia

Resources
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EXERCISE 3.2 REVISION
1 Summarise one way in which product influences affect a business.

2 Identify and outline three factors a business must consider when choosing a 
location.

3 Describe the four main resources available to a business. Choose one of these 
resources and explain how it will influence a business.

4 Distinguish between a traditional and flat organisational structure.

5 Define the term ‘business culture’.

6 Describe the culture of your school.

7 How can business culture influence the success of a business?

8 Briefly explain how a manager can influence a business’s culture.

9 Summarise the four elements of a business culture.

EXERCISE 3.2 EXTENSION
1 Analyse the relationship between a business’s structure and its culture.

2 Determine how the choice of a good or service that a business sells will influence 
the business’s legal structure, size and operations.

3.5 Stakeholders
Businesses have many stakeholders: the people and groups that interact in some 
way with the business and have a vested interest in its activities. In this sense you 
are a stakeholder of your school.

Businesses are expected to be enterprising, to comply with the law, and be socially 
just and ecologically sustainable in their operations. They are expected to practise 
ethical management and do the ‘right’ thing in the interests of all stakeholders.

BizWORD
A stakeholder is any group or 
individual who has an interest in or is 
affected by the activities of a business.

Shareholders

Employees

Environment

Managers

Customers

Society/
general public

Stakeholders in 
business

FIGURE 3.28 The main stakeholders of a business

Many businesses are now extremely sensitive to public opinion and strive to be 
recognised as being good corporate citizens. Businesses recognise that they increase 
their chances of success when they pursue goals that align with the interests and 
expectations of their main stakeholders. Every business must be aware of and take 
into account the needs of the stakeholders.
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3.5.1 Shareholders
Shareholders purchase shares in a company, so they are partial owners. Shareholders 
have a direct influence on a business because they have voting rights on major 
business decisions. In addition, companies have a duty to hold an annual general 
meeting where shareholders are able to voice their concerns and are given an 
opportunity to ask questions of the Board of Directors. Major shareholders can 
therefore impact on major decisions.

Companies with shareholders also have to ensure that they maximise the return 
on the shareholders’ investment in a sustainable way. Shareholders want the organ-
isation they have invested in to be profitable as they receive a proportion of the 
profits (called dividends). They also make a capital gain if the value of an organsa-
tion’s shares increases.

Since shareholders desire immediate returns and profits, managers of public 
companies usually feel greater pressure to generate revenue quickly. Shareholders 
will therefore influence managers’ decisions and can affect the growth or long-term 
expansion plans of a company.

3.5.2 Managers
Managers obviously have a major influence on the business. Management has the 
responsibility of running a profitable or successful organisation. Most managers 
today understand that ethical and socially responsible activities should lead 
to increased sales. There are many complex legal issues that managers must 
understand and contend with today and it is their responsibility to introduce the 
policies and procedures that will affect the workplace.

A manager’s approach or leadership style can have a major influence on 
employees and their productivity. This will affect the culture of the business and 
can impact on employee morale.

3.5.3 Employees
Employees are vital to an organisation as they manufacture or produce the product 
the organisation sells. Employees will influence businesses since the quality of the 
product depends on their skill and committment to the process. When employees 
are valued, paid fairly, trained properly and treated ethically, they will be become 
more valuable to the organisation. If organisations can provide for their needs, 
employees will be more inclined to put effort into work tasks and will be motivated 
to meet customer expectations.

BizFACT
Presently, 36 per cent of the Australian 
population own shares. Forty-three 
per cent of those who have invested 
in shares are women and only 15 
per cent of 18- to 24-year-olds own 
shares. Most Australians prefer to 
invest in local shares; just 5 per cent 
of shareholders have invested in 
foreign shares.

FIGURE 3.29 Employees need to 
feel valued and know that their job is 
secure in the long term. Employees 
need a safe and psychologically 
rewarding work environment. Such an 
environment would respect individual 
differences and be concerned for 
employees’ goals, aspirations and 
welfare. In this sense it is more than 
just providing a ‘pay packet’.
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3.5.4 Customers
Successful businesses know that the consumer is a powerful stakeholder in the 
external operating environment. Today’s consumers are astute, better educated 
and informed. They are increasingly prepared to seek compensation if they believe 
they have either been unfairly treated or purchased a product that did not perform 
as promised. Consumer groups are also prepared to mount publicity campaigns 
aimed at embarrassing those businesses that do not act ethically or responsibly.

One recent example was the consumer backlash against a manufacturer of sports 
shoes that was perceived to be exploiting cheap labour in a developing country. 
Consumers are increasingly putting pressure on businesses (through their spending 
decisions) to be environmentally aware, demanding products that are ‘clean, green 
and safe’. Examples include recycling, environmentally friendly packaging, reduced 
packaging and lower factory emissions. An example of consumer power was the 
pressure put on supermarkets to phase out plastic bags.

BizFACT
Many businesses are changing their 
operations in order to meet customer 
expectations and help protect the 
natural environment. As part of its 
corporate sustainability strategy, Virgin 
Australia minimises the environmental 
impact of its business by offering 
customers the opportunity to offset 
carbon emissions on their flight. 
Under this program, the customer’s 
seat emissions are calculated and 
an equivalent amount of carbon 
offset credits are purchased, directly 
supporting the preservation of 
Tasmania’s native forests.

Case study: FedEx cares

FedEx Express is a well-known transportation company, delivering packages all 
over the world. FedEx Express employs more than 300 000 people — that is a lot of 
employees to keep satisfied. Nevertheless, FedEx has gained a reputation as a great 
place to work.

According to Kim Garner, FedEx Express Australasia’s managing director, 
employees are encouraged to excel and contribute to the company. FedEx has a 
strong people culture; this means that employees are valued and management works 
towards creating a supportive workplace culture that develops talent.

‘At FedEx, our people are the heart and soul of our business. This is why our 
founding People–Service–Profit (PSP) philosophy is based on the premise that if we 
take care of our people, they will take care of our customers, and that will take care 
of our profit’, says Garner. ‘Our focus has been on our people since we began our 
operations and our ongoing commitment to building a positive working environment 
at FedEx through a combination of leadership development and training programs 
which make our employees feel valued and engaged.’

FedEx has frequently been recognised for its people-first culture, including an 
Australian HR Award for employer of choice. The company values its diverse 
workforce and is a supporter of gender equality, mature workers and advancement of 
women in the workplace.

SNAPSHOT QUESTIONS
1. Outline how FedEx improves employee satisfaction.
2. Explain FedEx’s People–Service–Profit (PSP) philosophy.
3. Describe how FedEx builds a positive working environment.

SNAPSHOT

❛  . . . FedEx has gained 
a reputation as a great 
place to work. ❜

FIGURE 3.30 In 2016, two major 
milk processors, Murray Goulburn 
and Fonterra, slashed the price they 
paid dairy farmers for their milk, which 
resulted in many farmers being paid 
below the cost of production. To 
show their support for Australian dairy 
farmers, consumers across the nation 
boycotted the $1-a-litre supermarket 
private label milk and switched to 
premium milk brands. Consumers 
were willing to spend an extra 90c per 
litre in an effort to support struggling 
dairy farmers.
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To ensure its future viability and profitability, a business needs to recognise and 
assess changes in consumer tastes so it can constantly satisfy the consumers’ needs 
and wants.

3.5.5 Society
Members of the community increasingly expect organisations to show concern 
for the environment. Some might be worried about organisations using valuable 
land resources or showing disregard for carbon emissions. They may be concerned 
about waste disposal or pollution. Others may be concerned about their future 
welfare through their own employment within organisations.

Therefore, socially responsible businesses will participate in a range of commu-
nity projects and activities. For example, The Body Shop organises for its employees 
to assist with a local charity of their choice. AGL Limited supports a range of edu-
cational, fundraising and social welfare programs.

BizFACT
Since 2005, Toronto-based magazine 
and research firm Corporate Knights 
has put together the Global 100, 
an annual list of the world’s most 
sustainable companies. In the 2017 
Global 100 list, two Australian 
companies featured: CBA was ranked 
6th and NAB 50th.

FIGURE 3.31 NAB has been 
recognised as one of Australia’s 
best performing companies in terms 
of ethical business strategies. The 
company aims ‘to make a positive 
and sustainable impact on the lives 
of customers, people, shareholders, 
communities, and on the environment’ 
in which they operate. Some recent 
highlights include spending $7.3 
billion in financing activities to address 
climate change, and $48.9 million 
in community investment, and the 
contribution of 23 000 volunteer days 
by their employees.

3.5.6 Environment
There is growing pressure for businesses to adopt ecologically sustainable 
operating practices. This is in response to concerns about climate change and the 
destruction of the natural environment. Concern for our environment operates at 
both the local level as well as on a global scale.

Over the last two decades, the business community has undertaken many initi-
atives to put the principle of sustainable development into practice. For example, 
the jeans manufacturer Levi Strauss and Co. has developed its own environmental 
philosophy and guiding principles. Levi Strauss will conduct business only with 
partners who share its commitment to the environment.

Businesses that have been successful in their environmental management have 
learned that new processes, procedures and strategies are often needed. For 
example, one particular organisational element that many proactive ‘green’ com-
panies share is the development and implementation of an environmental policy.

Through communication and training, responsible businesses can ensure that all 
employees and contractors are environmentally aware.

SUMMARY
• Businesses have many stakeholders that will influence their operations.
• Shareholders have a direct influence on a business because they have voting 

rights on major business decisions.

BizFACT
The Australian Business Award for 
Sustainability recognises organisations 
that execute initiatives demonstrating 
leadership and commitment to 
sustainable business practices. The 
companies that were recognised 
in 2017 were Blackmores Limited, 
Fujitsu Australia, GJK Facility Services, 
Macarthur Centre for Sustainable 
Living, Pacifico and Paintback Limited.

BizWORD
Ecological sustainability occurs 
when economic growth meets the 
needs of the present population 
without endangering the ability of 
future generations to meet their 
needs.
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• Companies need to ensure that they maximise returns on their shareholders’ 
investments.

• Managers will influence organisational policies and procedures as well as 
employees’ productivity.

• Employees will influence the quality of an organisation’s products.
• To ensure its future viability, a business should consider the needs of their 

customers.
• Members of the community increasingly expect organisations to show concern 

for the environment and to be socially responsible.
• There is growing pressure for businesses to adopt ecologically sustainable 

operating practices.

EXERCISE 3.3 REVISION
1 Define the term ‘stakeholders’.

2 Identify the stakeholders of your school. Outline the influence each of these 
stakeholders has on the school.

3 Are a shareholder and a stakeholder the same thing? Explain your answer.

4 Outline the influence managers have on a business.

5 ‘Employees are the most valuable resource of any business.’ Discuss the accuracy 
of this statement.

6 ‘Businesses that respect and satisfy their customers have a much greater chance of 
success.’ Explain why this is so.

7 Examine the NAB website and outline some of the approaches the company has 
taken towards corporate responsibility.

8 Define the term ‘ecological sustainability’.

9 In small groups, use the brainstorm technique to identify reasons businesses 
should adopt ecologically sustainable operating practices. Share your answer with 
the rest of the class.

10 Use a table like the one below to summarise a business’s main stakeholders and 
their influence.

EXERCISE 3.3 EXTENSION
1 ‘The shareholder should take precedence over all the other stakeholders. They are 

the ones who have invested their money; they take the risks. Therefore, they should 
be rewarded with as high a return as possible.’ Evaluate this statement. Compare 
your answers with other members of the class.

2 Examine the role of Fair Wear and assess its role in improving workplace 
conditions. Use the Fair Wear weblink in the Resources tab to help you.

3 What do you think motivates a business to engage in socially responsible business 
programs? Is it:
(a) altruism — an unselfish concern for others?
(b) enlightened self-interest?
(c) avoidance of government regulation?
(d) fear of being sued?

Justify why you chose the one you did. Share your answer with other class 
members.
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