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MIC 2- Business Environment

Meaning of Business Environment

Business environment refers to all external and internal forces that influence the functioning of a
business. These forces affect business decisions, performance, and growth.

Importance of Business Environment
1. Helps in identifying opportunities and threats
2. Assists in planning and policy formulation
3. Improves adaptability to changes
4. Helps in optimum use of resources

5. Enhances competitiveness of business

Types of Business Environment
Business environment can be broadly classified into:
1. Internal Environment

2. External Environment

1. Internal Environment
Internal environment consists of factors within the organisation.
Components:

e Management

e Employees

e QOrganisational structure

e Company policies

e Physical and financial resources

Impact:
Internal environment directly affects efficiency and productivity.

2. External Environment



External environment consists of forces outside the organisation and is beyond the control of
business.

Components of External Environment
(a) Economic Environment
Includes economic factors that affect business operations.
Elements:
e [nflation
e Interest rates
e Income levels
e Economic policies
e Availability of credit

Impact: Affects demand, cost, and profit.

(b) Social Environment
Consists of social values, customs, beliefs, and traditions.
Elements:

e Population growth

e Education level

e Lifestyle changes

e Consumer preferences

Impact: Influences demand and consumption patterns.

(c) Political Environment
Includes government policies and political conditions.
Elements:

e Government stability

e Tax policies

e Industrial policies

e Trade restrictions

Impact: Creates opportunities or constraints for business.



(d) Legal Environment
Consists of laws and regulations governing business.
Examples:

e (Companies Act

e Consumer Protection Act

e Labour laws

e Environmental laws

Impact: Ensures fair business practices.

(e) Technological Environment
Refers to technological changes affecting production and marketing.
Examples:

e Automation

e Digital payments

e E-commerce

e Artificial Intelligence

Impact: Improves efficiency and competitiveness.

Conclusion / Summary

Business environment plays a vital role in the success of any business. A business must continuously
monitor its environment to survive and grow.



