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The Political Environment 

Political systems 

o Politics: 

• The activities involved in getting and using power in public life and being able to 
influence decisions that affect a country or society. 

• is concerned with those processes that help to determine how conflicts are 
contained, modified, postponed or settled. 

 

Authoritarian Democratic 

• Enforcement or rules, regulations and 
orders 

• Limited degree of participation of 
others in decision-making 

• No opposition 

• Rational, voluntary decision-making & 
acceptance on rules, regulations and 
orders 

• Direct or indirect democracy 

• Aspects of democratic political systems 

 

Gov’t in democratic states 

o Electoral system: 

• links the people with gov’t 

• enables citizens to choose who will exercise the power to make decisions which will 
shape the lives of individuals 

• features of a democratic country’s electoral system: 
 regular elections 
 freedom of speech, movement, assembly 
 freedom from coercion and absence of illegal electoral practices 
 secret ballot 
 free media 

 
First-past-the-post system (UK) System of proportional representation (EU) 

• a simple majority is sufficient to ensure 
victory 

• a single party dominating the organs of 
decision-making 

• a redistribution of votes occurs when 
there is no outright winner, resulting in 
a final decision that accurately 
represents the wishes of the whole 
electorate 

• often results in a coalition gov’t 

 
o Party system 

• Political parties are used as a means of organizing a system of representative 
democracy 

• Primary benefit of party system: 
 Provides a means of selecting political leaders and the kind of policies they 

pursue if the party achieves political office 
o Representative assembly – a group of individuals chosen by a country’s citizens to help make 

important decisions on their behalf 

• Sovereignty – the legitimate power to make decisions 

• Levels of gov’t upon which sovereignty is divided: 
 Supranational 
 National 
 Local 
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e.g. In Germany, the federal (national) gov’t has exclusive jurisdiction over foreign and defense 
policy and environmental protection, while the Bundesländer control such areas as education and 
police. 

 In a unitary system, ultimate authority rests with the national gov’t who may 
grant power to subnational levels 

o A system for articulating sectional interests 

• Pressures groups: 
 Alternative to elections and party system 
 Indicator of domestic system of gov’t 
 Is seen as a much more effective way of influencing gov’t than through the 

party system 
 

The three branches or functions of government 

o The legislative function 

• Common features: 
 A bicameral legislature – a legislature with two chambers, an upper and a 

lower house, each with specific powers and roles in the legislative process. 
 A multi-stage legislative process 
 An executive-led process 
 Opportunities for legislative initiatives by ordinary representatives 
 Opportunities to criticize and censure the gov’t and remove it from office 
 Control of the purse strings 

o The executive function 
o The judicial function 
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The Macroeconomic Environment 

Economic systems 

o Economic scarcity – needs and wants tend to be unlimited, the resources that can be used to 

meet those needs and wants are finite such that no society at any time has the capacity to 

provide for all its actual or potential requirements. 

o Opportunity cost – the next best alternative foregone when an economic decision is made 

o The basic economic problem: 

• What should be produced and in what quantities? 

• How should things be produced? 

• Who should things be produced for? 

o Centrally planned economy – key decisions on production are taken by a central planning 

authority (e.g. state) 

• The state typically: 

 Owns and/or controls the main economics resources 

 Establishes priorities in the use of those resources 

 Sets output targets for businesses which are largely under state ownership 

and control 

 Directs resources in an effort to achieve these predetermined targets 

 Seeks to coordinate production to ensure consistency between output and 

input demands 

o Free-market economy – households and firms interact in free markets, through a system of 

prices, to determine the allocation of resources 

• Key features of a free-market economy: 

 Resources are in private ownership and individuals owning them are free to 

use them as they wish 

 Firms are equally able to make decisions on production 

 No blueprint exists to direct production and consumption 

 Decisions of resource allocation are the result of a decentralized system of 

markets and prices 

 The consumer is deemed to be sovereign, dictating supply and therefore 

resource allocation 

 

The macroeconomy 

o Microeconomic analysis – the study of economic decision-taking by individuals and firms 

o Macroeconomic analysis – interactions in the economy as a whole 

 

Government and the macroeconomy: objectives 

o AD – the total spending on goods and services in an economy in given time period at a given 
price level. 

• AD = C + I + G + (X-M) 
o Inflation – a persistent increase in the average price level in an economy over a given time 

period. 
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The demographic, social and cultural context of business 

The demographic environment of business 

o Demography – the study of populations in terms of both their overall size and their 

structural characteristics. 

• Size of the population 

• Age and sex distribution of the population 

 Ageing population – an increasing % of the population in the over-65 group 

and a decreasing % in the under-16 category 

 Demographic time bomb – occurs when no. of over-65’s significantly 

exceeds the no. who are under 16 

• Other structural characteristics 

 Ethnicity 

 Geographical distribution 

• Population change 

 Birth rate – expressed as the no. of live births per thousand of the 

population in a given year 

• Reasons for a decreasing birth rate: 

o Improvements in health and living standards 

o Increased availability of contraception 

o Postponed marriage and childbearing 

o Declining fertility rates 

o Changing attitudes towards women and work 

 Death rate – measured per thousand of the population in a given year 

• Reasons for a decreasing death rate: 

o Rising living standards 

o Developments in medical technology and practice 

o Better education 

o Improved working conditions 

• Natural population change – difference between birth rate and 

death rate 

 Rate of net migration – the balance between emigrants and immigrants 

over a given period of time. 

• Influences on the rate of net migration: 

o Legal barriers 

o Economic migration 

o The numbers fleeing persecution 

o Government policy 

o Political developments 

• Demographic change and business 

 Effects of demographic change on the supply side of the economy: 
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The social context 

o Social class – the idea of grouping together people who share a similar social status which is 

related to certain common features (e.g. educational background, income) 

• Social mobility – the ability of individuals to move relatively quickly between the 

different social strata as their personal circumstances change. 

 

The ABC1 system of social grading 

Social grading Social status Occupation 

A Upper middle class Higher managerial, administrative and professional 

B Middle class Intermediate managerial, administrative and 
professional 

C1 Lower middle class Supervisory or clerical, junior managerial, 
administrative and professional 

C2 Skilled working class Skilled manual workers 

D Working class Semi- and unskilled manual workers 

E Lowest subsistence level State pensioners or widows, casual workers, lowest-
grade workers 

  

Lifestyles 

o Lifestyles – the way in which people live and how they spend their money 

• Two individuals with the same occupation and the same social class may have 

entirely different lifestyles. 

• Lifestyle analysis provides another way to categorize and explain human behavior. 

o Other social influences: 

• Interactions with other individuals who may influence our attitudes, values, opinions 

and/or behavior. 

• Reference groups: 

 Friends, family and work colleagues 

 Sports and social clubs 

 Religious organizations 

 Trade unions 

• Primary reference groups – groups that have a regular or direct influence on us. 

• Secondary reference groups – groups whose influence tends to be more indirect 

and formal. 

• Family life cycle – changing patterns of consumption as the individual moves from 

being a child in a family to being a parent with different needs and responsibilities. 

 

The cultural environment 

o Culture – a complex set of values, norms, beliefs, attitudes, customs, systems and artefacts, 

handed down from generation to generation through the process of socialization and which 

influences how individuals see the world and how they behave in it. 

• Important features: 

 It comprises both material and abstract elements 

 It is socially learned and transmitted over time 

9 of 30




