
Thevariouscomponentsofbusinessenvironmentare–(i)ExternalEnvironment

(ii)InternalEnvironment.



 ExternalEnvironment:Externalenvironmentconsistsofthosefactorsthataffect

abusinessenterprisefrom outside.Externalenvironmentincludesshareholders,

competitors,customers,society,governmentlawsandregulations,policiesand

technology.Externalenvironmentisgenerallyclassifiedintomicroenvironment

andmacroenvironment.Differentplayersinthemicroenvironmentnormallydo

notaffectallthecompaniesofaparticularindustryinasimilarway.However,

sometimesmicroenvironmentofthevariousfirmsofanindustryremainsalmost

same.

A.ExternalMicro-Environment

Microenvironmentincludesthoseplayerswhosedecisionsandactionshaveadirect

impactonthecompany.Productionandsellingofcommoditiesarethetwoimportant

aspectsofmodernbusiness.Thevariousconstituentsofmicroenvironmentareas

under:

a.Suppliersofinputs:Animportantfactorintheexternalmicroenvironmentofafirm

isthesupplierofitsinputssuchasrawmaterialsandcomponents.

b.Customers:Thepeoplewhobuyanduseafirm’sproductandservicesarean

importantpartofexternalmicroenvironment.Sincesalesofaproductorserviceis

criticalforafirm’ssurvivalandgrowth,itisnecessarytokeepthecustomerssatisfied.

c.Marketingintermediaries:Inthefirm’sexternalmicroenvironment,marketing

intermediariesplayanessentialroleofsellinganddistributingitsproductstothefinal

customers.Marketingisanimportantlinkbetweenabusinessfirm anditsultimate

customers.

d.Competitors:Differentfirmsinanindustrycompetewitheachotherforsaleoftheir

products.Thiscompetitionmaybeonthebasisofpricingoftheirproductsandalso

non-pricecompetitionthroughcompetitiveadvertisingsuchassponsoringsome

eventstopromotethesaleofdifferentvarietiesandmodelsoftheirproducts.



e.Publics:Finally,publicsareanimportantforceinexternalmicroenvironment.Public,

accordingtoPhilipKotler,“isanygroupthathasanactualorpotentialinterestinor

impactonthecompany’sabilitytoachieveitsobjective.”Environmentalists,media

groups,women’sassociations,consumerprotectiongroups,localgroups,citizens

associationaresomeimportantexamplesofpublicswhichhaveanimportantbearing

onthebusinessdecisionsofthefirm.

B.Externalmacroenvironment:

Apartfrom microenvironment,businessfirmsfacelargeexternalenvironmentalforces.

Animportantfactaboutexternalmacroenvironmentalforcesisthattheyare

uncontrollablebythemanagement.Becauseoftheuncontrollablenatureofmacro

forcesafirm hastoadjustoradaptittotheseexternalforces.Thesefactorsare:

a.EconomicEnvironment:Economicenvironmentincludesallthoseforceswhichhave

aneconomicimpactonbusiness.Accordingly,totaleconomicenvironmentconsistsof

agriculture,industrialproduction,infrastructure,andplanning,basiceconomic

philosophy,stagesofeconomicdevelopment,tradecycles,nationalincome,percapita

income,savings,moneysupply,pricelevelandpopulation.

b.Political-legalEnvironment:Thepolitical-legalenvironmentincludestheactivitiesof

threepoliticalinstitutions,namely,legislature,executiveandjudiciarywhichusuallyplay

ausefulroleinshaping,directing,developingandcontrollingbusinessactivities.In

ordertoattainameaningfulbusinessgrowth,astableanddynamicpolitical-legal

environmentisveryimportant.

c.TechnologicalEnvironment:Technologyimpliessystematicapplicationofscientific

orotherorganisedknowledgetopracticaltasksoractivities.Businessmakesit

possiblefortechnologytoreachthepeopleinproperformat.Astechnologyischanging

fast,businessmenshouldkeepacloselookonthosetechnologicalchangesforits

adaptationintheirbusinessactivities.



d.GlobalorInternationalEnvironment:TheGlobalenvironmentplaysanimportantrole

inshapingbusinessactivity.Withtheliberalizationandglobalizationoftheeconomy,

businessenvironmentofaneconomyhasbecometotallydifferentwhereinithasto

bearallshocksandbenefitsarisingoutofglobalenvironment.

e.Socio-culturalEnvironment:Finally,thesocialandculturalenvironmentalso

influencesthebusinessenvironmentindirectly.Theseincludespeople’sattitudetowork

andwealth,ethicalissues,roleoffamily,marriage,religionandeducationandalso

socialresponsivenessofbusiness.

f.Demographicenvironment:Thedemographicenvironmentincludesthesizeand

growthofpopulation,lifeexpectancyofthepeople,rural-urbandistributionof

population,thetechnologicalskillsandeducationallevelsoflabourforce.Allthese

demographicfeatureshaveanimportantbearingonthefunctioningofbusinessfirms.

g.NaturalEnvironment:TheNaturalenvironmentinfluencesbusinessindiverseways.

Thenaturalenvironmentistheultimatesourceofmanyinputssuchasrawmaterials

andenergy,whichfirmsuseintheirproductiveactivity.Infact,theavailabilityofnatural

resourcesintheregionorcountryisthebasicfactorindeterminingbusinessactivityin

it.Thenaturalenvironmentwhichincludesgeographicalandecologicalfactorssuchas

mineralsandoilreserves,waterandforestresources,weatherandclimaticconditions

andportfacilitiesareallhighlysignificantforvariousbusinessactivities.Forexample,

steelproducingindustriesaresetupnearthecoalminestosavecostoftransporting

coaltodistantlocations.Thenaturalenvironmentalsoaffectsthedemandforgoods.

Forexample,inplaceswheretemperaturesarehighthedemandforcoolersandair

conditionersarehigh.Similarly,weatherandclimaticconditionsinfluencethedemand

patternforclothing,buildingmaterialsforhousingetc.Naturalcalamitieslikefloods,

droughts,earthquakeetc.aredevastatingforbusinessactivities.

h.Ecologicalenvironment:Duetotheeffortsofenvironmentalistsandinternational

organisationssuchastheWorldBankthepeoplehavenowbecomeconsciousofthe

adverseeffectsofdepletionofexhaustiblenaturalresourcesandpollutionof

environmentbybusinessactivity.Accordingly,lawshavebeenpassedforconservation

ofnaturalresourcesandpreventionofenvironmentpollution.Theselawshaveimposed

additionalresponsibilitiesandcostsforbusinessfirms.



 InternalEnvironment:Thefactorsininternalenvironmentofbusinessaretoa

certainextentcontrollablebecausethefirm canchangeormodifythesefactors

toimproveitsefficiency.However,thefirm maynotbeabletochangeallthe

factors.

Thevariousinternalfactorsare:

a.Valuesystem :Thevaluesystem ofanorganisationmeanstheethicalbeliefsthat

guidetheorganisationinachievingitsmissionandobjectives.Itisawidely

acknowledgedfactthattheextenttowhichthevaluesystem issharedbyallinthe

organisationisanimportantfactorcontributingtoitssuccess

b.Missionandobjectives:Thebusinessdomainofthecompany,directionof

development,businessphilosophy,businesspolicyetcareguidedbythemissionand

objectivesofthecompany.Theobjectiveofallfirmsisassumedtobemaximisationof

profit.Missionisdefinedastheoverallpurposeorreasonforitsexistencewhichguides

andinfluencesitsbusinessdecisionandeconomicactivities.

c.Organisationstructure:Theorganisationalstructure,thecompositionoftheboardof

directors,theprofessionalism ofmanagementetcareimportantfactorsinfluencing

businessdecisions.Anefficientworkingofabusinessorganisationrequiresthatthe

organisationstructureshouldbeconduciveforquickdecision-making.

d.Corporateculture:Corporatecultureisanimportantfactorfordeterminingthe

internalenvironmentofanycompany.Inaclosedandthreateningtypeofcorporate

culturethebusinessdecisionsaretakenbytoplevelmanagerswhilethemiddlelevel

andlowerlevelmanagershavenosayinbusinessdecisionmaking.Thisleadstolack

oftrustandconfidenceamongsubordinateofficialsofthecompanyandsecrecy

pervadesthroughouttheorganisation.Thisresultsinasenseofalienationamongthe

lowerlevelmanagersandworkersofthecompany.Inanopenandparticipatingculture,

businessdecisionsaretakenbythelowerlevelmanagersandtopmanagementhasa

highdegreeofconfidenceinthesubordinates.



e.Qualityofhumanresources:Qualityofemployeesthatisofhumanresourcesofa

firm isanimportantfactorofinternalenvironmentofafirm.Thecharacteristicsofthe

humanresourceslikeskill,quality,capabilities,attitudeandcommitmentofits

employeesetccouldcontributetothestrengthandweaknessesofanorganisation.

Someorganisationsfinditdifficulttocarryoutrestructuringormodernisationplans

becauseofresistancebyitsemployeesf.Labourunions:Labourunionscollectively

bargainswiththemanagersforbetterwagesandbetterworkingconditionsofthe

differentcategoriesofworkersetc.Forthesmoothworkingofabusinessfirm good

relationsbetweenmanagementandlabourunionsisrequired.

g.Physicalresourcesandtechnologicalcapabilities:Physicalresourcessuchasplant

andequipmentandtechnologicalcapabilitiesofafirm determineitscompetitive

strengthwhichisanimportantfactorfordeterminingitsefficiencyandunitcostof

production.Researchanddevelopmentcapabilitiesofacompanydetermineitsability

tointroduceinnovationswhichenhancesproductivityofworkers.


