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N Meaning and Elements of Business Environment

N Economic Environment

N Economic Policies

N Economic Planning 

N Legal Environment of Business in India 

N Competition Policy 

N Consumer Protection 

N Environment Protection

N Policy Environment: Liberlization, Privatisation and Globalisation, Second
Generation Reforms, Industrial Policy and Implementation, Industrial Growth
and Structural Changes.

MEANING AND ELEMENTS OF BUSINESS ENVIRONMENT 

Environment includes various factors such as socio-economic, technological, supplier, 
competitors and Government. So the business is affected by two sets of factors, the
internal environment and external environment.

Any  organisation has certain mission, objectives and goals and a strategy to achieve
them. Formulation of strategy is defined as establishing a proper firm-environment.

According to Andrews, Business Environment may be defined as, “the pattern of all
external influences that affect its life and development”.

“The environment of business consist of all those external thing to which it is exposed
and by which it may be influenced, directly or indirectly”-Reinecks and Schoell,
Introduction to Business.

Business Environment consist of all those factors that have a bearing on the
business. Business environment are

(i) Internal Environment

(ii) External Environment divided into two parts: 

(a) Micro environment

(b) Macro environment
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INTRODUCTION TO BUSINESS ENVIRONMENT 

The formula for business success requires two elements-the individual and the
environment. Remove either value and success becomes impossible. Business
environment consist of all those factors that have a bearing on the business. The term 
business environment implies those external forces, factors and institutions that
are beyond the control of individual business organisations and their management
and affect the business enterprise. It implies all external forces within which a
business enterprise operates. Business environment influence the functioning of the
business system. Thus, business environment may be defined as all those conditions
and forces which are external to the business and are beyond the individual business
unit, but it operates within it. These forces are customer, creditors, competitors,
Government, socio-cultural organisations, political parties national and
international organisations etc. some of those forces affect the business directly
which some others have indirect effect on the business.

FEATURES OF BUSINESS ENVIRONMENT

(a) Totality of external forces: Business environment is the sum total of all things
external to business firms and, as such, is aggregative in nature.

(b) Specific and general forces: Business environment includes both specific and
general forces. Specific forces affect individual enterprises directly and immediately in
their day-to-day working. General forces have impact on all business enterprises and thus 
may affect an individual firm only indirectly.

(c) Dynamic nature: Business environment is dynamic in that it keeps on changing
whether in terms of technological improvement, shifts in consumer preferences or entry of 
new competition in the market

(d) Uncertainty: Business environment is largely uncertain as it is very difficult
to predict future happenings, especially when environment changes are taking place too
frequently as in the case of information technology or fashion industries.

(e) Relativity: Business environment is a relative concept since it differs from
country to country and even region to region. Political conditions in the USA, for instance,
differ from those in China or Pakistan. Similarly, demand for sarees may be fairly high in
India whereas it may be almost non-existent in France.

Features of business environment can be summarised as follows.

(a) Business environment is the sum total of all factors external to the business firm
and that greatly influences their functioning.

(b) It covers factors and forces like customers, competitors, suppliers, government,
and the social, cultural, political, technological and legal conditions.

(c) The business environment is dynamic in nature that means, it keeps on changing.

(d) The changes in business environment are unpredictable. It is very difficult to
predict the exact nature of future happenings and the changes in economic and social
environment. .
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(e) Business Environment differs from place to place, region to region and country to
country. Political conditions in India differ from those in Pakistan. Taste and values
cherished by people in India and China vary considerably.

IMPORTANCE OF BUSINESS ENVIRONMENT

There is a close and continuous interaction between the business and its
environment. This interaction helps in strengthening the business firm and using its
resources more effectively. As stated above, the business environment is multifaceted,
complex, and dynamic in nature and has a far-reaching impact on the survival and growth 
of the business. To be more specific, proper understanding of the social, political, legal and 
economic environment helps the business in the following ways:

(a) Determining opportunities and threats: The interaction between the
business and its environment would identify opportunities for and threats to the business. 
It helps the business enterprises for meeting the challenges successfully.

(b) Giving direction for growth: The interaction with the environment leads to
opening up new frontiers of growth for the business firms. It enables the business to
identify the areas for growth and expansion of their activities.

(c) Continuous Learning: Environmental analysis makes the task of managers
easier in dealing with business challenges. The managers are motivated to continuously
update their knowledge, understanding and skills to meet the predicted changes in
realm of business.

(d) Image Building: Environmental understanding helps the business organisations
in improving their image by showing their sensitivity to the environment within which they 
are working. For example, in view of the shortage of power, many companies have set up
Captive Power Plants (CPP) in their factories to meet their own requirement of power.

(e) Meeting Competition: It helps the firms to analyse the competitors’ strategies
and formulate their own strategies accordingly.

(f) Identifying Firm’s Strength and Weakness: Business environment helps to
identify the individual strengths and weaknesses in view of the technological and global
developments.

INTERNAL ENVIRONMENT 

The Internal Environment refers to all the factors within an organisation. The factors are

(a) Values of promoter and shareholders: The value system of the promoters and 
shareholders are important in selecting the business, mission, objectives of the
organisation, business policies and practices. The value system and ethical standards are
also among the factors evaluated by many companies in the selection of suppliers,
distributors, etc. 

(b) Mission and objectives: The Company’s priorities, direction of development,
business philosophy, business policy are guided by the mission and objectives of the
company. Every activity is undertaken keeping in view the goals to be achieved.

(c) Management structure and nature: The organisational structure, the
composition of the Board of Directors, extent of professionalisation of management, are
the important factors influencing business decisions. Board of  Directors being the highest 
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decision making body which sets the direction for the development of the organisation and 
which overseas the performance of the organisation, the quality of the Board is a very
critical factor for the development and performance of company.

(d) Internal power relationship: The relationship between the members of Board
of Directors and between the chief executive and the Board are also a critical factors.

(e) Human resources: Human Resources characteristics like skill, quality, morale,
commitment, attitude, etc could contribute to the strength and weakness of an
organistion. Human Resources are considered to be an important asset of an organisation.

(f) Company image and brand equity: The image of the company matters while
raising finance, forming joint ventures or other alliances, soliciting marketing
intermediaries, entering purchase or sale contracts, launching new products, etc.

(g) Physical Assets and facilities: Physical assets and facilities like the production 
capacity, technology and efficiency of the productive appartus, distribution logistics, etc.
are among the factors which influence the competitiveness of a firm.

(h) R & D and Technological capabilities: These capabilities judge a company’s
ability to innovate and compete in the market.

(i) Marketing resources: Marketing efficiency of a business depends upon the
quality of the marketing men, brand equity and distribution network.

(j) Financial factors: The financial policies, financial position and capital structure
are also important internal environment affecting business performances, strategies and
decisions.

EXTERNAL ENVIRONMENT 

The External environment of a business consists of a micro environment and a macro
environment.

MICRO ENVIRONMENT

It refers to those factors that affects the performance of the company.

(a) Suppliers: Suppliers are those who supply the inputs like raw materials and
components to the company. The importance of reliable source / sources of supply to the
smooth functioning of the business is obvious.

It is very risky to depend on a single supplier because a strike, lock out or any other
production problem with that supplier may seriously affect the company. Similarly, a
change in the attitude or behaviour of the supplies may also affect the company. Hence,
multiple source of supply help to reduce such risks. 

(b) Customers: The creation and sustainity of  a customers is the major task of a
business. A  business exists only because of its customers. Consumers of a company have
different categories like individuals, households, industries and other commercial
establishments and government and other institution.

Depending on a single customer is often too risky because it may place the company
in a poor bargaining position apart from the risks of losing business consequent to the
winding up of business by the customer. The choice of the customer segments should be
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made by considering a number of factors including the relative profitability,
dependability stability of demand, growth prospects and the extent of competition.

(c) Competitors: A firms competitors include not only the other firms which market
the same or similar products but also all those who compete for the discretionary incomes
of the consumers. This competition among these products may be described as desire
competition, generic competition, form competition.

(d) Marketing intermediaries: The immediate environment of a company may
consist of a number of marketing intermediaries which are “firms that aid the company in
promoting, selling and distributing its goods to final buyers”.

The marketing intermediaries includes middlemen such as agents and merchants
who “help the company find customers or close sales with them”.

(e) Financiers: Financing capabilities, their policies and strategies, attitudes,
ability to provide non-financial assistant are very important.

(f) Public: A public is any group that has an actual or potential interest in or impact
on an organisation’s ability to achieve its interests". Growth of consumer public is an
important development affecting business.

MACRO ENVIRONMENT

This is also known as General Environment and Remote Environment . A company
along with its macro environment operates in a larger macro environment. It is generally,
uncontrollable:

(a) Economic factors: The economic factors includes the structure and nature of the 
economy, the stage of development of the economy, the level of income, the distribution of
income, economic resources, economic policies, etc.

(b) Social/cultural factors: These are the religious aspects, language, customs,
traditions and beliefs, tastes and preferences, buying and consumption habits, social
satisfaction, etc.

(c) Demographic factors: Demographic factors such as sex of the population, age
composition, population growth rates, ethic composition, density of population, family
size, nature of the family, income levels, rural-urban distribution, etc, leave a very
significant impact on the business.

(d) Political/government factors: The political factors are characteristics and
policies of the political parties, nature of constitution and Government system. The
Government factors are the economic and business policies and regulations.

(e) Natural factors: It refers to the geographical and ecological factors, such as
weather and climatic conditions, natural resource endowments, location aspects, port
facilities, etc.

(f) Technological factors: It includes not only knowledge or methods that are
necessary to carry on or to improve the existing production and distribution of goods and
services, but also entrepreneurial expertise and professional know-how.

(g) Global factors: The global factors are WTO principles and agreements, economic 
and business conditions in other countries, international conventions, treaties,
agreements, etc. A domestic business is affected by these global factors.
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(h) Legal factors: There are certain rules and regulations, laws and court decision
in every country. These are legal factors which provide direction and control the business
activities.

ELEMENTS OF MACRO ENVIRONMENT (GENERAL OR REMOTE )

Business and environment are mutually dependent on each other. It is never ending
process of interaction.

ELEMENTS OF BUSINESS ENVIRONMENT 

POLITICAL ENVIRONMENT

The political environment can be one of the less predictable elements in a business.
Any business needs to monitor the changing political environment because political change
can profoundly affect an organization. Political stability can be key for market stability. The 
political system prevailing in a country decides, promotes, fosters, encourages, shelters,
directs and controls the business activity of that country. The most developed countries
today, owed their success to the prevailing political situation in their country.

Any political environment of a country can be either blessing for some business or
course for other business. In other sense, it provides opportunity to some business and
threats to others. A businessman has to adjust his business to the prevailing political
environment as he is left with no choice.

CHARACTERISTICS OF POLITICAL ENVIRONMENT

N The first and foremost affecting environment to the business.

N The impact may be positive or negative.

N May be favourable to some business and unfavourable to other business.

N Close relationship with economic environment.

N Changing political environment always brings changes in the business. 

THE ECONOMIC ENVIRONMENT

Next to the Political environment is the economic environment, which affects business.
The economic environment refers to all those economic factors, which have bearing on the
functioning of a business unit. Business depends on the economic environment to buy its
input as well as to sell it. The Economic Environment affects the demand structure of any
industry / product. At the same time Indian Economy is witnessing growth rate of 6% plus
on an average per annum. In order to assess the impact of these forces, it is necessary for
the business to examine the following factors in a greater detail.

(a) Gross national product

(b) Per capita income

(c) Balance of trade position

(d) Industry life cycle and current phase through which industry is passing. (boom,
recession and depression)

(e) The inflationary or deflationary trends.

(f) Rate of Interest charged by commercial banks. 
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These factors can be threat or opportunity to a firm. The marketer needs to
understand the impact of these economic forces on his company’s products and services.

THE SOCIAL AND CULTURAL ENVIRONMENT 

Culture represents RELIGION, LANGUAGE, UPBRINGING AND EDUCATION of
any human being. Social Class comprises of Income, Occupation, location of residence etc.
In India, there are 7 major religious groups such as Hindu, Muslim, Sikhs, Christians,
Zoroastrians, Buddhists and Jain. There are 17 different languages spoken in 28 different
states of the country.

In such an environment, it is crucial for businesses to fully understand the cultural
values of a society, especially where an organization is seeking to do business in a country
where social and cultural values keep changing in all areas and they are given top
priorities (Daily Soap operas work successfully in India). Attitudes to specific
products/services change through time and at any one time between different groups. Key
issues relating to the social and cultural environment include the changing role of women. 
The importance of leisure time and the role of the family.

TECHNOLOGICAL ENVIRONMENT

The pace of technological change is becoming increasingly rapid and businessman
need to understand how technological developments might affect them in four related
business areas:

(a) New technologies can allow new goods and services to be offered to consumers

(b) New technology can allow existing products to be made more cheaply, thereby
widening their market

(c) Technological developments have allowed new methods of distributing goods and
services

(d) New opportunities for companies to communicate with their target customers
have emerged. 

DEMOGRAPHIC ENVIRONMENT 

Demography is the study of populations in terms of age and sex composition. Among
the topics of interest to demographers are the age structures of a country, the geographic
distribution of its population, the balance between male and females, and the likely future 
size of the population and its characteristics. Changes in the size and age structure of the
population are critical to many organizations. For any business in any country, it is very
important to understand the demographic environment as “People make up markets.”

NATURAL ENVIRONMENT

Geographical factors such as Weather, climatic conditions. Rainfall, minerals, soils,
land forms. These resources have enormous impact on the business of any industry.
Manufacturing activities also depend on the availability of/condition of natural
environment. Thus, business is very much affected by Natural Environment.
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LEGAL ENVIRONMENT

Legal Environment is the result of government intervention in the economic and
business spheres. A business has to operate within the framework of regulations and legal 
provisions created by legal environment.

Thus, legal environment is the net result of various laws, rules procedures and
regulations made by the Government in regard to the formation and operation of business
enterprises.

INTERNATIONAL ENVIRONMENT

This comprises of international elements such as: 

N International politics

N Economic environment at international level

N Legal environment at international level

N Other environmental elements

This environment affects businesses, which are dependent on international
environment. The exporter, importer, domestic marketer all these gets affected by
international environment.

ECONOMIC ENVIRONMENT 

The Economic Environment includes all those factors which affect the functioning of

a business entity. Economic conditions, economic policies and the economic system are the 

important external factors that constitute the economic environment of a business. The

factors of Economic environments are

(1) Structure and nature of the economy, (2) Economic policies, (3) Economic Planning 

(4) Economic resources, (5) Level of incomes, etc.

The survival and success of each and every business enterprise depend fully on its

economic environment. The main factors that affect the economic environment are: 

(a) Economic Conditions

The economic conditions of a nation refer to a set of economic factors that have great

influence on business organizations and their operations. These include gross domestic

product, per capita income, markets for goods and services, availability of capital, foreign

exchange reserve, growth of foreign trade, strength of capital market etc. All these help in

improving the pace of economic growth.

(b) Economic Policies

All business activities and operations are directly influenced by the economic policies
framed by the government from time to time. Some of the important economic policies are:

(i) Industrial policy 

(ii) Fiscal policy 

(iii) Monetary policy 

(iv) Foreign investment policy 

(v) Export –Import policy (Exim policy) 
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The government keeps on changing these policies from time to time in view of the
developments taking place in the economic scenario, political expediency and the
changing requirement. Every business firm has to function strictly within the policy
framework and respond to the changes therein. 

(c) Economic System 

The world economy is primarily governed by three types of economic systems, viz. 

(i) Capitalist economy 

(ii) Socialist economy  

(iii) Mixed economy 

India has adopted the mixed economy system which implies co-existence of public
sector and private sector.  

ECONOMIC ENVIRONMENT OF BUSINESS 

Environment refers to all those economic factors, which have a bearing on the
functioning of a business. Business depends on the economic environment for all the
needed inputs. It also depends on the economic environment to sell the finished goods.
Naturally, the dependence of business on the economic environment is total and is not
surprising because, as it is rightly said, business is one unit of the total economy.

Economic environment influences the business to a great extent. It refers to all those
economic factors which affect the functioning of a business unit. Dependence of business
on economic environment is total, i.e., for input and also to sell the finished goods. Trained 
economists supplying the Macro economic forecast and research are found in major
companies in manufacturing, commerce and finance which prove the importance of
economic environment in business. The following factors constitute economic
environment of business:

(a) Economic system 

(b) Economic planning 

(c) Industry 

(d) Agriculture 

(e) Infrastructure

(f) Financial and fiscal sectors 

(g) Removal of regional imbalances 

(h) Price and distribution controls 

(i) Economic reforms 

(j) Human resource and 

(k) Per capita income and national income

The state became the encourager of savings and also an important investor and the
owner of capital. Since the state was to be the primary agent of economic change, it
followed that private sector activities had to be strictly regulated and controlled to
conform to the objectives of state policy.

The growth strategy also meant, in the early years of planning, a relative neglect of
public investments in agriculture. This negligence of agriculture sector was supported by
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the general view that the increase labour in the developing countries could only be
absorbed in the industry, and that during the early stages of industrialization, it was
necessary for agriculture to contribute in the establishment of modern industry by
offering inexpensive work force. A faster development of industry was the central
objective of planning. The above is a thumbnail sketch of the growth strategy followed by
the planners in the past four decades.

ECONOMIC POLICIES 

Economic policies are framed by the government which can have a great
impact on business.  Economic policies are industrial policy, trade policy, foreign exchange 
policy, monetary policy, fiscal policy and foreign investment and technology policy. 

1. Fiscal policy: It concern itself with the aggregate effect of government
expenditure and taxation on income, production and employment. The strategy of
government regarding public expenditure and revenue can have a significant impact on
the business.

2. Monetary policy: The RBI, being primarily concerned with money matters,
organizes currency and credit that it thinks is subservent to the broad economic objective
of the country.

3. Industrial policy: This policy defined the scope and role of different sectors like
private, public, joint and co-operative. The Government announced a New Industrial
Policy on July 24, 1991. This new policy deregulates the industrial economy in a
substantial manner. 

4. Trade policy: The trade policy greatly affects the fortunes of firms. Trade policy is 
integrated with the industrial policy. As part of the economic liberalisation and WTO
compliance, India has very substantially liberalised imports.

ECONOMIC PLANNING 

India is necessarily a planned economy. It does not mean simply a controlled economy 
in which, the Government interferes in economic matters through fiscal and monetary
policies. At the same time, the government cannot leave the private sector to function in
its own unorganised way. 

All the five year plans were designed to achieve four important long term objectives, viz.,

1. Increase production to the maximum possible extent so as to achieve a higher level
of national and per capita income

2. Achieve full employment.

3. Reduce inequalities of income and wealth and

4. Set up a socialist society based on equality and justice and the absence of exploitation. 

Planning is a pervasive function of management and it chalks out a course of action for
the enterprise to follow. Planning enables to provide for uncertain future. Planning makes
it possible for things to occur which would not otherwise happen and it is mental exercise
which requires the use of intellectual facilities. There are two aspects of Indian Planning:

(a) Management aspect of Indian Planning 

(b) Economic aspect of Indian Planning
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