UniDrill

CUET Preparation Institute in Delhi

Business Studies Class 12th for CUET

Notes | Unit lll: Business Environment

I. Meaning of Business Environment

The term ‘business environment’ refers to the sum
total of all individuals, institutions, and other forces
that exist outside the control of a business enterprise
but possess the potential to affect its performance.

A useful way to conceptualise this is to imagine the
entire universe and subtract the subset representing
the specific organisation; the remainder constitutes its
environment.

This environment includes various external forces
such as economic, social, political, and technological
factors, as well as specific entities like individual
consumers, competing enterprises, governments,
consumer groups, courts, and the media.

The environment is characterized by several distinct
features:

e Totality of External Forces: It is aggregative in
nature, representing the sum total of all things
external to the firm.

e Specific and General Forces: It consists of
specific forces (investors, customers,
competitors, and suppliers) that affect
individual firms directly and immediately, and
general forces (social, political, legal, and
technological conditions) that impact all
enterprises and affect a single firm only
indirectly.

e Inter-relatedness: Different elements of the
environment are closely linked; for example,
an increase in health awareness (social)
leads to higher demand for organic food and
fitness services (economic).

e Dynamic Nature: The environment is in a
constant state of change, whether due to
shifts in consumer preferences, new
competition, or technological improvements.

e Uncertainty: Predicting future happenings is
extremely difficult, particularly in fast-moving
sectors like information technology or fashion.

e Complexity: Because the environment
consists of numerous interrelated and
dynamic forces, it is often easier to
understand in parts than to grasp in its totality.

e Relativity: The business environment differs
from country to country and region to region,
such as how the demand for sarees is high in
India but negligible in France.

Il. Importance of Business Environment

Just as human beings cannot exist in isolation,
business enterprises exist, survive, and grow within
the context of their environment.

While a firm cannot control these external forces, it
must adapt to them to succeed. A deep
understanding of the environment is crucial for
several reasons:

1. Identifying Opportunities and Getting the
First Mover Advantage: Environment
scanning allows a firm to identify positive
external trends. Early identification enables an
enterprise to exploit these opportunities
before its competitors. For example, Maruti
Udyog became a leader in the small car
market because it was the first to recognize
the need for fuel-efficient cars in an
environment of rising petroleum prices.

2. Identifying Threats and Early Warning
Signals: Threats are external trends that
might hinder performance. Environmental
awareness serves as an early warning signal,
allowing managers to prepare measures such
as improving product quality or engaging in
aggressive advertising to meet new
competition.
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3. Tapping Useful Resources: A business
enterprise acts as a system that transforms
inputs (finance, machines, raw materials,
labour) from the environment into outputs
(goods and services) for the environment.
Understanding the environment helps an
enterprise design policies to acquire the
specific resources it needs from financiers,
suppliers, and the government.

4. Coping with Rapid Changes: Today’s
business world is characterized by turbulent
market conditions, less brand loyalty, more
demanding customers, and intense global
competition. Managers must examine the
environment to develop suitable courses of
action to handle this rapid pace of change.

5. Assisting in Planning and Policy
Formulation: Since the environment is the
source of both opportunities and threats,
analysis of these factors serves as the base
for deciding future courses of action.

6. Improving Performance: Enterprises that
continuously monitor their environment and
adopt suitable practices are the ones that
succeed in the long run. Studies show that the
future of an enterprise is closely bound to
environmental shifts.

lll. Dimensions of Business Environment

The general environment of a business consists of
five key dimensions that are relevant for
decision-making and performance improvement.

1. Economic Environment This dimension includes
factors that have a direct impact on management
practices through the economy's macro-level health.

e Key Factors: These include interest rates,
inflation rates, changes in disposable income,
stock market indices, and the value of the
rupee.

e Impact: Low long-term interest rates typically
increase demand for homes and cars as
people are more willing to borrow money.
Conversely, high inflation increases the cost
of raw materials and wages, placing
constraints on business.

e Components: This also involves the existing
structure of the economy (role of public vs.
private sectors), rates of saving and
investment, volume of imports and exports,
and the expansion of transportation and
communication facilities.

2. Social Environment The social environment
consists of the customs, traditions, values, and social
trends of the society in which a business operates.

e Customs and Traditions: These define
long-lasting social practices; for instance,
festivals like Diwali, Eid, and Christmas
provide major financial opportunities for
greeting card and confectionery companies.

e Values: These are concepts held in high
esteem, such as individual freedom, social
justice, and equality of opportunity, which
translate into non-discriminatory employment
practices and freedom of choice in the
market.
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e Social Trends: Trends like the
health-and-fitness movement have created
massive demand for organic food, bottled
water, and gyms.

e Major Elements: Other elements include life
expectancy, literacy rates, population shifts,
and the presence of women in the workforce.
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3. Technological Environment This dimension relates
to scientific improvements and innovations that
provide new ways of producing goods or operating a
business.

e Innovations: Recent advances in computers
and electronics have changed how
companies advertise, moving from traditional
media to World Wide Web multimedia pages
and information kiosks.

e Operational Shifts: Technology has enabled
flexible manufacturing systems and online
booking for airlines, where customers can
manage their own flight times and fares.

e Obsolescence: Technological shifts, such as
moving from typewriters to word processors

or from fountain pens to ballpoints, can create
new businesses while making others
obsolete.

4. Political Environment This dimension includes
political conditions like general stability and peace
and the specific attitudes of elected government
representatives.

e Predictability: Stable political conditions build
confidence among investors to engage in
long-term projects, whereas political unrest
and threats to law and order create
uncertainty.

e Government Attitudes: The way government
officials view business can have either a
positive or negative impact on corporate
success.

e Major Elements: These include the prevailing
political system, the degree of politicization of
economic issues, and the nature of the
country's relationship with foreign nations.

5. Legal Environment Management is required to
obey the law of the land, making knowledge of
regulations a prerequisite for better performance.

e Sources of Law: This environment includes
legislations passed by the Government,
administrative orders, court judgments, and
decisions by commissions at federal, state, or
local levels.

e Key Indian Legislations: Businesses in India
must comply with the Companies Act 2013,
Consumer Protection Act 1986 (now 2019),
Factories Act 1948, and Competition Act
2002, among others.

e Impact of Regulation: Legal requirements
often mandate specific business behaviours,
such as the statutory warning "Cigarette
smoking is injurious to health" on cigarette
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packets or the prohibition of advertisements
for alcoholic beverages.

IV. Contextual Insight: Economic Environment in
India

To understand the dimensions of business
environment in an Indian context, one must look at
the macro-level factors related to production and
wealth distribution.

At Independence, the Indian economy was primarily
agricultural and rural, with the government taking a
lead role in infrastructure and imposing heavy
regulations on the private sector.

This changed dramatically in July 1991 with the
introduction of new economic reforms aimed at
solving a serious foreign exchange crisis. These
reforms were based on three pillars:

1. Liberalisation: Seeking to end the
"licence-permit-quota raj" by abolishing
licensing for most industries and giving
businesses freedom to decide their scale of
activities.

2. Privatisation: Reducing the role of the public
sector through disinvestment, which involves
transferring ownership of public enterprises to
the private sector.

3. Gilobalisation: Integrating the Indian economy
with the global economy by rationalising tariffs
and facilitating the free flow of goods, capital,
and technology across borders.
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