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» Snapshot

- Defines business environment as the sum total of all individuals, institutions
and forces outside the control of a firm but capable of affecting its
performance (p. 70).

- Establishes seven features (totality, specific + general, inter-relatedness,
dynamic, uncertainty, complexity, relativity) and six importance points (first
mover advantage, threat warning, tapping resources, coping with change,
planning/policy, improving performance) (pp. 71-74).

- Lays out five general dimensions — economic, social, technological, political,
legal — with concrete India-specific examples (pp. 74-80).

- Traces India's economic environment from the controlled, mixed-economy
model at Independence to the 1991 foreign-exchange crisis and the New
Industrial Policy 1991 (LPG: Liberalisation, Privatisation, Globalisation) (pp.
81-84).

- Closes with Demonetisation of November 8, 2016 — its rationale, features and
impact on interest rates, private wealth, digitisation, real estate and tax
collection (pp. 86-87).

L Detailed Notes

2.1 Core concepts

- Meaning: Business environment = sum total of all individuals, institutions and other
forces that are outside the control of a business enterprise but that may affect its
performance; "subtract the organisation from the universe and the remainder is
environment" (NCERT §Meaning, p. 70).

- lllustrative external forces: changes in government's economic policies, rapid
technological developments, political uncertainty, changes in fashions and tastes,
and increased competition all influence business — e.g., higher taxes make goods
expensive, technology can make products obsolete, political uncertainty creates
investor fear (NCERT §Meaning, p. 71).

- Feature 1 — Totality of external forces: environment is aggregative; the sum
total of all things external to business firms (NCERT §Features (i), p. 71).

- Feature 2 — Specific and general forces: specific forces (investors, customers,
competitors, suppliers) affect individual enterprises directly and immediately; general
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forces (social, political, legal, technological conditions) affect all enterprises and act

indirectly on any one firm (NCERT §Features (ii), p. 71).

- Feature 3 — Inter-relatedness: elements of the environment are closely inter-
related — e.g., increased life expectancy plus health-care awareness raised demand
for soft drinks, fat-free cooking oil and health resorts, which in turn changed
lifestyles (NCERT §Features (iii), p. 71).

- Feature 4 — Dynamic nature: environment keeps changing through technological
improvement, shifts in consumer preferences, or entry of new competition (NCERT
§Features (iv), p. 71).

- Feature 5 — Uncertainty: difficult to predict future happenings, especially in fast-
changing industries like information technology or fashion (NCERT §Features (v), p.
71).

- Feature 6 — Complexity: environment is made of numerous interrelated, dynamic
forces from different sources — easier to understand in parts than as a whole
(NCERT §Features (vi), pp. 71-72).

- Feature 7 — Relativity: environment differs from country to country and region to
region — political conditions in the USA differ from China or Pakistan; demand for
sarees is high in India but almost non-existent in France (NCERT §Features (vii), p.
72).

- Importance (i) — Opportunities & first-mover advantage: opportunities =
positive external trends; early identification helps a firm exploit them first. Maruti
Udyog became leader in small cars because it first recognised the need amid rising
petroleum prices and a large middle class (NCERT §Importance (i), p. 72).

- Importance (ii) — Threats & early warning signals: threats = trends hindering
performance; awareness lets managers respond — e.g., a foreign MNC entering India
serves as a warning so the Indian firm improves quality, reduces cost, advertises
aggressively (NCERT §lmportance (ii), pp. 72-73).

- Importance (iii) — Tapping useful resources: enterprise draws inputs (finance,
machines, raw materials, power, water, labour) from environment (financiers,
government, suppliers) and supplies outputs (goods, taxes, returns) back to it
(NCERT §Importance (iii), p. 73).

- Importance (iv) — Coping with rapid changes: turbulent markets, less brand
loyalty, market fragmentation, demanding customers, rapid tech change and intense
global competition require managers to examine the environment and develop
suitable courses of action (NCERT §lmportance (iv), p. 73).

- Importance (v) — Planning & policy formulation: environment analysis becomes
the basis for future course of action (planning) and decision guidelines (policy); entry
of new players forces rethinking strategy (NCERT §Importance (v), p. 73).

- Importance (vi) — Improving performance: firms that continuously monitor their
environment and adapt practices not only improve present performance but also
continue to succeed long-term (NCERT §lmportance (vi), p. 74).
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- Dimension — Economic environment: interest rates, inflation rates, disposable

income, stock market indices and value of the rupee affect management practices.
Low long-term rates help construction and auto firms (homes/cars on borrowed
money); rising disposable income (rising GDP) raises demand; high inflation increases
input costs and wages (NCERT §Economic Environment, pp. 74-75). Components
include relative role of public/private sectors, GNP/per-capita growth, savings/
investment rates, imports/exports, balance of payments, agricultural/industrial
production, transport/communication, money supply, public debt and planned
outlays (NCERT box p. 75).

- Dimension — Social environment: customs, traditions, values, social trends and
society's expectations. Diwali, Eid, Christmas, Guru Parv create opportunities for
greeting card firms, sweets/confectionery makers, tailoring outlets. Values like
individual freedom, social justice, equality and national integration translate into
freedom of choice, business responsibility, and non-discriminatory employment. The
health-and-fitness trend created demand for organic food, gyms, bottled water and
supplements (NCERT §Social Environment, p. 76). Elements include life expectancy,
women in workforce, birth/death rates, literacy, consumption habits, family
composition (NCERT box p. 77).

- Dimension — Technological environment: scientific improvements and
innovations giving new ways of producing/operating. Examples: computerised
information kiosks, WWW pages, retailers linking with suppliers, flexible
manufacturing, airline web bookings; lasers, robotics, biotechnology, food
preservatives, telecommunication, synthetic fuels; shifts from vacuum tubes to
transistors, steam to diesel/electric, fountain pens to ballpoint, propeller airplanes to
jets, typewriters to word processors (NCERT §Technological Environment, pp.
76-77).

- Dimension — Political environment: general stability and peace, attitudes of
elected representatives. Political stability builds investor confidence for long-term
projects; instability shakes it; officials' attitudes can be positive or negative (NCERT
§Political Environment, p. 77). Elements include prevailing political system, dominant
ideologies, level of political morality, government intervention and foreign relations
(NCERT box p. 80).

- Dimension — Legal environment: legislations, administrative orders, court
judgments and decisions of commissions/agencies at central/state/local levels.
Adequate knowledge is a pre-requisite; non-compliance causes legal problems. Key
Indian laws listed: Constitutional Provisions, Companies Act 2013, Industries
(Development and Regulation) Act 1951, FEMA, Imports and Exports (Control) Act
1947, Factories Act 1948, Trade Union Act 1926, Workmen's Compensation Act
1923, Industrial Disputes Act 1947, Consumer Protection Act 1986, Competition Act
2002. Examples: ban on advertising alcoholic beverages, statutory warning on
cigarette packets, baby-food ads must say mother's milk is best (NCERT §Legal
Environment, pp. 77-80).
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- Economic environment in India — macro factors: stage of economic

development, mixed-economy structure recognising both public and private sectors,
government economic policies (industrial, monetary, fiscal), economic planning (five-
year plans, annual budgets), economic indices (national income, GNP growth, per-
capita income, savings/investment, exports/imports, balance of payments),
infrastructural factors (financial institutions, banks, transport, communication)
(NCERT §Economic Environment in India, p. 81).

- At Independence: Indian economy was mainly agricultural and rural; ~70% of
working population in agriculture; ~85% population in villages; production used
irrational, low-productivity technology; communicable diseases widespread, high
mortality, no good public health system (NCERT §Economic Environment in India, p.
81).

- Development plan objectives: rapid economic growth to raise standard of living
and reduce unemployment/poverty; self-reliance with strong industrial base
emphasising heavy/basic industries; reduce income/wealth inequalities; adopt a
socialist pattern preventing exploitation of man by man (NCERT §Economic
Environment in India, pp. 81-82).

- 1991 crisis: serious foreign exchange crisis, high government deficit, rising prices
despite bumper crops; fiscal deficit 6.6% of GDP (1990-91), internal debt ~50% of
GDP, GNP growth fell to 1.4% (from 10.5% peak in 1988-89), negative growth in
agriculture (-2.8%), foodgrain (-5.3%) and industrial (-0.1%) production, inflation
13-14%, imports fell 19.4%, exports 1.5%, rupee depreciated 26.7% vs USD, forex
reserves barely covering a few weeks' imports, credit rating fell from AAA to BB+; in
May 1991 the government leased 20 tonnes of gold to SBI and RBI pledged 47
tonnes of gold to the Bank of England to raise $600 million (NCERT box, p. 83).

- New Industrial Policy July 1991 — broad features: (a) industries under
compulsory licensing reduced to six; (b) many industries reserved for public sector
dereserved — public sector limited to four strategic industries; (c) disinvestment of
many public-sector enterprises; (d) foreign-capital policy liberalised, equity share
raised, up to 100% FDI in many activities; (e) automatic permission for foreign
technology agreements; (f) Foreign Investment Promotion Board (FIPB) set up
(NCERT §Economic Environment in India, p. 82).

- Liberalisation: liberating Indian business/industry from unnecessary controls — end
of the licence-permit-quota raj. Includes (i) abolishing licensing except a short list, (ii)
freedom in scale of business (no restriction on expansion/contraction), (iii) removal
of restrictions on movement of goods/services, (iv) freedom in fixing prices, (v)
reduction in tax rates and lifting unnecessary controls, (vi) simplifying import/export
procedures, (vii) easier attraction of foreign capital and technology (NCERT
§Liberalisation, pp. 82-83).

- Privatisation: greater role to private sector, reduced role for public sector —
reversal of earlier strategy. Achieved by redefining public-sector role in 1991,
planned disinvestment, and referring sick/loss-making units to BIFR. Disinvestment =
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transfer of public enterprises to the private sector — dilution of government stake;
dilution beyond 51% transfers ownership and management to the private sector

(NCERT §Privatisation, pp. 83-84).

- Globalisation: integration of various economies leading to a cohesive global
economy. Trade liberalisation directed at import liberalisation, export promotion
through rationalised tariff structure, and foreign-exchange reforms. Made possible
by rapid tech advances and liberal trade policies; physical/political boundaries no
longer barriers. A truly global economy implies free flow of goods/services, capital,
information/technology, free movement of people, a common dispute-settlement
mechanism, and a global governance perspective (NCERT §Globalisation, p. 84).

- Demonetisation (Nov 8, 2016): Rs 500 and Rs 1,000 notes demonetised with
immediate effect — 86% of money in circulation invalidated; restrictions on cash
withdrawals; aim was to curb corruption, counterfeiting, illegal use of high-
denomination notes and accumulation of black money (NCERT §Demonetisation, p.
86).

- Demonetisation features: (1) tax administration measure — declared cash
deposited normally, black money taxed at penalty rate; (2) signal that tax evasion no
longer tolerated; (3) channelled savings into the formal financial system, supporting
lower-interest loans; (4) move toward a less-cash / cash-lite economy via digital
transactions, balanced by need for cell phones, PoS machines and internet — but
increased financial saving and reduced evasion (NCERT §Features, p. 86).

- Impact of demonetisation (table): Money/interest rates — decline in cash
transactions, bank deposits increased, financial savings rose; Private wealth —
declined as some notes not returned and real estate prices fell; Public-sector wealth
— no effect; Digitisation — RuPay/AEPS digital transactions among new users
increased; Real estate — prices declined; Tax collection — income-tax collection rose
due to increased disclosure (NCERT table, p. 87).

- Impact of LPG on business and industry: increasing competition, more
demanding customers, rapidly changing technological environment, necessity for
change, need for developing human resources, market orientation, loss of budgetary
support to the public sector (NCERT §Summary, p. 89).

2.2 Definitions to memorise

Business Sum total of all individuals, institutions and other forces outside = 70

environment the control of a business enterprise but that may affect its
performance

Specific forces Forces such as investors, customers, competitors, suppliers that 71

affect individual enterprises directly and immediately

General forces 71
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Business Environment

Opportunities
Threats
Economic
environment

Social environment

Technological
environment

Political

environment

Legal environment

Liberalisation

Privatisation

Disinvestment

Globalisation

Demonetisation

Forces such as social, political, legal and technological
conditions that affect all enterprises and impact a firm only
indirectly

Positive external trends or changes that will help a firm improve
its performance

External trends and changes that will hinder a firm's
performance

Interest rates, inflation rates, disposable income, stock market
indices and value of rupee that affect management practices

Social forces like customs, traditions, values, social trends and
society's expectations from business

Forces relating to scientific improvements and innovations
providing new ways of producing goods/services and new
methods of operating

Political conditions like general stability and peace and the
attitudes elected representatives hold towards business

Legislations, administrative orders, court judgments and
decisions of commissions at central, state and local levels

Liberating Indian industry from unnecessary controls and
restrictions — ending the licence-permit-quota raj

Reduced role of public sector and greater role of private sector,
including planned disinvestment

Transfer of public-sector enterprises to the private sector —
dilution of government stake

Integration of various economies of the world leading to
emergence of a cohesive global economy

Withdrawal of legal-tender status from Rs 500 and Rs 1,000
notes on November 8, 2016 to curb corruption, counterfeiting
and black money

2.3 Diagrams / processes to remember

- Dimensions of Business Environment diagram (p. 75): centre = Business

72

72

74

75-76

76

77

77-80

82

83-84

84

84

86

Environment, surrounded by Economic, Social, Technological, Political and Legal
Environment — the five general dimensions.

- Components of Economic Environment (box, p. 75): structure of economy, GNP
growth rates, savings/investment, imports/exports, balance of payments,
agricultural/industrial production, transport/communication, money supply, public
debt, planned outlays.
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- Major Elements of Social Environment (box, p. 77): product innovations,

lifestyles, quality of life, life expectancy, women in workforce, birth/death rates,

population shifts, literacy, consumption habits, family composition.

- Impact of Shifts in Women in Workforce (figure, p. 78): four blocks — Fashion
industry (shift to formal wear), Cosmetic industry (increased demand), Electronic
gadgets (increased demand), Food habits (shift towards packed food).

- Major Elements of Political Environment (box, p. 80): political system,
politicisation of business, ideologies, political leadership, political morality,
institutions, ruling-party ideology, government intervention, foreign relations.

- Crisis of June 1991 box (p. 83): fiscal deficit 6.6%, internal debt ~50% GDP, GNP
growth 1.4%, inflation 13-14%, rupee depreciation 26.7%, forex barely covering a
few weeks' imports, AAA — BB+ rating, 20 tonnes gold leased to SBI, 47 tonnes
pledged to Bank of England for $600 million.

- A Truly Globalised Economy box (p. 84): free flow of goods/services, capital,
information/technology, free movement of people, common dispute-settlement
mechanism, global governance perspective.

- Impact of Demonetisation table (p. 87): six-row summary — Money/interest
rates, Private wealth, Public-sector wealth, Digitisation, Real estate, Tax collection.

2.4 Common confusions / NTA trap points

- Mixing up specific vs general forces — NTA distractors often list customers/
competitors under "general forces" or social/political under "specific". Specific =
direct & immediate (investors, customers, competitors, suppliers); general = indirect
(social, political, legal, technological).

- Confusing dynamic nature with uncertainty and with complexity — dynamic =
constant change; uncertainty = inability to predict; complexity = many interrelated
forces hard to grasp together.

- Importance points (six) vs features (seven) — students often mix the two lists.
Features describe what the environment IS; importance describes WHY managers
must understand it.

- LPG misattribution — Liberalisation = ending controls/licence raj; Privatisation =
disinvestment and reduced public-sector role; Globalisation = integration with world
economy. NTA frequently swaps the definitions.

- Disinvestment threshold — dilution of government stake beyond 51% transfers
ownership and management to the private sector (p. 84), not 49% or 50%.

- Demonetisation date — November 8, 2016, not December; 86% of money in
circulation invalidated; only Rs 500 and Rs 1,000 notes demonetised.

- Compulsory licensing under 1991 policy reduced to six industries; public-sector role
limited to four industries of strategic importance (p. 82).
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- Functions of management vs dimensions of environment — POSDC is
unrelated to economic/social/technological/political/legal dimensions. CUET

sometimes plants "Controlling" into a dimensions list to test recall.

- First mover advantage vs early warning — first mover is about opportunities;
early warning is about threats. Both rely on monitoring the environment but they are
distinct importance points.

- Demonetisation numerical traps — Rs 500 and Rs 1,000 notes (not Rs 100 or Rs
2,000); 86% of money in circulation (not 50% or 75%); date is 8 November 2016.

- FIPB set up, not abolished, in 1991 — the Foreign Investment Promotion Board
was created to channelise FDI. NTA item-writers like to flip this.

- Disinvestment 51% threshold — dilution beyond 51% transfers ownership and
management to private sector. Below 51% retains government control.

2.5 Case examples

- Maruti Udyog small-car leadership (NCERT 8Importance (i), p. 72) — NCERT's
canonical first-mover example: Maruti recognised the small-car opportunity amid
rising fuel prices and a growing middle class, gaining leadership in the segment. The
case is the standard CUET stem for first-mover advantage.

- June 1991 foreign-exchange crisis (NCERT box, p. 83) — fiscal deficit 6.6% of
GDP, GNP growth crashed to 1.4%, rupee depreciated 26.7% against USD, India
pledged 47 tonnes of gold to the Bank of England for $600 million. This crisis box is
the canonical evidence-based question for any 1991-reform CUET stem.

- Indian Oil Corporation net-zero plan (NCERT context, sustainable business) —
referenced as a contemporary example of how Indian PSUs are adapting to new
environmental and policy dimensions. IOCL's net-zero target illustrates the response
of business to changing political-legal dimensions.

- Demonetisation, 8 November 2016 (NCERT § Demonetisation, p. 86) — the
watershed political-legal event affecting Indian businesses. NCERT records the
impact: bank deposits rose, digital payments expanded (BHIM, AEPS, RuPay), real-
estate prices fell, income-tax disclosures rose. This is the most-tested contemporary
example.

- Consumer Protection Act 1986 and statutory health warnings (NCERT
§Legal Environment, p. 79) — NCERT cites ban on alcoholic-beverage advertising,
cigarette pack warnings and baby-food disclaimers ("mother's milk is best") as live
examples of how the legal environment constrains marketing decisions.
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¢ Practice MCQs

Q1. The term "business environment" refers to:

A. The internal working culture of a business enterprise

B. The sum total of all individuals, institutions and other forces that are outside the
control of a business enterprise but that may affect its performance

C. Only the specific forces such as customers, suppliers and competitors of a firm

D. The legal and political framework within which a firm operates

Q2. Which of the following is NOT a feature of business environment?

A. Totality of external forces
B. Inter-relatedness
C. Profit maximisation

D. Relativity

Q3. Increased life expectancy and growing health-care awareness leading to
higher demand for soft drinks, fat-free cooking oil and health resorts is given by
NCERT as an example of which feature of business environment?

A. Dynamic nature
B. Inter-relatedness
C. Uncertainty

D. Complexity

& 8 more MCQs + answer key
Get UniDrill Pro - ¥199/year - unidrill.in/pricing

nl PYQ Alignment

This chapter is a high-frequency CUET unit — direct factual MCQs on the seven features,
six importance points and five dimensions of business environment appear almost every
year, along with statement-based items on the 1991 LPG reforms and the features/
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impact of demonetisation. Match-the-following (dimensions with examples) and assertion-
reason items on privatisation/disinvestment thresholds are also recurring patterns from

2023-25.

CUET 2023 — Actual PYQs from this chapter
Q.2 (CUET 2023) Identify the correct features of Business Environment.

- A) Certainty, relativity and independent B) Static, complexity and interrelatedness C)
Complexity, relativity and inter-relatedness D) Relativity, static and complexity Tests:
Features of Business Environment Answer: Not in extracted key

Q.15 (CUET 2023) Match List | with List Il. List | List Il A. Political environment .
Consumption habits B. Economic environment Il. Scientific improvements C. Social
environment lll. Stability of government D. Technological environment IV. Changes in
income

- A) B) C) D) Tests: Dimensions of Business Environment — Political/Economic/Social/
Tech Answer: Not in extracted key

CUET 2024 — Actual PYQs from this chapter

Q.5 (CUET 2024) Under which dimension of business environment is “Online booking of
air tickets” included?

- A) Legal dimension B) Economic dimension C) Technical dimension D) Social
dimension Tests: Dimensions of Business Environment — Technological dimension
Answer: Not in extracted key

Q.6 (CUET 2024) Which of the following is an example of economic environment?
Previous Year Question Solution

- A) Money supply in economy B) Constitution of the country C) Life expectancy D)
Population shifts Tests: Economic Dimension of Business Environment — examples
Answer: Not in extracted key

Q.7 (CUET 2024) Which of the following is an example of legal environment?

- A) Death/Birth ratio B) Trade Union Act C) Prevailing political system D) Public debt
Tests: Legal Dimension of Business Environment — examples Answer: Not in
extracted key

Q.8 (CUET 2024) Which of the following does not characterise business environment?

- A) Inter-related B) External forces C) Market orientation and product D) Relativity
Tests: Features of Business Environment — what does NOT characterise Answer: Not
in extracted key
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CUET 2025 — Actual PYQs from this chapter

Q.2 (CUET 2025) The sum total of all individuals, institutions and other forces outside
the control of a business firm but affecting its performance is called:

- A) Business Management B) Business Environment C) Business Decision Making D)
Entrepreneurship Development Tests: Business Environment — Definition (sum total
of external forces) Answer: Not in extracted key

Q.6 (CUET 2025) Which of the following is related to the economic dimension of
business environment?

- A) Modes of transportation and communication facilities B) Life expectancy and
expectations of workforce C) Licensing policy and government regulations D)
Technological developments and innovations Tests: Economic Dimension of Business
Environment Answer: Not in extracted key

Q.12 (CUET 2025) AMPM is a reputed wristwatch company. Due to changing trends the
company decided to manufacture smartwatches. This reflects that:

- A) Management is all pervasive B) Management is continuous C) Management is
dynamic D) Management is an intangible force Tests: Dynamic nature of Business
Environment — changing trends Answer: Not in extracted key

Q.32 (CUET 2025) Match List-l with List-ll: List-l (Business Environment) List-I|
(Dimension) (A) Economic (I) KYC compliance mandatory in mutual fund investment (B)
Social () Construction companies prefer long-term interest rates (C) Legal (lll)
Government maintains stability and peace (D) Political (IV) Rise in demand for goods
during festivals Options:

- A) A-ll, B-Iv, C-I, D-lIl B) A-lll, B-1V, C-l, D-Il C) A-1V, B-Il, C-I, D-lll D) A-Il, B-lll, C-1V, D-I
Tests: Dimensions of Business Environment — matching Answer: Not in extracted key

Q.43 (CUET 2025) Which of the following is an economic environment factor?

- A) Government regulations B) Interest rates C) Cultural values D) Demographic
changes Tests: Economic Environment — factors Answer: Not in extracted key
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