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Unit 02
BUSINESS ENVIRONMENT AND ITS EFFECT ON 

BUSINESS ORGANIZATION

Prepared by: Ms. Ruwanthika Jayaweera

B.Sc.(special)Management, Ph.D(Mgt) reading

Intended Learning Outcomes
• Analyze the business environment and its effects on an

organization

• Explain the importance of continuity and being environmental
sensitive

• Explain new dynamic of global business environment and its
impact to the businesses
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Business Organization as an Open System

What is Business Environment?

• A business environment refers to the internal and external
factors affecting a business's operations.

• These factors are dynamic and constantly evolving. As a result, a
business environment often results from a business sinking or
swimming.
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Elements of Business Environment
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Internal Environment

It includes the conditions, entities, events and factors within an
organization that influence its activities and choices.

-Owners/Shareholders
-Employees
-Organizational structure
-Organizational culture

External Environment

• It refers to the external factors that can affect an organization’s 
performance and decision making.

• It includes:
Micro environment
Macro environment
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Micro Environment / Task Environment

• This consists of all the outside individuals, groups and organizations that affect 
the achievement of organizational objectives directly.

Example:
• Government
• Suppliers
• Creditors
• Debtors
• Banks and other financial institutions
• Competitors
• Potential investors
• Media and community

Macro Environment
This consists of all the broad forces in the economy which affects the 
achievement of organizational objectives.

Ex: 

• Political factors

• Economic factors

• Social and cultural factors

• Technological factors

• Environmental factors

• Legal factors
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Stakeholders of Business & Their Impact 
on Business

A stakeholder is an individual or a group of individuals with an 
interest, often financial, in the success of a business. 

SWOT Analysis
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PESTLE Analysis

Porters Five Forces Model
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ICT, Business and Society

Performance
 Efficiency, effectiveness and 

competitiveness
 Innovative business
 Intangible benefits

Growth
 Productivity growth
 Strategic growth
 Sales increase

Expansion
 Organization expansion
 Supply chain improvements
 International communication

New products
 New products/services
 Product quality
 Customer satisfaction

Impact of ICT

Impact of ICT on Organizations
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Locating a Business in an Environment 
Based on Degree of Change

• Do your best to plan ahead.
• Bring in the right people to support you.
• Pay attention to how you communicate.
• Invest in coaching.

Learning Organization
A learning organization is a dynamic and adaptable entity that 
values the acquisition, creation, and sharing of knowledge.
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Environmental Sensitivity
The environmental sensitivity of managers expresses the
sensitivity of managers as individuals concerning
environmental issues. Increase of sensitivity increases the
intentionality of managers to implement environmental
management.

Environmental Sensitivity & Managerial 
Role
• It Helps in Identifying Opportunities and Making First Mover 

Advantage.
• It Helps the Firm Identify Threats and Early Warning Signals.
• It Helps in Tapping Useful Resources.
• It Helps in Coping With Rapid Changes.
• It Helps in Assisting in Planning and Policy Formulation.
• It Helps in Improving Performance.
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New dynamic of Global Business 
Environment
The global business environment is a term used to describe the
challenges and opportunities that businesses face when
operating in a global marketplace.

• Rapid technological advancement
• Economic uncertainty
• Changing consumer expectations
• Regulatory changes
• Globalization and market volatility

Past papers
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January 2024

Which one of the following is not a force in the task environment of a 
business? 
(1) Customers. (2) Competitors. 
(3) Economic Environment. (4) Suppliers. 

July 2023

List two(02) variables of the internal environment of a business.
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January 2023

• Which one of the following is an internal stakeholder of a business?
(1) Society. (2) Creditors. (3) Competitors. (4) Owners.

• State two(02) forces in Porter's Five Forces Analysis.


