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= External Environments

External Environments

In order to succeed in any business, whether it be a local food mart or a
‘manufacturing plant, extensive knowledge of competition and external environment
is essential. You could be the best business manager and have all the money you
need to build a manufacturing plant, but if you choose the middle of the desert for
your location because the land was cheap, who will come to work for you? If you
place your food mart store directly next to a 7 -11, you will have massive
competition and you will need to understand why customers would rather come to
your location instead of that 7-11 before you open your doors. What will be your
Iure? What is your differentiation strategy?

We all know that our government intelligence community collects data from cell
phones and many other places to assist in accomplishing their jobs to stop terrorism
and solve crimes. Collecting intelligence regarding a competitor is no different. A
company must be very aware of what all competitors are doing, how they are doing
it, and when they are doing it. Collecting this type of information will allow a
company to routinely perform an up -to-date SWOT analysis.
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In addition to collecting data regarding competition, it is
important to know the age, gender, economic status, political
standing, and educational background of your possible
clientele. Opening a fancy nail salon may not be the best
decision in a depressed area of a city. Can your clientele
afford your services, do they need your services, and will you
have to worry about crime? However, selecting a location for
a fancy nail salon in a richer suburb of the city in a busy,
already successful strip mall, might be a better investment for
success. Before making that final decision regarding a new

venture, know the facts and study the environment.

It is important to understand your strategic grouping. It will
not benefit you as a K-Mart or Target to compare your internal
and external factors with that of a Nordstrom or
Bloomingdales. A strategic group consists of those businesses

that are the most like your business — your direct competition.

General Environment

©

A Starbucks would not consider its competition to be Dairy
Queen or Wendy’s. However, the new Cuppa Joe’s down the
street most definitely should be evaluated to ensure that some
tweaking of the strategic plan is not in order to keep the
‘market currently buying Starbucks coffee. Cuppa Joe’s is
selling their coffee for $1.00 less than Starbucks. Does
Starbucks have to change their venue or offer a new and
exciting product to keep their customers? Continuous
monitoring of these internal and external changes will ensure
stability as long as the action is taken to correct new threats.
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External Factors that Affect The Company’s

Government

Select each item to learn more.

Open All Items

MARKET FOR CORPORATE CONTROL

So what does market for corporate control actually
‘mean? Not only do managers and CEO’s make
decisions to make a profit, but it is essential that these
decisions are accepted by the shareholders and make
the shareholders content and happy. If the company
‘makes a decision to sell off 10 manufacturing plants
in the south of the country and 50% of the
shareholders live in the south, they may not be too
happy about that decision. Some fradeoffs would
have to take this into account. If the shareholders are
not happy, they can sell off their shares and reduce
the value of the company’s stock. Companies have
little control over external factors such as

Maybe there are three companies in a corporate business
park that are all similar in nature but have different
products. One may be a shoe manufacturing plant, one
may be a sportswear manufacturing plant and another may
be a cereal manufacturing plant. They all have
approximately 1000 employees running the management
and the production. They all have a human resource (HR)
management department that basically does the same
thing. There are about 20 HR employees in each company
using three different HR management and performance
systems.

What would happen if the top management from each
company got together to review all three of the company’s
performance and management systems and then decided
among them which was the best? Then they created only
one HR office to do the work for all three companies.
Instead of needing 60 employees to accomplish this, they
may then only need 40 people. They will require fewer
information technology people to keep up the performance
programs. Instead of having three different people running
the new employee indoctrination seminar, they may now
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independent auditors, banks, stock analysts, and
regulatory laws. These are all factors that protect the
shareholders and keep companies legal and honest.
Well, they are supposed to, but it doesn’t always
work.

BOUNDARYLESS ORGANIZATIONS

Dess, Lumpkin, Eisner, and McNamara (2014)
discuss boundaryless organizations. Please take note
that this does not mean that you have a willy-nilly
organization with no structure. It means that in
addition to the traditional structure of choice your
company has, a trusting, close-knit community of
organizational workers bind together to improve
various processes and procedures by utilizing teams,
social media, and networking. All parties know that it
is in everyone’s best interest to bond and help each
other to succeed. This type of activity is becoming
more popular among the up and coming Millennials
who are not as rigid in their beliefs as the baby
boomers and have more open, sharing and trusting
relationships.

MODULAR ORGANIZATIONS

only need one person. These three companies will not lose
business by combining the HR duties into one and they
will all save money. However, the corporate control of that
function is now shared.
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Toften wondered why these type of organizations are
not called “outsourcing” organizations. That, to me,
would make their function much more
understandable. Samsung may create a fantastic
phone that often exceeds the Apple products. Their
research and development are key to their success.
However, they may not be the experts when it comes
to creating a phone battery or phone cases or phone
chips, so, they purchase these items already
‘manufactured by another company. Samsung can
then concentrate on what makes them money and
outsources items and activities where they can. In a
‘modular organization, the company (in this case
Samsung) would maintain complete control over
what is outsourced, how it is outsourced, and who it
is outsourced to.

VIRTUAL ORGANIZATIONS

A virtual organization is a bit different. In addition to
having a traditional divisional, matrix or functional
structure, a company also may band together with
similar companies to share ideas, share functions and
use these alliances to be more competitive or
successful in their market. Each company may have
one department that shines and does the best work, so
they use each other’s resources. This then reduces the
amount of control that the company has over those
functions. Dess, Lumpkin, Eisner, and McNamara
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(2014) use the example of five companies banding
together to create a better plastic bottle. All five
companies have an entirely different product, but all
will benefit from a cheaper and more
environmentally friendly plastic bottle. So they join
technology forces to pay for the research,
development, and production of the bottle. All pay
the bill, all use some resources and all benefit in the
end.
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PESTEL Framework:

PESTEL Framework

The PESTEL Framework categories the environmental factors that are often
interconnected. A company should analyze which of the six factors are most
important to the success of the company. Those factors are Political, Economic,
Social, Technological, Ecological and Legal. Some companies may have one of
these factors that stand out and others may have several. No matter how many
affect your business, it is essential to evaluate the aspects of that factor to
ensure you are in the best position to succeed.

Political

Defense companies most certainly are affected by the political administration.
Routinely, defense spending will increase during a Republican administration
and will be reduced during a Democratic administration. This, of course, is not
saying that it is true all the time, but if you are a defense contractor, your
business may be greatly influenced by the political status of the country.

Economic

The economic state of the country will affect some companies more than
others. For instance, a grocery store may not be as affected by a poor economy
as a department store. Food is essential even though the type of food stocked
and purchased may be different. However, a food store is not likely to go out of
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business when the economy is down. On the other hand, department type stores
that exist to sell clothing and accessories may indeed suffer more as the
economy may dwindle.

Social

Changing cultural beliefs and attitudes may indeed affect some companies
more than others. In the U.S., the population is aging, and some companies
must understand the needs and requirements of the elderly. This may influence
the type of merchandise that is offered or the ease of online purchasing or
delivery service.

Technological

Today, we know this all too well. Not only was the world becoming more
online centric before, but now more than ever after COVID 19. This will be a
positive influence on companies like Amazon or Etsy because more people are
venturing out to the internet for purchases rather than visiting department
stores. The online technology will highly threaten brick and mortar stores.
Other stores, like Lowes or Home Depot may escape the online threat.

Ecological

Today, more than ever, society is very much interested in the green and clean.
Climate change, waste removal and pollution factors are indeed important.
Companies who are not conscious of these issues will have their bottom line
affected more. New government regulations will also influence companies.
New regulations about disposing of tires, computers, cell phones and batteries
will always have an influence on certain businesses more than others.

Legal
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Legal issues may be critical to a company that wishes to merge or acquire
another company. There are legislative and regulatory constraints that must be
adhered to. New tax laws may apply if companies expand overseas and make
profits. On the other hand, some companies may benefit from these restrictions
or laws. If you are competing with a company that just moved headquarters to
Canada, you might benefit from that move if some people resent that the
headquarters had moved out of the U.S. Burger King is an example of this.
When they moved their headquarters to Canada in 2014, their business suffered
because Americans resented their action to save on their tax bill (Inskeep &
Zarroli, 2014). Wendy’s and McDonald’s probably increased business because
of it.
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Industry Life Cycle

Industry Life Cycle

Businesses are like living organisms in the sense that they typically have lifetime expectations. K-Mart was booming in the 80’s and 90’s and
then became obsolete. Kodak was booming for decades and then became obsolete. The stages of an industry life cycle are the introduction,

growth, maturity, and decline. Every business is different, and some will live longer than others. Right now, no one can imagine life without

Amazon or Apple or Microsoft. Maybe they will live forever. Other businesses come and their age depends on how long they survive in each

phase.

Development stage

The development stage can vary in time and is sometimes
experimental. Some companies never get past this stage. New
ventures in this stage will often find that their vision is not
sustainable due to high up-front costs that may never be recovered,
and they die early.

Growth stage

The growth stage also varies depending on the extent of rivalry. If a
new company is competing for a market in a small town, the growth
may be very slow and sometimes not at all. If you are a new grocery

store in the center of a small community, your growth stage may last

Maturity

The length of the maturity stage will depend on many factors
including culture, economics, and technology. A company like Apple
and Samsung may be in this maturity phase for decades. Sears was
mature for almost 100 years and now they have finally seen their
decline and death. Specialty stores like GNC (vitamins) were very
popular 10 years ago. Now, most have moved to only online sales
since the stores were too expensive and were not getting the
business. They grew well, were mature for a decade or two and now

the brick and mortar version of the company is dying.

Decline
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may be very slow and sometimes not at all. If you are a new grocery
store in the center of a small community, your growth stage may last
10 years until another grocery store opens two miles away. Then,
your growth stage will begin to diminish, and you will share
business with the other store. Sometimes a company will die here.

Other times you move on to maturity.

Decline

Death is inevitable and companies must realize this too. Fifty years
ago, there was a bakery in every strip mall in almost every
community. They were very popular and did excellent business.
Bosses would stop for donuts for the employees every Wednesday.
Sundays after church mom and dad would always stop for a sweet
surprise. There was nothing better than fresh cinnamon buns on a
Saturday morning. Now, the grocery stores have evolved and there is
an in-store bakery in almost every store. It is tough to still find
bakeries anymore and when they arrive, they often do not move into
the maturity phase. Fifty years ago, there was a five and dime store
in every community. Woolworths was one of them and they are no

longer alive.

Strategically managing any company, whether it be a store or an online venture, will always come with risk. Frequently evaluating the

environment, culture and economic position of our society will help to guide businesses through a healthy life.
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Strategic Capabilities

There are five strategic capabilities to consider. These capabilities contribute to the long term
health and competitive advantage of an organization. They are VRIO, benchmarking, SWOT,

value chain, and activity systems.

VRIO

VRIO stands for value, rarity, inimitability and organizational support. Breaking down these
elements further you will see where if all four of the elements have a high value, there is a
better competitive advantage. If your company identifies opportunities and alleviate threats,
then you have a high grade in value because you will be able to keep costs lower for your
customers. If your organization is rare and you have little competition, then you get a high
mark for rarity. If you are a rarity, but your company or idea is easily copied, then your rarity
will not last long. And, of course, you must be able to support your company and the
processes and systems must be in place accordingly. Without support, the primary activities
will fail. The company must be organized effectively to achieve optimum efficiency and

profit.

Value Chain

The value chain has primary and support activities that are necessary to create a product or a
service. Do not call support activities “secondary”. They are not secondary to primary
activities. They are just as important because without a solid support chain, the primary chain
would break. Primary activities consist of inbound logistics, operations, outbound logistics,
marketing and sales, service. Support activities include human resources, information

technology, procurement and infrastructure (budgeting, quality control, facilities).
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Activity Mapping Systems
In conjunction with the Value Chain analysis and the VRIO, the activity mapping is a further
breakdown of the larger value chain activities. So, if you have logistics as a primary activity
in the value chain, the activity map will show all the necessary steps of the logistical process
to see where there is duplication, efficiency or ineffective processes so that adjustments can
be made. If you are mapping your logistical activities and you have a section for accepting
and sorting incoming packages and a section for preparing and mailing outgoing packages,

you may consider combining both sections into one for efficiency.

SWOT

The SWOT analysis stands for the strengths, weaknesses, opportunities, and threats of a
company at any given time. It is like a snapshot of the situation right now. It can change
routinely, so it is important to look at this analysis often. If new threats arise for the company
without your knowledge, it could spell disaster. If you own a beauty salon and there are no
other salons around for 15 miles, when you do a SWOT analysis, competition will not be a
threat. However, once another salon moves in down the street, you could be in trouble unless
you plan ahead for the possible ramifications. Do the homework necessary to find out what
this new salon will offer compared to you and make adjustments as necessary.
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Benchmarking

Like SWOT, benchmarking is a company comparison exercise that will work two ways.
Benchmarking the “best in class” is when you use the number one in your sector to review
for best practices and profitable processes that you could possibly use in your company. If the
top selling gas station in the community (like Sheetz) sells food, gas, snacks and various
other items, is clean and has nice clean restrooms, is taking most of the business, you might
want to review their best practices to see if you can incorporate any of them. Maybe you
don’t want to add food service to your gas station, but maybe you could add a mini-store with
good snacks and maybe you would spruce up your place a bit more to try an attract more
people. Benchmarking can also be used in strategic groupings to watch what your closest
competitors do even if they are not in the same vicinity. If Burger King begins to offer ice
cream in all of their stores and you are McDonalds who does not offer ice cream, then you
might think about doing the same thing to avoid losing customers. However, instead of just
soft serve ice cream, you might add the make your own sundae concept.
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Conclusion

Beginning a new venture is not as easy as just having money and ideas. Much should be
evaluated and continually monitored. In this week we discussed many tools to assist in that
process. Every business is different and there are many tools to be used to monitor them. The
opportunities and threats must be measured against the strengths and weaknesses to find the
best fit. Keep in mind that the tools should be used often so that a strategic drift does not
occur. A strategic drift is just as it sounds. Because you have refused to change with the
times, your product or service becomes obsolete and you are stuck in the “drift” and can’t get
out. Failure looms. This lesson explored the use of a Value Chain Analysis to understand
competitive advantage and the steps needed to get that advantage.
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Advertisers Turn to New Value-
Adding Media

Since the Internet has arrived and is thriving, traditional media advertising such as
television, magazine, billboards, and newspapers is rapidly changing. Johnson &
Johnson, for example, cut its advertising expenditures by 20 percent overall (Steel,
2007). Their television budget decreased by 25 percent or $254 million (Steel, 2007).
Many large companies are shifting advertising dollars to the Internet, finding it

cheaper and as effective.
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Human Capital

Human Capital

Human capital is probably a company's most cherished asset. A
company spends much time and money to hire just the right
person for the job. Reviewing applications, interviewing, and
then choosing is a big job. Once hired, an employee is paid to
work, learn, experience, and grow. There is a cost involved
with training, developing, and motivating each and every
employee. As months turn into years of knowledge and
experience, no company wants to see an employee take this
expertise to another competitor. Therefore, effort must be made
to retain employees for the long term.

Employees must see the future growth and feel good about
coming to work each day. Employees want to know that if they
work hard they will promote. Employees want to feel
connected to the vision so that they know if they support it,
they will be part of the long-term team. Retaining human
capital is a huge part of a company's success.
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Social Capital

Social Capital

Smart and knowledgeable employees want to collaborate with other smart and
knowledgeable people. Social networking has young professionals talking amongst
themselves while promoting innovation and new venture opportunities. There could
be an employee at a pharmaceutical company for ten years progressing through the
managerial chain and feeling rather good about the job.

However, through social media other experienced pharmaceutical employees decide
to open their own company and they use their "contacts" to recruit other experienced
people. The new company entices the experience employees to move out and join in
on the adventure and the existing company loses a seasoned employee. Social capital
is important for every company to stay on top of the trends and know what makes
their employees happy and content.
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Maintaining Competitive Advantage

There are four criteria mentioned by Dess, Lumpkin, Eisner, and McNamara (2014)
necessary in order to keep a competitive advantage. These four criteria will help a firm to
evaluate and reevaluate the possibility of continuing proven success. Resources of a company
consist of its products, its people, and its capabilities. If the resources of a company are
valuable to the community and if the company uses these valuable resources to create new
opportunities and, therefore, ward off threats, there is more chance of success. If a company
has unique resources, resources that are not easily copied, and resources that cannot be easily
substituted, there is more chance to sustain competitive advantage. However, just like the
SWOT analysis, these criteria must be examined often to strategically plan the future. New

threats and opportunities can move in next door at any time.

Michael Porter emphasized that evaluating competition is key to success and profit. His five-
force analysis consisted of 1) threat of entry 2) threat of substitutes 3) power of buyers 4)
power of suppliers and 5) extent of the rivalry between competitors. Evaluating these factors
will reveal how attractive a company is and will pose as the company structure. Essentially,
Porter contends that if all five forces are high, then industries are not attractive in the market.
Al five factors (if high) will reduce profits. The goal is to review each factor to see whether a

new venture will survive in the current market.
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Threat of entry

How difficult or easy would it be for anyone to enter the same market? If you open a ice
cream stand on the beach and your neighbor sees success, how easy would it be for another
ice cream stand to open and compete with you on a daily basis?

Threat of substitutes

If you open this ice cream stand on the beach and succeed, can your neighbor open a
smoothie stand a block away and steal some of your business? Most people will choose
between ice cream or a smoothie but not do both. How many customers would choose

smoothie over ice cream?

Power of buyers (customers)

Buyer power will be high if there are only a few very large accounts in your business. If you
have three large customers and their business changes or goes elsewhere, you are majorly
affected. If you have 100 smaller buyers, then one or two moving on will not be as
devastating.

Power of suppliers

Suppliers are at the mercy of the business when they are the only game in town. They can
raise prices and reduce your profits. Most companies have many different suppliers, but the
bottom line is that suppliers often have the advantage. They want your business but can often

‘win out with raised prices because it is costly and time consuming to change suppliers when
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Power of suppliers

Suppliers are at the mercy of the business when they are the only game in town. They can
raise prices and reduce your profits. Most companies have many different suppliers, but the
bottom line is that suppliers often have the advantage. They want your business but can often
win out with raised prices because it is costly and time consuming to change suppliers when

systems are in place.

Extent of rivalry

There are all kinds of companies and some have more competition than others. Monopolies
like Amazon do not have the many competitors that companies like car manufacturers and
grocery stores. If you are the owner of the single grocery store in a rural lake community, and
after 10 years of success another grocery moves into the area to service the growing
community, you may be in trouble. For those 10 years that you are the only grocery stores

within 10 miles, you have very low rivalry.




