Environmental Appraisal ¥4

3. Environment-related Facfors The nature of environment facing an organisation determines how its

appraisal could be done. The nature of the environment depends on its ogmplexity, volatility or turbulence,
hostility and diversity. Information processing perspectives suggest that scanning activity will increase in
response to increasing environmental uncertainty. Social cognition perspectives suggest that scanning
decreases at high and low levels of uncertainty since useful information is either unattainable or is already |
known. | o

In sum, how well environmental appraisal is done depends on the strategists, their organisations and the

‘; environment in which their organisations exist. Before strategists can structure the environmental appraisal,
" itis necessary to identify the environmental factors,

identifying the Environmental Factors 0

Environmental scanning results in amass of information related to different sectors of the environment.
Without a technique to deal with this information, a strategist would be at a loss to comprehend and analyse

* the environmental influences. These influences, as we have seen, are the events, trends, issues and
expectations of different interested groups. A feasible approach to identify the important environmental
factors is to test each factor with regard to its impact on the business of the organisation and the probability

of such an impact. Exhibit 3.14 provides a_matrix which can help a strategist identify the high priority
* environmental factors (termed as issues b__@oulto ).

’

Exhibit 3.14  dentifying high priority environmental issues ~ ~

" Impacton Business
Probability of impact High . .~ . . Medium.- . : Low
High © Cntical - .~ -~ "+ "Highpriority ~ - Low priority
Medium : High priority High priority Low priority
Low - 7.+ Tobewatched-*." " .:Low priority : Low priority -

Source: Adapted from William R'.. Boultdn;_ Business Policy:: The.Art of Strategic Management, New York,
Macmillan Publishing Co., 1984, p.120.. . BRI o = '

Environmental scanning leads to the identification of many issues that affect the organisation. These issues
could be judged on the basis of the intensity of their impact on the business of the organisation and the
relative probability of such an impact. In such a manner, environmental issues (and all the factors) could be
distributed among the nine cells of the matrix. The issues which are most likely to have a high level of impact
on the organisations are the critical issues and need immediate attention of the strategists. High priority issues
are those which have a medium to a high probability of impact, while those currently having a high level of
impact but a low probability of occurrence need to be kept under watch, All other issues could be considered
as being of low priority but still requiring continuous monitoring as conditions may change later. In this way,
strategists could narrow the range of environmental issues they have to focus their attention upon. These
issues help in structuring of the environmental appraisal, when divided into opportunities and threats and
allocated to different sectors of the environment. :

Structuring Environmental Appraisal

The identification of environmental issues is helpful in structuring the environmental appraisal so that the
strategists have a good idea of where the environmental opportunities and threats lie. Structuring the
environmental appraisal is a difficult process as environmental issues do not lend themselves to a
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straightforward classification into neat categories. An issue may arise simultaneously from more than one

sector of the Aenvironment'.,Strategis}s have to use their experience and judgement to place the different .

environmental issues where they manly belong, so that clarity emerges.

There are m y—{ec]gniques available to structure the environmental appraisal. One such technique,
suggested @gs_ that of preparing an environmental threat and opportunity profile : (ETOP) for an .

organisation. :
The preparation of an ETOP involves dividing the environment into different sectors and then analysing
the impact of each sector on the organisation. A comprehensive ETOP requires subdividing each )
environmental sector into subfactors and then the impact of each subfactor on the organisation is described in
the form of a statement. A summary ETOP may only show the major factors for the sake of simplicity,
Exhibit 3.15 provides an example of an ETOP prepared for an established company which is in the bicycle.
industry. The main business of the company is in sports cycle manufacturing for the domestic and exports

market. This example relates to a hypothetical company but the illustration is realistic and based on the..
current Indian business environment. - ‘

il

\/ﬁ.‘-ﬁtans | E‘hvi‘ronment threat and obbdrftdnity pr.ofiie‘ (éTOPj_for a bicycle compa'ny,‘ Cc

T F

\/énw‘ronmentai Nature - ' # Impact of each sector R / o *
Sectors of impact 5 5, 3 4 fead g o i
* Economic T Growing affluence among urban consumers; rising disposable incomes and living
standards.
Market - Organised sector a virtual oligopoly with four major manufacturers, buyers critical
—'-—-’

and better informed; Overall industry growth rate not encouraging; Growth rate for
nichg segments like sports, trekking, racing and fancy city cycles Is high; largely ‘
unsaturated demand in niche segments; slender margins; traditional distribution -:

. systems. ' o
l International ? . J Global imports growing but India's share shrinking: India second globally as manu--*

facturer, consumer and exporter after China; major importers are the US and EU'

o but India exports mainly to Africa; threat of cheap Chingse imports, . - .« -
Political - Bicycle principal mode of transport for low and lower-middie income; industry too !
g small for any major political attention. :
Regulatory -~ Parts and components reserved for small-scale industry, bicycle industry a thrust *
s - area for exports; regulatory restrictions heavy; duty drawback rates lowered.” ' - -
~Social - -+ T Environment- and health-friendly transport option; wide usage like commuting to
: work or school and as recreation and physical fitness equipment; easier negotiat- ; -
ing traffic congestions; customer preference for sports cycles which are easy to
; fide and durable. - : I = am g,
Supp/lr.w : - Mostly ancillaries and associated companies in small-scale sector supply parts
S ~ and components; rising steel prices; increasing use of aluminium: industrial con- '
o, ‘ , centration in Punjab and Tamilnadu. e :
Technological . T

- Technological upgradation of industry in progress; import of machinery si:ﬁple; .
product innovations ongoing such as batte

ry-operated and lightweight foldable ..
cycles. : ’ ‘

Up arrows indicate favourable impact, down arrows indicate unfavourable impact, while horizontal arrows indi-
cate a neutralimpact. .= L | B
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As observed from Exhibi

oPportunitics operating inttl?e.]:ﬁvsiSSS;:nftCI;rcl::anufac'mring . a}tfa‘:ﬁ‘_'e B echnol e et

bright. Market environment can throw up (;pporltll);:l(?t"q "‘_ o eco_“om'c’ e o s company operas

T oy oEn Al o (e B e ‘mes in the nlcfhe segment that the company operates in.

policies and concessions that still exist d e o s ey s

advantage of the high exports potential theipl]te o lo“.v attention value of the indusry. It can zlso ake

Since the company is an established manuf: o C.Xl-“s ittt s A

Y ey nI;J acturer of bicycles, it has a favourable supplier environment with

wichigrandbl i S:T] ut contrast the implications of this ETOP for a new manufacturer,

b oot wou%.d hough the economic, social and technological environment sectors

B maltials nd comamman o epend on the extent to which the éompany is able to ensure the supply

e e onD e LoD pr,o " ;:Sacc;ass to' the latest technology have the facilities to use it.

actore i vach secton, g o §1C e:ar picture to the strategists about which sectors and the different

e g:a ¢ impact on the organisation. By the means of an ETOP, the

A in‘;(;;] T]SI:'CCt toits enYironment. Obviously, such an understanding c;m be

andBc?umer e oxganisation nformy ating appropriate strategies to take advantage of the opportunities

efore the formulation of strategies cax; be und ‘ i . -
has the required strengths or whether it has weaEn:?saeken’ iehcmnat st el €t e acngo o
e . ) s Wh ' il :
:)1;; ﬁf:ﬁnﬁgsfo?;:aas;;“?em is done through an z:r‘iZl;i?sagfe‘t:;;tssf;i?tg;tyaﬁfit?wk;:l%sdvanm%e "
‘ ¢

i raisgl (})1 ; the. SWOT a‘nalys1s. The strengths and weaknesses can be anal Ss:l:ih(; i

p . W 1qh 1s the subject matter of the next chapter pedhrone?
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