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These perspectives can be reconciled by specifying the enterprise as a 

legally and financially distinct organization that coordinates resources 

through a governance and operating system to create marketable 

outputs under technological, competitive, and institutional constraints. 

For clarity in this chapter, the terms enterprise, firm, organization, and 

institution refer to this productive unit. 

From an analytical standpoint, three complementary approaches are 

useful. First, as an economic agent, the enterprise transforms inputs into 

outputs under a production technology while facing prices, budget 

constraints, and uncertainty; this supports microeconomic analysis of 

costs, pricing, and investment, and a macroeconomic view through 

aggregation. Second, as a social organization, the enterprise coordinates 

human action; issues of motivation, authority, information, and conflict 

resolution affect the attainment of goals. Third, as an open system, the 

enterprise comprises interdependent subsystems—operations, 

marketing, finance, human resources, and information—interacting 

with an external environment of markets, regulators, communities, and 

natural systems; inputs of materials, energy, and information are 

transformed into goods, services, by-products, and wastes, with 

feedback enabling control and learning. 

Types and classifications follow from these features. Enterprises may 

be categorized by legal form (e.g., sole proprietorship, partnership, 

corporation), ownership (public, private, mixed), size (micro, small, 

medium, large), sector (manufacturing, services, extractive), 

geographic scope (domestic, multinational), and strategic orientation 

(cost leadership, differentiation, focus). Objectives include 
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profitability, solvency, growth, and resilience, alongside compliance 

with legal and normative expectations, including environmental 

standards that condition production processes and product life cycles. 

 

Figure 01: The Institution as a System 

1.1.2 Characteristics and Objectives of the Economic 

Enterprise 

This section refines the concepts and terminology relevant to assessing 

enterprise performance under environmental standards. It preserves the 

original structure while aligning language and references with academic 

conventions. 

 Core Characteristics of the Enterprise 

Legal personality and accountability. An enterprise is a legally 

independent entity with distinct rights and obligations, including 

liability for its actions and decisions (Sakhri, 2003, p. 25). 

Productive purpose and capacity. The enterprise exists to produce 

goods and services and must possess the organizational and 

technological capacity to perform its designated functions (Sakhri, 

2003, p. 25). 

Continuity, viability, and adaptability. Survival depends on adequate 

financing, stable yet responsive governance, an appropriate workforce, 

and adaptive capabilities to respond to changing market, regulatory, and 
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environmental conditions. Under environmental standards, viability 

also entails maintaining compliance systems, monitoring environmental 

risks, and integrating resource-efficiency measures into operations 

(Sakhri, 2003, p. 25). 

Goal system and policy clarity. Enterprises articulate goals, policies, 

programs, and operating methods that guide resource allocation and 

performance evaluation. Targets can be quantitative or qualitative and 

should explicitly incorporate environmental performance where 

relevant (Sakhri, 2003, p. 25). 

Financing and resource mobilization. Ongoing operations require 

stable financial resources derived from budgetary appropriations, 

operating revenues, and external financing such as loans. Capital 

structure choices influence both economic and environmental 

investment capacity (Sakhri, 2003, p. 25). 

Environmental embeddedness. Enterprise outcomes depend on the 

external context. Favorable political, economic, legal, and ecological 

conditions facilitate performance; adverse conditions can constrain 

operations and undermine goals. Compliance with environmental 

standards reduces legal and reputational risks and can improve process 

efficiency. 

Socioeconomic role. The enterprise is a fundamental unit of economic 

organization. Beyond contributing to output and national income, it 

provides livelihoods and distributes value added among stakeholders, 

including employees, owners, creditors, suppliers, and the state (Sakhri, 

2003, p. 25). 
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Exit and restructuring. Continued existence is contingent on sustained 

justification and efficiency. Where purpose weakens or efficiency 

declines, restructuring, merger, or dissolution may be warranted (Gul, 

n.d., pp. 10–11). 

1.1.2.1.1 Enterprise as a Transformation System 

Enterprises transform inputs—materials, capital, information, energy, 

and labor—into outputs in the form of goods and services. The 

transformation model highlights process design, technology, and 

control, including environmental controls for emissions, effluents, and 

waste (Gul, n.d., pp. 10–11). 

 

Figure 2. Enterprise as a transformation system. 

1.1.2.1.2 Enterprise as a Distribution Unit 

Revenues from sales are distributed according to legal and contractual 

rules: wages to employees, profits and other returns to owners, rental 

payments for facilities and equipment, interest to creditors, payments to 

suppliers, and taxes and social contributions to the state (Ibn Habib, 

n.d., p. 26). Environmental expenditures—compliance costs, 

environmental taxes, and investments in cleaner technology—are also 

part of the distribution of value. 

1.1.2.1.3 Enterprise as a Social System 

Enterprises are social organizations in which individuals coordinate to 

achieve shared goals. Managers structure work, resolve conflicts, and 
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promote norms consistent with organizational values. Given that many 

workers spend a significant portion of their lives within the enterprise, 

attention to organizational culture, health and safety, and environmental 

stewardship is integral to sustainable performance (Dadi Adoun, n.d., 

p. 14). 

1.1.2.1.4 Enterprise as a Decision Center 

Enterprises continually make strategic and operational decisions 

concerning product design, volumes, technology, input combinations, 

and pricing. Economic calculation focuses on allocating scarce 

resources to maximize goal attainment under constraints, including 

environmental regulations and compliance risk. Decision autonomy 

depends on financial responsibility and governance arrangements 

(Bressy & Konkuyt, n.d., p. 8). 

1.1.2.1.5 Enterprise as an Information Network 

Rational decision-making requires timely and reliable information from 

internal and external sources. Management information systems should 

generate, validate, and communicate economic, operational, and 

environmental data to support planning, control, reporting, and 

assurance. 

1.1.2.1.6 Enterprise as a Risk Center 

Enterprises face strategic, operational, financial, compliance, and 

reputational risks. Environmental risk—arising from regulatory non-

compliance, pollution incidents, climate exposures, and resource 

scarcity—can impair value and must be addressed through governance, 

controls, insurance, and contingency planning. 
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 2.2 Objectives of the Enterprise 

1.1.2.2.1 Economic objectives 

• Profitability and financial sustainability. Sustained operation 

requires achieving profits or, at minimum, financial surpluses 

sufficient to fund capital maintenance, service debt, reward 

owners where applicable, and build provisions for shocks. 

Profitability is a key indicator of economic health, subject to 

legal and ethical constraints and environmental compliance 

requirements. 

• Demand satisfaction. By producing marketable outputs and 

covering costs through sales, the enterprise simultaneously 

meets societal demand at local, national, regional, or 

international scales and earns revenue (Dadi Adoun, n.d., pp. 

17–21). 

• Productive efficiency. Efficient use of production factors 

through careful planning, scheduling, and monitoring reduces 

cost and waste. Under environmental standards, efficiency 

includes eco-efficiency, circularity, and pollution prevention 

(Dadi Adoun, n.d., pp. 17–21). 

1.1.2.2.2 Social objectives 

• Fair compensation and employment conditions. Workers are 

primary beneficiaries through wages and benefits. 

Compensation policies should reflect skills, responsibilities, and 

market conditions while meeting legal and environmental health 

and safety standards. 


