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Meaning: 

Business Environment means the sum total of all individuals, institutions, and other forces 

that are outside the control of a business enterprise but may affect its performance. 

 

Features of Business Environment: 

1. Totality of External forces: Business environment is the sum total of all things external 

to business firms. 

 

2. Specific and General Forces: 

 Specific forces (investors, customers, suppliers, competitors) affect individual enterprises 

directly.   

General forces (Technological, political legal, social) affect all business enterprises but may 

affect individual enterprises indirectly. 

 

3. Interrelatedness: Different elements of business environment are inter related. 

For eg. The covid 19 protocols (political) has affected our life style. (Social) 

 

4. Dynamic nature: Business environment is dynamic as it keeps on changing as per the 

changing situations. 

 

5. Uncertainty: Business environment is highly uncertain as it is highly dynamic. Thus it 

becomes very difficult to predict future happenings. 

 

6. Complexity: Business environment is highly complex as it consists of numerous 

interrelated and dynamic conditions.  

Relativity: Business environment is a relative concept as it differs from country to country 

and even region to region. 

 

Importance of Business Environment 



 

1. It enables the firm to identify opportunities and getting the first mover 

advantage: 

 Opportunities refer to positive external changes/ trends that helps a firm to improve 

its performance.  

 Early identification of opportunities helps the firm to get the first mover advantage 

instead of losing them to its competitors.  

 

2. It helps the firm to identify threats and early warning signals:  

 Threats refers to external changes / trends that hinders a firm’s progress/ 
performance. 

 Analysis of business environment helps the firm to identify the threats timely and 

take appropriate action.  

 

3. It helps in tapping useful resources: 

 A better understanding of business environment enables the firm  to design policies 

that will allow it  to get useful resources/ inputs from  the society and convert it into 

outputs as desired by the society.  

 

4. It helps in coping with rapid changes: 

 Business environment is highly dynamic as the changes take place at a fast pace.  

 In order to effectively cope with these changes it is important that the management 

understands the business environment and develops suitable course of action.  

 

5. It helps in assisting in planning and policy formulation: 

 Business environment is a source of both opportunities and threats.  

 Thus a better understanding of business environment helps a firm to plan the future 

course of action and frame policies for taking decisions as per the opportunities and 

threats.  

 

6. It helps in improving performance: 

 Business environment surely affects the performance of a business.  

 Thus the enterprise which continuously monitors business environment and adopt 

suitable business practices succeed in the market for a long period of time.  

 

Thus it can be concluded that the understanding and continuous analysis of business 

environment is important for a business not only to improve its present performance but 

also to succeed in the market.  

 

Content prepared absolutely from home RNS 


