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                                 DIMENSIONS OF BUSINESS ENVIRONMENT 

Dimensions of business environment means all the factors, forces and institutions which have direct 

and indirect influence over the business transactions. These dimensions are considered relevant for 

decision making and improving the performance of an organization. 

The various dimensions of business environment can be broadly grouped into five categories 

namely; Economic environment, social environment, Political environment, Legal environment and 

technological environment. 

 

1. Economic Environment: The economic environment comprises of all the economic forces which 

are likely to influence the functioning of a business enterprise. It consists of GDP, Per capita income, 

money supply, banking system, inflation rates, foreign exchange rate, tax rates, development of  

capital market, availability of economic resources etc. 

 

Examples of the impact of economic environment: 

1. Due to the consistent growth rate of GDP, India is a favorable place of Investment for MNCs. 

2. Due to availability of loans at very nominal rate of interest and with minimum formalities, demand 

of various products has increased. 

3. High inflation rate increases the cost of production. 

4. Recent changes in economic and fiscal policy of country have encouraged NRIs and foreign 

investors to invest in Indian companies. 

 

2. Social Environment: The social environment of business implies social trends of the country. It 

includes the social forces like customs and traditions of the society, education level of the people in  

society, life style and standards of living of people in society,  society’s expectations from business 
etc. 

 

Examples of the impact of social environment: 

a. Demands of sweets and gifts increases in India during festive seasons and during Christmas and 

New Year foreign countries like USA, UK and Australia provides huge business opportunities. 

b. Health and fitness trend has become popular now a days. 

c. Social movement to increase the education level of girl child. 

d. Choosing of water over soft drink by Cristiano Ronaldo has impacted the Company greatly. Soft 

drink company’s share price drop by 1.6%. 
e. Increase in demand of automatic machines and luxury items in middle class families. 



3. Political Environment: It includes various aspects relating to the functioning of the government in 

the country where the business operates, also have an important bearing on its smooth working. 

The main constituents of political environment are general stability and peace in the country, 

attitude of government towards different groups of societies, philosophy of political parties, ideology 

of the government etc. Political environment of the country directly affects economic environment. 

 

Examples of the impact of political environment: 

a. Promotion of “Digital India” has provided advantage to IT industry. 

b. Political stability encourages business enterprises to invest in long-term projects. 

c. Provision of free land and land at concessional rate for COVID treatment centers and Oxygen Plant 

has affected the business enterprise favourably. 

d. Legal Environment: The legal environment serves as a regulatory framework of business. It 

includes various laws/legislations passed by the government, administrative orders issued by the  

government authorities, court judgements and decisions rendered by various agencies at every level. 

 

Examples of the impact of legal environment:  

a. Proposal of government to set up fast track court for the settlement of disputes of foreign 

investors has increased the confidence of foreign investors to invest in India. 

b. GST is implemented to simplify the indirect taxation system in India. 

c. As per Supreme court order, license from local authority is mandatory to sell acid. 

d. Proper disclosure of warning in hazardous products and issue of disclaimer for investment in 

capital market are mandatory for the companies. 

 

5. Technological Environment: It includes forces relating to scientific improvements and innovations 

and practices which provide new ways of producing goods and services and new techniques of 

operating a business. Technologies related to production, marketing, handling customer grievances, 

training of employees are changing rapidly. Organization should adopt this change quickly to have 

first mover advantage. 

 

Examples of the impact of legal environment: 

a. Automobile companies have increased their budget for Research and development for 

manufacturing electric cars in future. 

b. During this COVID period greater use of technology has helped online teaching platform to teach 

across the world. 

c. Currently all the communication technology related companies has got advantage of increase in 

number of customers globally like Zoom, Cisco Webex, Microsoft etc. 

d. With the testing and introduction of 5G technology in India, all the mobile manufacturing 

companies have started manufacturing mobile phones supporting 5G technology. 

e. Now Robots are replacing labours in companies. 

 

 



                                                                           DEMONETIZATION 

It means that currency notes in circulation CEASE to remain as legal tender and cannot be used for 

exchange of goods and services further. It is the act of scrapping a currency unit of its status as legal 

tender. 

Important highlights of Demonetization: 

1. Prime Minister Mr. Narendra Modi has announced Demonetization on 8th November, 2016. 

2. All Rs. 500 and Rs. 1,000 notes of Mahatma Gandhi series became invalid currency with immediate 

effect. 

3. The issuance of new Rs. 500 and Rs. 2,000 notes in exchange for the demonetized currency was 

also announced. 

4. As an effect of demonetization 86% of the currency in circulation ceases to be a legal tender. 

5. It was also announced that, in order to exchange the invalid currency for the new currency notes, 

the people had to deposit the same in the bank in three months. 

 

Features of Demonetization:  

1. Tax administrative measures: It is considered as an effective tax administrative measure, as 

people with accumulated black money have no other option left than to declare their cash holdings 

and pay taxes at a penalty rate at the time of getting it exchange for new notes. 

2. Stringent approach towards tax evasion: Through demonetization the government seeks to 

communicate in a stringent manner that the practice of tax evasion will neither be tolerated or  

allowed any further. 

3. Channelising savings into the formal financial system: The immediate impact of demonetization 

is an increase in the savings of bank deposit. As people have to deposit their cash holdings, as a 

result, the banks, obtain funds, which could force them to lower the rate of interest on the deposits. 

Consequently, the investors are likely to shift towards stocks and mutual funds for higher returns. 

4. Development of Less-cash economy: Demonetization is considered as an important step towards 

moving India to a less-cash economy. Although it channelizes savings into the formal financial system 

but adopting digitalization is not an easy task. The success of digitalization is based on the availability  

of internet connection with customers and point-of-sale machine for sellers. 
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