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Abstract – The concept “Environment is Our Success for Business” posits that a company’s strategic environment—both 

internal and external—is a core determinant of its performance and sustainability. Internally, a positive culture, effective 

leadership, and strong person-organization fit foster employee engagement, innovation, and strategic alignment  Lumen 

Learning Externally, businesses operate amid dynamic forces—economic, regulatory, technological, and competitive—that 

require ongoing analysis (e.g., via PESTEL) and adaptation to thrive . Empirical studies link favorable external conditions to 

resilience and financial outcomes, highlighting that supportive regulatory environments and resource accessibility enhance 

innovation and enterprise survival . Additionally, through frameworks like Porter’s hypothesis, environmental stewardship can 

stimulate cost-saving innovations and competitive advantage  ResearchGate Together, these internal and external 

environmental dimensions create the ecosystem in which sustainable business success emerges. This perspective encourages 

organizations to deliberately cultivate their culture, invest in ESG practices, and continuously scan and shape their market 

context. 
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I. INTRODUCTION  
 

Business is an organisation or enterprise engaged in 

producing goods and services for profit motive. It is a 

collective effort where a firm is engaged in commercial, 

industrial or professional activities. The main aim of 

business is to satisfy the needs of customers. The success 

of every business depends on adapting itself to the 

environment within which it functions. For example, with 

changes in the government policies, the business needs to 

adapt itself with the new policies. Similarly, any 

technological advancement may render the existing 

products obsolete, such as the introduction of smartphones 

has replaced the telephone to a greater extent. Therefore, it 

is very important to have a clear understanding of the basic 

concept of business environment and the nature of its 

various components. 

 

Business environment includes those external factors and 

institutions over which it does not have any direct control. 

These factors affect the functioning of an organisation 

directly or indirectly. These include customers, 

competitors, suppliers, government, and the social, 

political, legal and technological factors, etc. 

 

The set of external factors, such as economic factors, 

social factors, political and legal factors, demographic 

factors, and technical factors, etc., which are 

uncontrollable in nature and affect the business decisions 

of a firm, is called business environment. 

The relationship between business and its environment can 

be explained by following points: 

 Business is affected by its environment and, in turn, to 

some extent, it will also influence the external factors. 

Similarly, economic environment influences socio- 

cultural environment and vice versa. Other 

environmental factors also have same relationship 

with each other. 

 The environmental factors are constantly changing. 

Similarly, business is also dynamic. 

 One business firm, by itself, may not be able to change 

its environment. But together with other businesses, it 

will be in a position to mould the environment in its 

favour. 

 

In this chapter, you will study the concept of business 

environment, its components and how it is important for 

organisations. You will also study about relationship 

between business environment and strategic management. 

  

Notes  

In general sense, all businesses aim to achieve multiple 

objectives. A business manager identifies and sets some 

important objectives like survival, stability, growth, 

profitability and efficiency. Enterprise needs to balance 

these objectives. Profit is the biggest stimulus for the 

survival of the business and its future development. There 

is always a risk involved in business and profit is the 

reward for taking the risk. Business can be established, but 

it is difficult to survive in this competitive world where 

whole world is one market. So, it is important for business 

to scan the environment. 

 

Environment refers to all external forces which affect the 

functioning of business. Environment factors are largely, if 

not totally, external and beyond the control of individual 

industrial enterprises and their managements. The 

surrounding in which business operates is called business 

environment. 
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II. THE WORD ‘BUSINESS 

ENVIRONMENT’ HAS BEEN DEFINED 

BY VARIOUS AUTHORS AS FOLLOWS 

 
According to Keith Davis, Business environment is the 

aggregate of all conditions, events and influences that 

surround and affect it. According to Reinecke and Schoell, 

the environment of business consists of all those external 

things to which it is exposed and by which it may be 

influenced directly or indirectly. 

 

These definitions give a clear understanding of the 

business environment. We can say that business 

environment is a combination or mixture of complex, 

dynamic and uncontrollable external factors within which a 

business is to be operated. 

 

The change in tastes and preferences of customers, 

introduction of new technologies, innovations, government 

policies, etc., all are parts of the business environment. 

Business needs to accept and adapt these changes promptly 

to survive in the market. So, it is necessary for the business 

to analyse the business environment. 

 

The business environment of an organisation usually poses 

threats as well as opportunities. To grasp the opportunities 

and reduce the threat, it is important to know the nature of 

business environment. Following are some points which 

describe nature of business environment: 

  Internal and external environment: Every business is 

surrounded by internal and external environment. 

Internal environment can be controlled by an 

organisation, like men, money, material, machine and 

method, whereas external environment is 

uncontrollable like political conditions, technologies, 

legal regulations, etc. 

  Dynamic and ever-changing: Business environment 

keeps on changing frequently 

in terms of technologies, government rules and regulations, 

socio-economic conditions, etc., which make business 

dynamic. 

  

 Notes  

Complexity of the environment: Business environment 

cannot be easily analysed because of too much complexity 

involved. Environment consists of a number of factors, 

events, conditions and influences, generating from 

different sources which impact business, thus, making the 

business complex. 

 Inter-relatedness: Factors of business environment are 

related to each other. For example, change in political 

parties will result in changing the government rules, 

fiscal policies, market conditions, technology, etc. So, 

all the factors need to be scanned properly because 

these factors are inter-related to each other. 

 Uncertainty: It is difficult to predict the changes going 

to take place in future because environment keeps on 

changing. These changes are uncontrollable. So, 

business can only try to combat from these challenges. 

For example, in case of fashion industries, changes 

take place so frequently, economy could collapse any 

time. 

  Impact: Impact means the effect of environment on 

business. Business environment has both long-term 

and short-term impacts on business. For example, 

different firms may get influenced differently from 

change in monetary policy. 

 Inter-dependence: A business firm and its environment 

are mutually interdependent. The economic status of a 

country affects the development of technology or it 

may change the lifestyle of people. 

 

 The aspects which fall under business environment are 

as follows: 

  Internal and external environment: Internal 

environment includes all those factors that are within 

an organisation and impart strength or cause weakness 

in business. For example, inefficient human resource, 

superior raw material, etc. 

 External environment includes those factors which are 

beyond the control of business and are outside the 

organisation. They provide opportunities and pose 

threat to business. For example, change in political 

conditions, technological change, etc. 

  Specific and general environment: Specific 

environment includes external forces that directly 

impact or influence organisations’ decisions and 

actions and are directly relevant to the achievement of 

organisations’ goals. The main forces that make up the 

specific environment are customers, suppliers, 

competitors and pressure groups. 

 General environment includes the economic, 

political/legal, socio-cultural, demographic, 

technological and global conditions that affect 

organisations. External forces do not affect 

organisations to a great extent, but organisations must 

plan, organise, lead and control their activities taking 

into account these factors. 

  Micro environment and macro environment: Micro 

environment impacts the working of a particular 

business. It has direct impact on business activities. It 

includes customers, suppliers, market intermediaries, 

competitors, etc.  

 

 

Thesefactors are controllable to some extent. 

Macro environment is general environment that impacts 

the working of all businesses. It is uncontrollable and 

influences indirectly.  

Political conditions, economy, technology, etc., come 

under macro environment. 

 

Controllable and uncontrollable environment: All those 

factors which are governed by business come under 

controllable environment. Internal factors are treated as 
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controllable factors, like men, material, machine, money, 

etc. 

Uncontrollable factors are external and are beyond the 

control of business like technological change and law 

related change. 

  

Notes Following points describe the importance of 

business environment: 

Identification of business opportunities: Many 

opportunities are provided by business environment to the 

organisation. Scanning business environment would help 

business get the first mover advantage. If changes are 

analysed carefully, then they can be the reason for business 

success. 

Optimum utilisation of resources: Resources like raw 

material, machine, money, labour, etc., are input for 

business. All these inputs are provided by environment to 

the business firms for carrying out their activities and also 

expect something in return. 

Identification of threat and early warning signal: Business 

can recognise the threat by analysing the change taking 

place in the environment. For example, if any new 

multinational company is entering the Indian market, the 

manager of an Indian firm dealing with same product as 

that of the multinational company should take it as a 

warning signal. Before the MNC launches its product, the 

manager should implement measures, such as improving 

the quality of his product and heavy advertisement. 

Coping with the rapid changes: To efficiently cope with 

these changes, managers must understand the environment 

and should adopt appropriate courses of action at the right 

time. It helps management become more sensitive to ever-

changing needs of customers. As a result, they are able to 

respond to such changes effectively. 

Meeting competition: This helps firms analyse 

competitors’ strategies and formulate their strategies 

accordingly. 

Identifying firm’s strength and weakness: Business 

environment helps identify the individual strength and 

weakness in view of the technological and global 

developments. 

Assisting in planning and policy formulation: Business 

environment brings both threats and opportunities to a 

business. Having a good understanding of the business 

environment can immensely help an organisation’s 

management in their future planning and decision-making 

endeavours. For example, competition increases with the 

entry of new firms in the market. 

The management has to draft new plans and policies to 

deal with new competitors. 

Environmental awareness provides intellectual stimulation 

to planners in their 5 

decision making. They can make changes in their plans 

efficiently and effectively. 

  

 Notes  

 

The performance of an organisation is affected by the 

business environment. It has a far-reaching impact on its 

survival, profit and growth. There are certain forces inside 

and outside the organisation. These forces affect the 

business both in positive and negative ways. 

 

Figure 1 displays components of business environment: 

 

 
 

FIGURE 1: Components of Business Environment 

Various components of business environment are as 

follows: 

 

Internal environment: These are those factors or 

conditions that exist within an organisation and affect its 

performance. These factors are controllable in nature and 

organisation can try to change or modify these factors. 

Organisation’s resources like men, material, money, 

method and machine come under internal environment. 

Various internal factors are as follows: 

Value system: The values are the ethical beliefs that guide 

the organisation in achieving its mission and objectives. It 

is framed by top-level managers like 

board of directors. The extent to which the value system 

is shared by all in the organisation is an important factor 

contributing to its success. 

Mission and objectives: The objective is the end towards 

which business activities are directed. All businesses focus 

on maximisation of profit. Mission is defined as the overall 

purpose or reason for its existence. A mission guides and 

influences an organisation’s decisions and economic 

activities. An organisation can change or modify its 

mission and objective accordingly. 

Organisation structure: The organisational structure is 

the hierarchy in business that define roles, responsibilities 

and supervision. The composition of the board of 

directors, the professionalism of management, etc., come 

under organisation structure and are important factors 

influencing business decisions. For efficient working of a 

business organisation and to facilitate prompt decision 

making, the organisation structure should be conducive. 

Corporate culture: Shared values and belief in an 

organisation which determine its internal environment are 

called corporate culture. Organisation where there is strict 

supervision and control results in lack of flexibility and 

unsatisfied employees. The sets of values that help 

members understand what organisation stands for how it 

does work, what it considers, cultural values of business 

forces of business, and so on. It helps in direction of 

activities. 
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Human resources: Human quality of a firm is an 

important factor of internal environment. Skills, qualities, 

capabilities, attitude, competencies and commitment of its 

employees, etc., could contribute to the strengths and 

weaknesses of an organisation. Organisations may find it 

difficult to carry out modernisation and redesigning 

because of resistance by its employees. 

Physical resources and financial capabilities: Physical 

resources, such as plant and equipment, facilities and 

financial capabilities of a firm determine its competitive 

strength which is an important factor for determining its 

efficiency and unit cost of production. Also research and 

development capabilities of a company determine its 

ability to introduce innovations which enhance the 

productivity of workers. Financial capabilities are 

company’s source of fund generation. 

External environment: These are those factors and the 

conditions which are outside the organisation and affect 

the performance of business. External factors are further 

divided into micro environment and macro environment 

which are as follows: 

Micro environment: Those factors which have direct 

impact on business. The various constituents under micro 

environment are as follows: 

Suppliers of inputs: The suppliers of inputs are important 

factors in the external micro environment of a firm. 

Suppliers provide raw material and resources to the firm. 

A firm should have more than one supplier for proper 

inflow of inputs. 

Customers: They are the buyers of firm’s products and 

services. Customers are an important part of external micro 

environment because sales of a product or service are 

critical for a firm’s survival and growth, so it is necessary 

to keep the customers satisfied. 

  

Notes  

Marketing intermediaries: Intermediaries play an 

essential role of selling and distributing its products to the 

final customers. Marketing intermediaries are an important 

link between a business firm and its ultimate customers. 

Retailers and wholesalers buy in bulk and sell business 

products and services to the ultimate consumer. 

Competitors: Competitors are the rivalry in business. 

Competition can based on pricing of products or based on 

competitive advertising. For example, organisations may 

sponsor some events to promote the sale of different 

varieties and models of their products. Business formulates 

strategies after analysing their competitor. 

Public: Public or groups, such as environmentalists, media 

groups, women’s associations, consumer protection 

groups, are important factors in external micro 

environment. Public, according to Philip Kotler, is any 

group that has an actual or potential interest in or impact 

on the company’s ability to achieve its objective. 

Macro Environment: These are the factors or conditions 

which are general to all businesses and are uncontrollable. 

Because of the uncontrollable nature of macro forces, a 

firm needs to adjust or adapt it to these external forces. 

These factors are as follows: 

Economic environment: All those forces which have an 

economic impact on businesses are called economic 

environment. It includes agriculture, industrial production, 

infrastructure, and planning, basic economic philosophy, 

stages of economic development, trade cycles, national 

income, per capita income, savings, money, etc., For 

example, low per capital income will negatively impact 

business because people have less money to spend. 

Political-legal environment: The activities of legislature, 

executive and judiciary play a vital role in shaping, 

directing, developing and controlling business activities. 

Rules and regulations, framed by the government, like 

licensing policy, polythene ban, etc., affect the business. 

Business growth can be achieved by using a stable and 

dynamic political-legal environment. 

Technological environment: Systematic application of 

scientific or other organised knowledge to practical tasks 

or activities is called technology. As it is changing fast, 

businessmen should keep a close look on those 

technological changes for its adaptation in their business 

activities. 

Global or international environment: The global 

environment is also important for shaping business 

activity. In the era of globalisation, whole world is a 

market. Business analyses international environment to 

cope up with the changes. 

Socio-cultural environment: People’s attitude towards 

work and wealth, lifestyle, ethical issues, role of family, 

marriage, religion and education and also social 

responsiveness of business affect the business. 

Demographic environment: Population size and growth, 

life expectancy of the people, rural-urban distribution of 

population, the technological skills and educational levels 

of labour force come under demographic environment. 

These features also affect the functioning of organisations. 

Natural environment: The natural environment plays an 

important role as it provides raw materials and energy for 

production in a firm. Natural environment consists of 

geographical and ecological factors a such as minerals and 

oil reserves, water and forest resources, weather and 

climatic conditions and port facilities. These are very 

important for many business activities. For example, in 

places where temperatures are high, the demand for 

coolers and air conditioners is high. Also, demand for 

clothes and building materials depends on weather and 

climatic conditions. Natural calamities like floods, 

droughts, earthquakes, etc., immensely affect business 

activities. 

 

Self Assessment Questions 

and   are the two types of external environment. 

Which Among the Following Comes Under Economic 

Environment? 

a. Education 

b. Population size 

c. GDP 

d. Lifestyle 

6. Marketing intermediaries are an important link between 

a business firm and its ultimate customers. (True/False) 
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Activity 

Choose any company of your choice and note the internal 

and external factors affecting its business. 

 

Relation Between Business Environment and Strategic 

Management 

The set of decisions and actions that result in the 

formulation and implementation of plans designed to 

achieve a company objectives are called strategic 

management. Strategic decisions are based on what a 

manager forecasts rather than what he knows. Strategic 

decisions have complex implications for more areas of the 

firm. The characteristics of strategic management 

decisions vary with the level of strategic management 

activity. 

Strategic management helps in defining the objectives and 

policies for the business. To make strategy, a business 

needs to scan its environment. 

In formulating a strategy, the strategic decision makers 

must analyse internal as well as external conditions in the 

environment, which are described in the 

following sections: 9 

  

Notes The analysis of internal and external environment 

will help managers determine what goals and mission they 

can or should adopt, and the strategic options that are 

available. 

Strategic planning should be based on business 

environment analysis. The world today is changing at a 

rapid pace. So it is very important for companies to scan 

the business environment more clearly, and make up 

strategic planning that can match the changes. 

The environment is changing, and the strategy which is 

suitable for companies today may bring threat tomorrow. 

Strategy is effective only if it is flexible. 

Business environment is a combination or mixture of 

complex, dynamic and uncontrollable external factors 

within which a business is to be operated. 

Business environment is complex, uncertain, inter-related, 

dynamic and interdependent. 

Specific environment includes external forces that directly 

impact or influence organisations’ decisions and actions 

and are directly relevant to the achievement of 

organisations’ goals. 

General environment includes the broad economic, 

political/legal, socio-cultural, demographic, technological 

and global conditions. 

Business environment helps in identifying opportunities 

and threats. 

The components of business environment are: internal and 

external environment. External environment consists of 

micro and macro factors which affect the business. 

The set of decisions and actions that result in the 

formulation and implementation of plans designed to 

achieve a company objectives are called strategic 

management. 

Strategic management helps in defining the objectives and 

policies for the business. To make a strategy, a business 

needs to scan its environment. 

Opportunities: The favourable conditions which can give a 

positive outcome. 

Threats: The unfavourable conditions which can give a 

negative outcome. 

Globalisation: An integration of economies, industries, 

markets, cultures and policy-making around the world. 

Strategic management: The set of decisions and actions 

that result in the formulation and implementation of plans 

designed to achieve an organisation’s objectives. 

  

Notes  

In 1868, Tata Gamsi founded Tata group. It is the largest 

conglomerate in India and is owned by Tata sons. Tata 

Motors is a leader in manufacturing of commercial, 

passenger, military and electric vehicles. It is also the 

world’s 4th largest truck and 2nd largest bus manufacturer 

by volume. In January 2008, Tata Motors introduced Tata 

Nano, dubbed as the ‘People’s Car’ and also known as the 

world’s cheapest car. The car was launched in March 2009 

which created a significant impact in the Indian automobile 

market. Tata Motors Ltd. is one of the few companies 

which has its own R&D centres. It has established an 

engineering research centre at Pune (with a strength of 

around 3,500 personnel). 

 

The main target group of customers for Tata Nano are the 

lower- and middle- income families in India, many of 

whom resisted purchasing four-wheelers mainly due to the 

price affordability and maintenance cost. Launching of 

Tata Nano gave an opportunity for these groups to 

purchase a car within their means. 

 

During the initial launch, Tata Nano was priced at about 

rupees one lakh. In December 2008, the cost of the car 

increased significantly due to higher raw material costs. 

 

Segment  Type Lenght 

A1 Mini Up to 3400 mm 

A2 Compact 3401-4000 mm 

A3 Mid-size 4001-4500 mm 

A4 Executive 4501-4700 mm 

A5 Premium 4701-5000 mm 

A6 Luxury Above 5000 mm 

 

Source: SIAM 

Table B: Awards Tata Nano Received 
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Notes  Further, in 2013, Tata Nano was rated as the 

most trusted 4-wheeler brand by Brand Trust Report India 

Study. 

 

Tata Motors was so confident about Nano that they 

thought this is going to be a massive success. But it failed 

and became one of the most disaster products in the history 

of marketing. 

 

 
 

FIGURE A: TATA Nano Sales 

 

TABLE C: TATA Nano Sales Figure (2017–2018) 

 

 
 

Tata Nano Failure Reasons 

Tata Nano projects itself as the cheapest car. Nobody 

wants to drive the cheapest car. Buying a car is related to 

social status and prestige in society. 

Ratan Tata says: 

“It (Nano) became termed as the cheapest car by the public 

and, i am sorry to say, by ourselves, not by me, but the 

company when it was marketing it. I think that is 

unfortunate.” 

So many Nano cars catch fire. This created a complete 

buzz in media. Despite the low price, everyone hesitated to 

buy them because of the incidences of fire. 

After the announcement of Nano, the second-hand market 

of cars faces a drop in price by 15% to 20%. New cars like 

Alto 800, Maruti 800, Indica, etc., also have to 

12 reduce the price. People called it a Nano effect. 

  

The vision of Tata was an affordable car that could fit a 

family of four. But, in reality, it was not fitting an Indian 

family of 4 with ease. 

Source:  https://bking.in/tata-nano-failure-case-study/ 

 

Questions 

 What was the vision of Ratan Tata behind the launch of 

Nano project? How did he analyse the environment? 

 (Hint: Low-income group people, safety, substitute for a 

bike.) 

 In spite of extensive research and development 

programme, Nano was a huge failure. Why? 

 (Hint: Poor vision and mission, competition, quality, 

etc.) 

  

Notes  

 Describe the forces which affect individual enterprises 

directly and immediately in their day-to-day working. 

 Explain how the understanding of business environment 

helps the management in coping with the rapid change 

and identifying opportunities and threats. 

 ABC Pvt. Ltd. was operating its business in USA. The 

company started exporting its product to India with 

the introduction of New Industrial Policy in 1991. The 

company appointed retailers in India who had direct 

links with suppliers to replenish stocks when needed. 

Identify and explain the dimensions of business 

environment discussed above. 

 Strategic decisions are based on what a manager 

forecasts rather than what he knows. Explain the 

relationship between strategic management and 

business environment. 
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In the previous chapter, you studied the concept of 

business environment. The chapter also discussed about 

the components of business environment. The relation 

between business environment and strategic environment 

have been described at the end of the chapter. 

 

An organisation functions within a particular environment 

which is comprised of internal and external environments. 

The internal environment of an organisation includes its 

employees, its policies that exist in the organisation, its 

strategy, its mission, etc. The internal environment is 

responsible to reflect the common purpose of the 

organisation. The external environment includes 

government, regulating agencies, customers, suppliers, 

public at large, etc. They affect the business strategy of the 

organisation. Internal environment is managed internally 

by the keypersons of the organisation. Thus, it is important 

for a organisation to screen the external environment in 

detail to make a strategy that could work for it. SWOT 

technique is used to make a complete analysis of internal 

and external environment of an organisation. 

 

In this chapter, you will study the meaning and importance 

of environmental screening. You will also study the 

business environment analysis and SWOT analysis in 

detail. Towards the end of the chapter, risks in business 

environment have been discussed. 

 

The term ‘environment’ means surroundings near you, 

which includes all components of environment like 

physical environment, social environment and governing 

environment. Physical environment consists of plants, 

land, water and all natural resources. Social environment 

consists of labourers, staff, management, suppliers, 

customers or all other human resources. Governing 

environment are rules, regulations and policies of the 

government. The term ‘screening’ means the process of 

evaluation or assessment of anything with the purpose of 

gathering data on any subject matter and coming to a 

conclusion. 

 

Thus, you can conclude that environmental screening is a 

process in which an organisation makes assessment or 

analysis of all the components of the environment and 

screens their impact on its functioning, stability, growth 

and profits. 

 

For an effective environmental screening, an organisation 

must follow the following steps: 

Defining the type of business: First, the organisation 

should assess what type of business it is dealing in and 

later on decide how environment will impact it. The same 

environment affects the clothing business and food 

business differently. 

Defining the scope of project: If screening is done for a 

particular project, then it is necessary to define the scope 

of the project. The scope will decide how environment will 

affect the project of the organisation. 

Defining the type of environment: It is important to define 

what type of environment an organisation is working in. It 

is important to consider all types of components of 

environment, such as physical, social or governing, and 

how the business will be affected due to them. 

Preparing a report: A detailed report should be made on 

how the organisation will be affected by the surrounding 

environment. 

Monitoring: Environment is not a static thing. It keeps on 

changing its features and characteristics. For example, 

employees keep on changing their jobs, customers keep on 

changing their choices, government keeps on changing its 

policies, etc. Thus, environment and its impacts should 

also be constantly monitored. 

If an effective environmental screening is done properly, 

then it gives following benefits: 

It gives the clear picture of what kind of environment the 

organisation is working in. Also, the organisation becomes 

aware of the features of different components of 

environment. 

Organisation gets the idea of opportunities and threats 

possible in the environment. 

Organisation is able to define the scope of its business, like 

how much the organisation can grow and to what extent it 

can raise its targets and profits. 

Organisation becomes aware of the existing and possible 

competitors. 

Continuous monitoring of environment makes an 

organisation aware of the upcoming dangers and updates 

for future challenges. This makes an organisation aware of 

its customers’ choices, so that the organisation could 

further improve the quality of its products or services. 

  

Notes  

The environmental analysis process is not a universal 

process. It is rather a dynamic process which may change 

from one business to another. For example, the business 

process analysis would be different for the airline services 

to that of the beauty salon services. 

 

A business manager plays a vital role in the analysis of 

business environment. He needs to thoroughly understand 

the availability of opportunities and possible threats. As 

per the analysis, an organisation needs to work on the 

available opportunities as per its strength and weakness. 

Following are four basic components of business 

environment analysis: 

 

Scanning: The term ‘scanning’ means analysing all parts or 

components of anything in order to develop some features 

of that thing. Being the first component of the 

environmental analysis process, this analyses the 

environmental factors of an organisation. The purpose of 

scanning is as follows: 
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Scanning helps in identifying the possibilities of 

environmental changes which may affect the working of an 

organisation. 

 

Understanding the present changes in the environment. 

Scanning is basically a non-structured activity. This is 

because the data in scanning is unlimited, but is ambiguous 

and imprecise in nature. So, it is difficult to distinguish 

what data is relevant or what is not. For the environmental 

analysis process, it is the basic challenge to extract the 

relevant data and make the best use of it. 

 

Monitoring: ‘Monitoring’ means keeping a constant eye or 

check on something. Thus, in environmental analysis, 

monitoring keeps a check on environmental changes from 

time to time. For example, employees keep on changing, 

natural resources keep on changing, and government and 

their policies keep on changing. 

 

Thus, after scanning, it is necessary to keep monitoring 

what sort of changes the concerned environment is facing 

and what impact it might cause on the normal functioning 

of the organisation. Constant monitoring ensures that 

business- persons are aware, and make responses towards 

the possible change in the business environment. 

 

Forecasting: Scanning and monitoring are steps on those 

aspects which have already happened and organisation 

cannot change them. These are sunk aspects, i.e., which 

have already taken place in the past and will not change in 

the future. But when an organisation is formulating a 

strategy for its operations, it might require future prospects 

and future orientation too. Forecasting is, thus, making any 

predictions about future and is, consequently, a part of 

business environment analysis. Forecasting can be done for 

any business-related project or aspect. For example, a 

forecasting can be made about whether a particular 

technology will arrive in the market or not, what would be 

the government’s new policies regarding tax, whether 

customers would change their preferences or would they 

like the innovation in the products or services, etc. These 

kinds of questions are being attempted to be answered in 

forecasting. Scanning and monitoring are comparatively 

easy tasks than forecasting. Forecasting is a complex task 

which requires brainstorming with which future predictions 

are being made. The scope of forecasting is more specific 

and clearer than monitoring and scanning. The results of 

monitoring and scanning are accurate as study of 

something present is done. But results of forecasting are 

contingent in future. 

 

Assessing: After scanning, monitoring and forecasting the 

business environment, organisation must make proper 

evaluation or assessment of collected data in the above-

mentioned steps. The organisation also needs to analyse 

what impact it will create on functioning. Assessment will 

provide answer to the following questions: 

What strategy needs to be made for the smooth functioning 

of the organisation? 

What changes might an organisation want to bring in your 

current strategy? 

What alternatives does an organisation have in case of 

negative changes in environment? 

How will an organisation face the coming changes? 

  

Notes  

Following steps need to be followed in the process of 

business environmental analysis: 

A. Scanning all the required components 

B. Grouping the scanned components 

C. Observing the internal components 

D. Monitoring the external components 

E. Outlining variables for analysis 

F. Usage of different techniques for analysis 

G. Forecasting future outcomes 

H. Formulating strategies 

I. Execution of formulated strategies 

J. Monitoring 

Let us discuss the above-mentioned steps in detail: 

A. Scanning all the required components: Environment 

of an organisation consists of various components. But, not 

all factors and aspects would be equally important or even 

important for the functioning of an organisation. A good 

strategist always distinguishes the relevant factors and 

scans them in detail. He/she looks for all the required 

components of environment and would study the relevant 

factors in detail. This way, he/she collects the required 

components and would present a scanned report. 

B. Grouping the scanned components: In the first step, 

the required raw information 

is gathered. In this step, the collected components are to be 

grouped; for example, 19 

what is affecting the stability, what is affecting the sales, 

what is affecting the 

growth, etc. Grouping is made of all the collected 

information.   

C. Observing the internal components: After scanning 

and grouping the relevant components of external 

environment, the strategist looks at the internal 

components of the organisation. For example, how the 

employees are reacting to the environmental changes and 

how smooth an organisation is functioning as the external 

components change in the environment. 

D. Monitoring external components: As an environment 

is not static in nature, it keeps on changing, for example, 

changing in government policies, changing in customer’s 

preferences, changing in supplier’s rates, etc. Thus, just 

one-time scanning is not a fruitful activity for the 

organisation. An organisation needs to constantly monitor 

and make aware of the upcoming changes. 

E. Outlining variables for analysis: Variables are the 

components responsible for bringing a change in an 

external environment. Some variables are national 

minimum wage, GDP, tax policies, competitors’ policies, 

customers’ preferences, etc. A strategist must outline all 

such variables and study them from time to time, so that he 

could bring the necessary change in the functioning. 
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F. Usage of different techniques for analysis: Different 

techniques are being used for a proper environmental 

analysis, such as benchmarking, scenario building, network 

methods, etc. The term ‘benchmarking’ means setting the 

best standard as per the industry and then comparing 

company’s performance with the set standards. Scenario 

building is presentation of overall picture of the system of 

the an organisation along with the affecting components. 

Network method is a complex process which is used to 

analyse the external environment of the organisation. This 

method helps in analysing the available opportunities in 

the market and studying possible threats. A network 

method also judges how internal strengths and weaknesses 

will be affected by the external environment. Essential data 

can be gathered through Delphi method, conceptualising, 

study and verifiable enquiry method. 

G. Forecasting future outcomes: In a business 

environment analysis, it is necessary to make predictions 

for future outcomes. A good strategist will always make 

future predictions of how the environmental components 

may affect the functioning of the organisation. The 

assessment of past results can also be made in this step. 

H. Formulating strategies: It is also one of the 

important steps of business environmental analysis. After 

the assessment of all the above environmental components, 

an organisation formulates the required strategies for the 

functioning. As you have already studied above, conduct 

the SWOT analysis before making an effective strategy. 

SWOT analysis means analysing the strengths, 

weaknesses, available opportunities and possible threats of 

the organisation. There are various ways of formulating or 

designing a strategy. Internal or core components are being 

recorded in Strategic Advantages Profiles (SAP). 

However, external components are being recorded in 

Environmental Threat and Opportunity Profile (ETOP). 

Both SAP and ETOP profiles can be compounded into 

SWOT profile. To evaluate internal and external 

components, External Factor Evaluation (EFE) matrix is 

being used by the strategists as a tool. 

Let us discuss the above-mentioned tools in brief: 

20  SAP: It is a tool which is being used by strategists 

to examine internal components of the organisation, like 

strengths and weaknesses. The processes of both ETOP 

and SAP are much similar. Both have positive, neutral and 

negative signs. The five utilitarian areas in the majority of 

the associations leaned to distinguish their quality and 

shortcoming are human asset and corporate arranging, 

fund or bookkeeping, generation or activity, showcasing or 

conveyance and innovative work. Every one of these zones 

is important to give a reasonable image of the key position 

of the association. 

ETOP: It analyses the external components of the business 

environment. It is basically the study of factors that are 

responsible externally to affect the business functioning. It 

is essential to study the impact of external components 

which might create an impact on an organisation. 

Components can be both positive and negative or even 

neutral in nature. Thus, it becomes necessary to determine 

which aspects will create a positive impact and which will 

create a negative impact. 

Execution of formulated strategies: After the above 

steps, a strategist implements and executes upon the 

formulated strategies. The strategist always evaluates how 

he had formulated the given strategy and how that can be 

effectively implemented. He/she also makes the required 

future predictions. This process is also often referred to the 

process of SWOT analysis 

Monitoring: The strategist must keep monitoring the 

external environment. As an environment keeps on 

changing, thus, it is necessary to have a continuous look at 

the changes and bringing the required changes in the plan 

or strategy. SWOT analysis refers to the analysis of both 

the internal and external environments of an organisation. 

In this term, S stands for Strengths and W stands for 

Weaknesses. Both these terms are internal components of 

an organisation. O stands for available Opportunities in the 

market and T stands for the possible Threats in the market. 

Both of these are the external components of the 

organisation. 

 

Let us discuss these above-mentioned terms in detail: 

Strengths: The term ‘strengths’ basically means the things 

you are good at or your capabilities. In the organisational 

context, it means the core competencies or capabilities of 

an organisation for which it can gain strategic advantages 

from its competitors. Even if it does not gain any 

advantages over competitors, it refers to an organisation’s 

capacities in which the organisation is having affirmative 

aspects. 

Strength is necessary for every organisation to gain 

competitive advantages. For 

example, some organisations have their employees as their 

strength and some 21 

organisations may have low cost of production as their 

strength. 

Weaknesses: Weaknesses are exact opposites of 

Strengths. While strengths are competitive advantages, 

weaknesses are competitive disadvantages of an 

organisation. Weaknesses are responsible for downfall of 

an organisation. The term ‘weakness’ also refers to the 

things in which the organisation is not good. For example, 

an organisation might not have better marketing strategies 

in comparison to its competitors. Then, in such a case, 

marketing would be its weakness. 

Opportunities: The term ‘opportunity’ means a chance to 

grab on in a positive sense. This is actually a favourable 

condition or circumstances present in the external 

environment, which should be grabbed by the organisation, 

in order to increase its strengths and gaining competitive 

advantages. A company’s strategist must be aware of the 

coming opportunity in the market, so that it could grab 

them on time and could raise revenues and profits; for 

example, sudden rise in demand of customers, new 

government policies in the favour of the organisation, 

emerging technologies, etc. 

Threats: The term ‘threat’ means exposing vulnerability 

of something which might create an adverse impact. In an 
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external environment, if suddenly or even gradually some 

changes occur and those are not in favour of the 

organisation, then these are called threats to the 

organisation. For example, a changes in preferences of 

customers, and changes in government policies, which are 

not in favour of the organisation, are considered as threats 

to the organisation. 

 

It is not necessary that an organisation has only its one 

single strength. An organisation might have one or more 

strengths at one time. More number of strengths would 

give an organisation more competitive advantages. An 

organisation might have one or more weaknesses which 

would degrade its competitive position in the market. The 

weakness of an organisation would factually hamper the 

growth of an organisation. The strengths and weaknesses 

of an organisation could be collectively determined and 

this combination would create a collective impact on the 

organisation and it is called a circumstance of synergistic 

effect. The concept of synergy says that if two things are 

merged together, then the resulting effect could be greater 

or lesser. This means when strengths and weaknesses of a 

company are understood together, then they could create a 

resulting strength or resulting weakness. This could be 

better understood as ‘two plus two could be either five or 

three’. 

 

The SWOT analysis is a tool to evaluate the strengths, 

weaknesses, opportunities and threats of an organisation. 

Every organisation must do this analysis very effectively, 

as all these areas are necessary to be understood in detail. 

A strategy would be formed on the basis of these elements 

only. Through SWOT analysis, a detailed study could be 

done about both internal and external factors of an 

organisation. 

 

The SWOT analysis as a whole matches the organisation’s 

strengths and weaknesses with the market’s opportunities 

and threats. It is in the organisation’s self-interest to use its 

strengths to exploit the available opportunities in the 

market. Further, an organisation must neutralise its 

weaknesses and avoid the possible threats in the external 

environment of the organisation. A four-cell matrix is 

being used to perform the SWOT analysis. In this matrix, 

the cells are referred to as strengths, weaknesses, 

opportunities and threats. 

 

The term ‘risk’ means a situation or circumstance where 

there is an exposure to danger. Business risk, therefore, 

means when an organisation is exposed to danger or threat, 

which could lower its profits or which may hamper the 

achievement of its targets. Any threat which may harm the 

normal functioning of an organisation is known as business 

risk. 

Any exposed risk could affect the organisation in the 

following ways: 

 It could disrupt normal working 

 It could create an adverse effect on sales or revenue 

 It could defame the brand image 

 It could create an adverse impact on growth 

It is not factually correct every time to blame managers or 

staff for the risk. A risk to business occurs because of 

many reasons. 

Following are the reasons which may cause a business risk: 

 Preference of customers, their demand and sales 

 Overall per unit cost to the company 

 Existing competition in the market 

 Economic climate 

 Government policies, rules and regulations 

Assessing risk means making an estimate of what level of 

risk is present in the given business situation. Thus, risk 

assessment is actually risk measurement. Following steps 

are to be taken to assess risk: 

Define the type of risk: There are various types of risks 

that are present in the 23 

market, to which a business is exposed. The first step is to 

identify the types of 

risks that are present. 

  

There are following types of risks present in the market: 

Financial risks: Financial risks are risks which affect the 

financial or monetary position of an organisation. 

Financial risks include credit risk, liquidity risk, asset-

based risk, foreign investment risk, equity risk, currency 

risk, etc. In these types of risks, the organisation faces 

money crisis. 

Marketing risks: When an organisation fails to make a 

better marketing strategy for its products or services, it 

faces such types of risks. These include a failure of 

marketing of products or services, risk, risk related to 

product development, product pricing, product promotion, 

etc. 

Operational risks: When an organisation fails to properly 

operate its day- to-day functioning, it is known as 

operational risk. In these kinds of risks, employees are not 

able to work properly for the organisation. For example, 

risk of electricity cut off, risk of disruption in the Internet, 

etc. 

Strategic risks: When there is a failure in proper strategy 

making or when strategy is not updated as per the changes 

in the environment, such situation is known as strategic 

risk; for example, failure of management in adapting new 

technology, failure in meeting customers’ demands, etc. 

Workforce risks: When the workforce of the organisation 

does not perform its duties well or does not work for the 

organisation, it is known as work- force risks; for example, 

strike of labourers, continuous absence of labourers or 

employees, etc. 

Estimate the likelihood of occurring: After analysing all 

types of risks an organisation needs to estimate what are 

the fair chances of each risk occurring in the future. 

Various techniques like percentages or probability can be 

used to estimate the chances of occurrence of risk. For 

example, there are twenty-five percent chances that the 

demand is going to fall down in the coming time for the 

said project. 
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Estimate the loss: After identifying the risks, the 

organisation has to estimate the chances of its occurrence 

and the extent of loss it may cause to the organisation. For 

example, there are twenty-five percent chances that the 

demand may fall for the said project and, consequently, the 

organisation may suffer loss of revenue of one million 

rupees in one month of time. 

Decide whether or not to take the risk: The organisation 

has come to a rough figure of how much loss it is going to 

suffer if the risk proves to be right. Organisation takes 

decision whether or not that risk is worthy to take. In the 

above example, there are seventy-five percent chances that 

the demand would not fall and if the demand rises, the 

organisation would have profit of ten million rupees in the 

coming month. So, considering all these factors, project is 

worthy to be taken. 

 

III. CONCLUSION 
 

The principle that “Environment Is Our Success for 

Business” encapsulates a holistic understanding of 

organizational success, rooted in both internal culture and 

external context. Internally, a supportive work 

environment—characterized by strong culture, leadership, 

and alignment—enhances employee commitment, 

motivation, innovation, and task performance  Cambridge 

University Press & Assessment Externally, businesses 

must continuously scan and adapt to dynamic forces—

political, economic, technological, social—and employ 

frameworks such as SWOT, PEST, and Porter’s models to 

align internal capabilities with external opportunities and 

threats  Moreover, environmental initiatives can serve as 

strategic catalysts. The Porter Hypothesis demonstrates 

how embracing environmental regulation can spur 

innovation, efficiency, and competitive differentiation  

Wikipedia Similarly, companies that internalize ESG 

principles—such as corporate environmental 

responsibility—gain resilience, brand trust, and regulatory 

advantage  Altogether, success hinges on cultivating a 

synergistic environment: a dynamic internal culture that 

motivates people and fosters innovation, paired with an 

agile external orientation that adapts to change and 

leverages sustainability as a competitive asset. 

Organizations that treat their environment as a strategic 

asset—nurturing it deliberately—are better positioned to 

thrive in turbulent markets, outperform competitors, and 

achieve sustainable growth. 
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