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Just Iike everything exists in the physical environment, organisations exist in the business environment.
Organisations make up groups as in the case of a group of rival companies that form an industry. We observed
how the food processing industry in India is affected by the different levels of the environment at the global
and national levels. The industry environment, as we will see shortly, constitutes one of the most significant
parts of the environment for an organisation. Food processing companies are quite likely to be affected by
how the food processing industry shapes up.

Strategic management is basically about dealing with the external environment and establishing a linkage
with it. These linkages are the, stratem\s This chapter is devoted to an understanding of the external
environment that organisations face. Envuonment can be divided into external and internal. This chapter
deals with different aspects of the external environment. The jnternal environment has been left for discussion
in the next chapter. - i} \ T

\‘; Q\- W\T‘ ' \ ‘

3.1 CONC_EI}P&*‘ ENVIRONMENT |

Fnvironment literally means the surroundings, external objects, inflpences or circumstances under which
/ omeone orgiomethmg exists. The environment of any organisation ISYI;C aggregate of all conditions, even@
and@ s that surround and affect it iS{nce the env1r0nment influgnces an organisation in mulntudmous

K
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ways, its understanding is of crucial importance. The concept of environment can be understood by looking
at some of its ChajfEEflIEEics. Let us read Exhibit 3.1 that presents six mega trends that are likely to shape the
Indian econorny, industry and markets in the near future. Industries and companies are quite interested in
knowing about such trends as these affect their businesses in multifarious ways. | o

Exhibit 3.1 Six mega trends likely to shape India's future

T. N. Ninan, editor of Business Standard and former editor of The Economic Times, forecasts six mega trends
that are likely to shape the Indian economy in the near future. He calls them ‘mega’ trends as they cannot be -

easily reversed, have large ripple effects and define the future. ‘
| The trend of acquiring ofscale The Indian economy, markets and cbmpanies arwor
' exar_np!e, the 'fotal Indian car market in 2000 was just half a million vehicles. By 2010, a singe company may be
turning out twice that number. A budding entrepreneur like Jignesh Shah, is valued at Rs. 5000 crore in 2007,
which is roughly equal to what the Ambani family wealth was estimated in 2000. R
_ The trend of spread df;cc)nné'c’tivify'ariaE@é@q_ggs__}"he indian telecom market was just 5 million connec- -
_ fions and is now being valued at bver 180 million, enhancing connectivity across the nation. Similarly, TV sets
increasing 12 times or trucks moving at double the speed, on new highways, affect the productivity of industries :
directly or indirectly. - ‘

The trend oFgrgiwth bfthé”rih@g;{gﬁa;s_sjln 2001, there were an estimated 61 million Indians belonging to
families earning mare than Rs 2 lakh per year. In 2005, that number reached 100 mittion and by 2010 is likely to
be 173 million. In addition to adding to the consumerism, the middle class is likely to demand better civic ameni-
ties such as reli:a_t_sligpygrigleanwatet,and.cgmfonabie mass tr\a)sport systems, S /

The trend of,growing problems of growth __Environmental degradation, rising Ene@ demand and income

 disparities are the problems béing increasingly faced and are likely to worsen in the near future. -

The trend oﬁ[@ﬁéﬁsing openness 1o the word' There are indices such as the foreign trade component of
India’s GDP that is nearly 55 per cent, foreign institutional investors holdings of 25 per cent of Indian stocks,
more Indian companies buying overseas companies abroad, more Indian students studying abroad and the like,
indicating the increasing openness of India and Indians to the world. This comes from greater self-confidence,
taster acceptance of new influences and ideas and willingness to accept global benchmarking, resulting in a
more adaptive and efficient system. o : ' :

The trend ofigortinaing dommance of youth! Demographically, nearly half of India is under 25 years of age.

~

-

Not only are thére a highér number of younger people but they are also different from the older generation in
many ways. For instance, they are more mobile and volatile, offering new opportunities and challenges to mar-

" keters. . . L
Source: Based on T. N. Ninan, “Six mega trends that define India’s future”, Business Standard, January 6, 2007;
Also available at http:/www. rediff.com/money/2007/jan/06bspec.htm, Retrieved January 15, 2007.

Characteristics of Environment
Business environment (or simple environment) exhibits many characteristics. Some of the important and
obvious characteristics are briefly described here. ‘ :

L-Eavironment is Complex The environment consists of a number of factors, events, conditions and
influences arising from different sources. All these do not exist in isolation, but interact with each other to
create an entirely new sets of influences. It is difficult to comprehend at once what factors constitute a given
environment. All in all, environment is a complex phenomenon—relatively easier to understand in parts but

difficult to grasp in its totality.

2{@6]){ is Dynamic The environment is constantly changing in nature. Due t0 the many and
yéried influence operating, there is dynamism in the environment causing it to continuously change its shape

‘and character.
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3. Eni‘/ironment is Multi-facefed What shape and character an environment lassum;;? ::;f;isv?:wtzz
pei:ception of the observer. A particular change in the environment, or a,l}cf,del.‘l,c iﬂﬁ%s ,welcomed 25 an

" differently by different observers. This is frequently seen .Whel_l the same teveroivcm ra b |0
opportunity by one company while another company Pefceives it as a threat,

e et ‘

4. Environment has a Far-reaching Impact The environment has a far-reaching ITE):(\:;: 1::;1(1: }:);';g::ilss;
‘tions! The growth and profitability of an organisation depends critically on.tfl;e emtnroanr;le,n“ ts.
 Any environfiental change has an impact on the organisation in several di erenh_w );m o i i
- Since the environment is complex, dynamic, multi-faceted and has a far-reac mﬁ thpt i,t o
- external and internal components enables us to understand it_better. Bl,.lt before we do tha :f LS ‘ﬁmnmem
understand that strategic management is increasingly becoming conscious of the nature o
and the ways in which it affects organisations, .

The trafiitional approach to strategic management has led Fo an emphasis on conttrol, ‘c:lredigazliir;:
predictability. But these are antithetical to the concept of orgamsatlonfi and envnronm.en rzs b
now. The organisation and the.enyironment are, in reality, morfa quredlctable, 'uncertam and non :
Exhibit 3.2 presents an overview of the chaos theory and its application to strategic management.

icti behaviour and financial forecast.
ing, to anticipating competitive strategies. ' '

Organisations and environments display many of the characteristics of the living eco-systems—as these are

also dynamic, ever changing Systems—making it possible to apply the tenets of chaos theory to them.
In suggesting the use of chaos the.

Oty to strategic management, D. Levy gives the following reasons:
s Long-term Planning is difficult
~ Industries do not reach a stable equilibrium
Dramatic changes can occur unexpectedly
Short-term forecasts and predictions of Patterns can be made
Guidelines are needed to cope with complexity and uncertainty
The lesson that stugents of strategic management need t

0 leamn is that, in a dynamic environment, it is -
90 maintaining an internal orientation and attempt to
change dynamically as the environment changes, Managers should not faltinto the trap of over-ratio
over-reliance on sophisticated modelling and the futile attempt to create order where a state
simply cannot exist for long. C

rationalisation; :
reative disorder in the environment, as it ig the Universe, needs to b
by managers. ' :

of equilibrium’.
e takentoheart .
Sources: D, Levy, “Chaos theory and strategy: Theo
| agement Journal, Vol. 13, 1992, pp, 111. 125: D, N. C
Chicago, 1994; R D Stacey, Complexity ang Crg
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Let us get ahead and grapple with
external environments,

internal and External Environment w( \/f

. ;
I]lejnff;}":’sj;’; r’ ;" aament rcffts to all factors wriihin an organisation that impact strengths or cause weak-
nesses of @ &ic nature.'The external environment includes all the factors owtside the organisation
which pr 0"_”19 epportuninies or pose threats 1o the organisation.! ST R

’ “.’C ""f‘ 'r_f’“f“c“} mw h_"‘h ahor gAMsation exists can, therefore: be described in terms of the strengths and

weakness existing in the internal environment and the oppostunities and threats aperating in the external

environment. The four environmenta) influences could be described as below o

Internal environment: ' '

1. -Sireng this an inherent capacity which an organisation can use to gain strategic advantage. Exaraples of
strength aff_i gnod Teputation among customers, resources, assets, people, experience. ;nowledge. data
and capabilities. ,

2 Weakness is an inherent limitation or_constraint which creates strategic disadvantages. Examples of

© weakness are: paps in capabilities, financial deadlines, low morale and overdependence on a single

product line.
External environment: .
3. Opportunity is a favourable condition in the organisation's environment which enables it to consolidate
~ and strengthen its position. Examples of opportunity are: economic boomi, favourable demographic
shifts, arrival of new technologies, loosening of regulations, favourable global influences and unfulfilled
customer needs.

4. Threat is an unfavourable condition in the organisation’s environment which creates a risk for, or causes
damage to, the organisation. Examples of threat are: economic downturn, demographic shifts, new com-
petitors, unexpected shifts in consumer tastes, demanding new regulations, unfavourable political or
legislation, new technology and loss of key staff.

An understanding of the external environment, in terms of the opportunities and threats and the internal
environment, in terms of the strengths and weakness, is crucial for the existence, growth and profitability of
any organisation. A systematic approach to understanding the environment is the SWOT analysis.

SWOT Analysis . o oon .

SWOT analysis, evolved duri’g the 1960s at Stanfor ituge, is a very popular strategic planning
technique having applications in many areas including management. Organisations perform 2 SWOT analysia
to understand their internal and external environments, SWOT, which is the acronym for strengths,
weaknesses, opportunities and threats, is also known as WOTS-UP or TOWS analysis. Through such an
analysis, the strengths and weaknesses existing within an organisation can be matched with the opportunities
and threats operating in the environment so that an effective strategy can be formulated. An effective
organisational strategy, therefore, is one that capitalises on the opportunities through the use of strengths and
neutralises the threats by minimising the impact of weaknesses, to achieve pre-determined objectives.
A simple application of the SWOT analysis technique involves these steps;

/i,/ Setting the objectives of the organisation or its unit § - Jaheren P tapau "‘J
. Méntifying its strengths, weaknesses, opportunities and threats L
).).:sking four guestions (At LN‘“’ & W -~ Ln huas Jvﬂufﬂ:t D)7

(a) How do we maximise our strengths?

{b) How do we minimise our weaknesses? WE:‘;’M ‘r"‘qj 0 - fav w0 nd-ner W
. 1~ on V-
o o

.y Mr\‘A“ G (,-'Or‘d S

e
BRI
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{c) H ot e
) How do we Capitalise on the opportunities in our external environment?
(d) How do we pr

Otect ourselves from threats in our external environment?
4. Recommendin & Strategies that will optimise the answers from the four questions
Thc SWQT analysis is usually done with the help of a template in the form of a four-cell matrix, each cell of
ing the strengths, weaknesses, opportunities and threats. The analysis for preparing the

brainstonn.ing technique for generating ideas about the SWOT factors. A typical SWOT analysis matrix for
a hypothetical organisation is shown in Exhibit 3.3. |

Exhibwical SWOT matrix

' / STRENGTHS WEAKNESSES
+ | =~Favourable location “Uncertain cash flow <
xcellent distribution network SMeak management information 1<
L~ 1S0 9000 quality certification system )
|_~Established R & D Centre - Absence of strong USP for major
- Good management reputation product fines
{~Low worker commitment .
OPPORTUNITIES THREATS . \
: _ ﬂavourablegg%[%@s wUOnfavourable political environment
‘ v|.ow techno ogy oplions available  \~Obstacles in licensing new business
(/lr' - Possibility of niche target market - Uncertain compelitors' intentions
cAvailability of reliable business »Lack of systainable financial
'7 , partners backing

SWOT analysis has several benefits, among the majos being:
\ ® Simpletouse
. ® Lowcost - |
7 © Flexible and can be adapted to varying situations
o ® Leads to clarification of issues
¢«. ® Development of goal-oriented alternatives
t o Useful as a starting poiniJor strategic analysis
The following could be the pitfalls of using the SWOT analysis indiscriminately; o o
y ¢ Simplicity of use may turn to be simplistic by tnvialising the geality that may be more complex than
represented in SWOT matrices. T - o o ) o
e May result in just cg_ngpilin\glists rather than think about what is really important for achieving objec-
tives. ) _ N o '
‘e Usually reflects an evaluator’s position and viewpoiqt that can be rmsmtcr!)r'cEc-d to justify a previously
decided course of action, rather than be used as a means to open new possibilities. .
o Chances exist where strengths may be confused with ogg(ﬂn_ltles_or weaknesses with threats,

" Y 4ay«ehcoﬁrage organisations to take a lazy course of action of looking f_or strengths Eh'at match opportu-
rather than developing new strengths that co-u!d match the emerging opportunitics. ' 'd
w o nrosess of strategy formulation starts with and critically depends on, the appraisal of the internal an
The Process o maof an organisation. In this chapter, we will attempt to understand the external environ-

if;iﬁﬂ; n:]ﬁ: I::x( chapter, we will take'uP the;ir_lternval environment for discussion.

nities

1
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.
General versus Relevant Enviropfient =+~ b

The external environment, as we said earlier, consists of all the factors which provide opportunities or pose
Phreats oien organisation. In a wider sense, the external environment encompasses a variety of sectors like
international, r.latlonal and local economy, social changes, demographic variables, political systems,
technology, athtude towards business, energy sources, raw materials and others resources and many other
magro-level factors. We could designate such a wider perception of the environment as the general
eﬂ"_“o“me_m- A“_P_‘Zg@glsations, in some way or the other, are concerned about the general environment. But
tl}e 1mmed1:%te concerns of any organisation are confined to just a part of the general environment which is of
‘high strategic relevance to the organisation. This part of the environment coutd be termed as the immediately

relevant environment or 51.mp1y, the relevant environment. The conception of the business environment of an
organisation 1s presented in Exhibit 3.4. |
|

Exhibit 3.4 The business environment of an organisation

GENERAL ENVIRONMENT

ORGANISATION

- RELEVANT -
~ ENVIRONMENT

A conscious identification of the relevant environment enables the organisations to focus its attention on
those factors which are intimately related to its mission, purpose, objectives and strategies. Depending on its
perception of the relevant environment, an organisation takes into account those influences in its surrounding
which have an immediate impact on its strategic management process. Having identified its relevant

environment, an organisation can systematically appraise it and incorporate the results of such an appraisal in
strategic planning. In order to cope with the complexity of the environment, it is feasible to divide it into

different sectors.

Classification of Environmental Sectors

Aguilar evolved 2 categorisation scheme for griouping different kinds of information related to the environ-
ment into sectors such as customers, competitors, suppliers, technology; social, political, economic condi-
tions, etc.’ Keegan suggests that the sector categorisation should be such that these sectors must be
exhaustive, i.e., each item of information should find a place in one of the sectors; the sectors must be
mutually exclusive so that any given item of information must belong to one of the category; and the
classification must be functional and relate to actual scanning practices.*

There are several sectors into which the external/general environment could be
given context, there are chtain sectors that merit greater attention than the bthers. Exhi

divided into. But, ina
pit 3.5 presents results
al factors on the basis

of three research studies/in the Indian context that attempt to identify the gfivironment
of a relative ranking of the different environmental Sectors.
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pon? ,

» ; i ian companies focus U
Exhibit 3.5 Which sectors of the environment did indian comp s focus upon. The

ronmental sectors that Indian compan

G ive rankings of eight envi
Given below are the relative rankings of &g e neatly a decade (1987 - 199 6).

rankings are based on three research studies reporte

Shah ~ Qverall ranking”
4 ¢

Environmental sectors Dixit Subramaniam 1996)

(1987) (1989) ( 1

(N =24) (N=16) (N =61) 1
Market 1 1 ; ’
Supplier 2 n.c. ; 4
Technological n.c. 2 4
Economic 4 3 4 :
Regulatory 3 4 5 :
Political 6 5 6 ;
Socio-cultural 6 6 7 :
International 5 n.c. , 8

* Overall ranking done by the author
n.c. : ‘not considered’ in research study

Sources: M.R. Dixit, “Environmental Factors Relevant for Strategy Formulation” in Indian Managemen_t, Jan
1987, pp. 31 - 37; also as part of a larger study in M.R. Dixit, “The Concept and Practice of Scanning and
Appraisal of the Extemnal Environment”, Vikalpa, Vol. 10, No 2, Apr - June 1985, pp. 119-139; S. Subramaniam,
“Corporate Planning Practices in india”, Economic and Political Weekly, May 27, 1989, pp. M87 -M91; A M.
Shah, “Environmental Factors for Strategy Formulation” Productivity, Vol. 36, No 4, Jan - Mar 1996, pp-594 -
599. , .

The research studies by Dixit (1987), Subramaniam (1989} and Shah (1996) had an identical objective of
finding out the environmental sectors in the Indian context, that have a high relevance for strategy formulation
by Indian organisations.” Certain adjustments have been made in the presentation of the results in Exhibit 3.5.
Dixit’s study ranks 18 domestic and 6 multinational companies separately. Here the weightage average of the
relevance scores (a measure used in such studies to d_etermine the extent to which a sector is considered
relevant to strategic planning by the companies) is taken for ease of comparison. Subramaniam’s study ranks
sectors on their degree of relevance. Here again, the weightage average is calculated. Further, the terminolo gy
used for sectors by different researchers could be a bit different. We have relied on a common terminology in
order to arrive at the overall ranking. '

Of interest to us here is the fact that there was a high level of unanimity among the three researchers
regarding the type of sectors that Indian companies tended to focus upon for the purpose of environmental
scanning. Market environment turned out to be the most crucial factor, followed by the supplier and
technological sectors. International environment did not seem to be of much significance then but in all

probability, has gained primacy as larger numbers of Indian companies are integrating themselves with the
_ global economy. _

These studies identified eight environmental factors that Indian comp
of the period 1987-1997 and may seem outdated but interést in ide
seemed to have waned not only in India, but internationally too, At pres
has moved to finer points such as environmental scanning behaviour o

- dynamism of the environment.’

anies focussed on, These studies are
ntification of environmental factors
ent, research in environmental factors
f managers or its relationship with the
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