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3 LEARNING UNIT 3: STRATEGIC ANALYSIS: ANALYSING THE 
EXTERNAL ENVIRONMENT 

 
Internet users in the world 
Over the last two decades, technological change, as an increasingly important 

environmental force, has become a significant factor in the global economy. It is 

imperative that organisations be aware of and informed about ongoing technological 

change that could affect their industries and markets, and impact their 

competitiveness, profitability and growth. For example, by June 2014, 40 percent of 

the world population of about 7.2 billion had Internet connectivity, compared to less 

than one percent in 1995. Internet users increased tenfold between 1999 and 2013, 

reached 2 billion in 2010, and is expected to reach 3 billion during 2014, with the 

fastest growth coming from Africa, the Middle East, Latin America and the Caribbean 

and Asia. 

Source: http://www.internetworldstats.com 

 

Study the above quotation and think about the following: 

• What are the strategic implications of continued growth in internet use for 

organisations involved in e-commerce and e-business? 

• What scenarios do you envisage for the financial services sector as a result of 

this increasing trend in internet connectivity and related technological 

advances? 

• What are the competitive realities for software and hardware industries in the 

foreseeable future? 

 

Write down what you think about the above questions at this stage, and review your 

answers after you have completed this learning unit and also accessed the above 

website for further information. What are your perceptions about the importance of 

external forces in the business environment? 

 

http://www.internetworldstats.com/
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3.1  Learning outcomes 
 

On completion of this learning unit, you should be able to explain the role and 

strategic importance of analysing an organisation's macroenvironment and its task or 

industry environment as part of its strategic planning process. More specifically, you 

should be able to 

 

• explain the structure and strategic relevance of the external environment  

• identify relevant macroenvironmental forces and assess/forecast the expected 

change and potential strategic impact of these forces  

• discuss relevant techniques for analysing the macroenvironment 

• analyse the task or industry environment and identify the impact of industry 

forces on competitiveness and profitability 

• evaluate the techniques for industry analysis including strategic group analysis 

• analyse the structure, dynamics and attractiveness of industries 

• identify an organisation's competitors and predict competitor behaviour 

• explain the relevant techniques for analysing uncertainty and risk in the external 

environment 

 
 

3.2  Key concepts 
The key concepts identified in this topic are as follows: 

global business environment 

external business environment 

broad or macroenvironment 

task or industry environment 

environmental factors and forces 

PESTEL analysis 

macroenvironmental analysis 

complementors 

industry dynamics 

industry analysis 

competitor analysis 

strategic risk analysis 

fiveforces framework 

competitor behaviour 

scenario analysis 

industry lifecycle 
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Note: In this learning unit as well as in the strategic planning module , the terms 

“macroenvironment” and “industry environment” are preferred to the terms “broad 

environment “and “task environment” respectively. 

3.3 Introduction 
 

 
Study section 8.1 in chapter 8 in the prescribed book. 

 

The traditional strategic management process was introduced in learning unit 1. New 

approaches to strategic management in response to the challenges of increasingly 

dynamic, volatile and competitive business environments were highlighted in 

learning unit 2. Given these challenges, analysing the organisation's external 

environment to derive strategically important information for strategic planning will 

now be discussed. Analysing the organisation's internal environment is the topic of 

learning unit 4. The purpose of analysing major trends and events in an 

organisation's external environment is to identify strategically significant opportunities 

on which organisations can capitalise, as well as identifying external threats that 

organisations face and need to counter. As we will point out in learning unit 4, the 

purpose of analysing the internal organisational environment is to identify 

organisational strengths and weaknesses where strengths could enhance the 

strategic initiatives of an organisation, and weaknesses deter the organisation from 

achieving its objectives. 

 

The analysis and evaluation of the external business environment focuses on the 

macroenvironment as well as on the industry environment, and include the following: 

 

• explaining the structure, relevance and importance of the external environment 

in strategic planning  

• identifying and analysing macroenvironmental forces and their implications for 

strategic planning in organisations 

• discussing the relevant techniques for analysing the macroenvironment 
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• identifying and analysing the forces that impact industry competitiveness and 

profitability 

• evaluating the techniques for industry analysis, including strategic group 

analysis 

• analysing industry structure, dynamics and attractiveness 

• identifying an organisation's competitors and predicting competitor behaviour 

• explaining relevant techniques for analysing uncertainty and risk in the 

macroenvironment 

 

We commence our discussions by examining the structure and importance of the 

external environment. 

 

3.4  Structure and strategic importance of the external environment 
 

 
Study sections 8.2, 8.3 and 8.4 in chapter 8 in the prescribed book. 

 

Business and strategy both require leading (and managing) organisations into an 

uncertain and unpredictable future. The purpose of this section is to provide the 

relevant background to and explain the strategic value of external environmental 

analysis − macroenvironmental and industry analysis − and its implications for 

strategic planning in organisations. 

 

Once an organisation's vision and mission statements have been formulated, and its 

strategic intent clearly defined, it is necessary to analyse the organisation's external 

business environment and internal organisational environment. This has to be 

completed before finalising the organisation's long-term objectives and even thinking 

of developing and deciding on appropriate competitive business level strategies.  

 

The structure of the external environment is illustrated in figure 8.1 in the prescribed 

book, and includes the following: 
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• the macroenvironment (at both the global and the country levels) over which 

the organisation has virtually no control 

• the industry environment which may be influenced by organisations to a degree 

• the organisation's internal environment which is typically controllable by 

organisations as such 

 

Environmental forces originating from the global business environment may affect 

countries, industries in countries and organisations in those industries. A highly 

relevant example is the global financial crisis, a global environmental force, that 

originated in the USA around 2008, affected all countries in the world to a greater or 

lesser degree, and had various effects on the various industries in countries. For 

example, for structural and other reasons, the financial services sectors of developed 

countries were much more severely affected by this crisis than those in developing 

countries, including South Africa. This confirms that the management of 

organisations therefore need to identify relevant opportunities and threats in their 

macroenvironments as well as in their industry environments, and assess the 

potential impact that these factors may have on their own organisations. 

 

All businesses operate in the macroenvironment − comprising the political, legal, 

economic, sociocultural, technological and natural environments as well as 

population demographics − appearing in the “outer ring” in figure 8.1. The 

competitive industry environment and its components in the “middle ring” in figure 

8.1 are, however, of more immediate interest to organisations mainly for reasons 

relating to the competitive nature of industry involvement. 

 

Analysis of the "outer ring" of macroenvironmental components depicted in figure 8.1 

should be based on the assumption that discontinuous change has become the 

norm instead of the exception in today's world of business. A conscious effort to 

recognise, understand and respond to changing trends, opportunities, threats and 

risks, has become a vital prerequisite for any degree of success in strategy 

formulation. These factors and their implications are discussed in greater detail in 

section 3.3 below. 
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For the analysis of the external environment to be meaningful for strategy 

formulation, the following critical issues need to be considered: 

 

• identifying and analysing relevant environmental forces (as opposed to those 

that are not relevant to the organisation) 

• assessing and attempting to predict the expected changes that could emanate 

from these forces, as well as predicting the potential strategic impact that these 

identified changes could have on an organisation. 

 

On the basis of introductory overview above, study sections 8.5 to 8.8 in chapter 8 in 

the prescribed book. The material in these sections is addressed in greater detail in 

section 3.3 below. Note specifically the factors and forces relating to both the 

macroenvironment and the industry environment, their importance from a strategic 

planning perspective and their strategic implications for an organisation. Executives 

and strategic managers should be able to respond appropriately to these factors and 

forces by adapting to or managing important macroenvironmental trends and, where 

possible, influence their industry environments to enhance the competitiveness, 

profitability and growth of their businesses. 

3.5  Analysing the macroenvironment: factors and forces that affect 
industries and organisations 

 

 
Study sections 8.5, 8.6, 8.7 and 8.8 in chapter 8 in the prescribed book. 

 

3.5.1  Introduction 
 

Macroenvironmental analysis as discussed in the above-mentioned sections of the 

prescribed book is based on the PESTLE approach, an acronym for the following 

broad categories of macroenvironmental factors: 

• political-legal 

• economic 
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• sociocultural 

• technological 

• legal, linked to political 

• ecological (the natural environment)  

 

The global environment has notably become increasingly important in recent 

decades, and is addressed in the section on global tectonics (sec 3.3.7 below). As 

previously stated, management should understand the potential impact of relevant 

environmental factors and forces on the industry or industries in which they are 

involved and hence on their own organisations.  

 

3.5.2  Political-legal factors 
From a business perspective, the extent of political stability and a government's 

ability to ensure a stable business environment are possibly the two main political 

considerations for business. The most important legal considerations from a 

business perspective are the appropriateness of a country's legal system, the 

effectiveness of law enforcement and whether the country adheres to the rule of law. 

 

These political and legal factors could have a positive or a negative influence on 

business, depending on the actual situation. A positive factor in a market economy 

would include the privatisation of state-owned enterprises (SOEs). In contrast, 

nationalising an industry would typically be regarded as highly negative. Analysis of 

the political-legal factors should include an assessment of a country's political risk, 

especially where organisations are involved in international business. 
 

3.5.3  Economic factors 
The following four economic factors are important from a business perspective: 

(1) the growth rate of the economy 

(2) the level of interest rates 

(3) the  currency exchange rates 

(4) price inflation 
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Apart from a country's gross national product (GNP) and gross domestic product 

(GDP), other factors also play a role in assessing the economic environment and 

economic growth prospects for doing business in a country, especially income levels 

and disposable income that could reflect buying power and thus market demand in a 

country. Factors that are critical include the following: income levels in a country; 

levels of disposable income; levels of savings; unemployment rates; and stock 

market indices and trends over time. Changing economic conditions can influence 

the timing and relative success of an organisation's strategies.  

 

3.5.4  Sociocultural factors 
Sociocultural factors and forces refer to existing and changing social values, beliefs, 

attitudes, traditions and lifestyles in a society that could affect the preference and 

demand for certain products and services over time. Changes in sociocultural factors 

may create a demand for new products and services, creating totally new 

opportunities and thereby changing the rules of industry competition. While 

demographics is included here as a sociocultural factor, it is often treated as a 

separate factor because of its increasing importance in a globalising world. 

 

Stakeholders as an external force have become strategically significant in recent 

years. Stakeholders include individuals, groups, and organisations that can affect an 

organisation's strategic initiatives and performance. Study sections 8.4, 8.5 and 8.8 

in the prescribed book on how to define stakeholders, distinguish between internal 

and external stakeholders, the actual or potential claims that they could have on an 

organisation, the influence they can exert on an organisation and how they can affect 

strategy. Stakeholder perspectives will be discussed in learning unit 6. 

 

From a strategic planning perspective, informed foresight and scenarios regarding 

these sociocultural changes and their possible implications for business have 

become increasingly significant in recent years. The role of scenarios is discussed in 

section 3.6.3 below. 
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3.5.5 Technological factors 
Technological change has become a main driving force in the global economy over 

the past few decades and continues unabated. Needless to say, managers must be 

aware of and understand how these changes could affect their business and how 

they need to respond strategically to ensure that they are at the cutting edge of new 

technological advances in order to remain competitive. It is a well-known fact that 

technological change can be both creative and disruptive. 

 

Study the potential effects of technological change in the prescribed book (defined in 

sec 8.3.1 and referred to in most of the subsequent sections). The dramatic increase 

in the number of internet users referred to in the “thought-provoker” has undoubtedly 

created new and unique marketing and other opportunities. Information technology 

(IT) is regarded as a major management, financial, marketing, operational and 

communications component of any strategy. 

 

3.5.6  Factors relating to the natural environment 
Concerns about the natural environment have increased dramatically in recent 

years. Preservation of the ecology worldwide is threatened by continuous air, water 

and land pollution. Global climate change and global warming have been 

accelerated by humanity's activities. 

 
------------------------------------------------------------------------------------------------------------- 

Activity 3.1 
Access the website of the Carbon Disclosure Project (CDP) at 

http://www.cdproject.net for the most recent information on this issue relating to 

pollution and global warming. Write a brief report on your findings that includes the 

following: (1) the global reach of the project; (2) the overall status of the project; (3) 

the countries most involved and supportive of this project, and; (4) the strategic 

importance of this information for the management of an organisation. 

-------------------------------------------------------------------------------------------------------------- 

Corporate strategies worldwide are affected by environmental legislation and the 

cost implications of such legislation. On the positive side, however, increasing 

http://www.cdproject.net/
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legislation and regulation have also created opportunities for new products and 

services that are environmentally friendly and increasingly demanded by consumers. 

3.5.7  Global tectonics: factors relating to the global environment 
 

 
Study section 8.3.2 in chapter 8 in the prescribed book. 

 

International business has increased significantly in recent decades, which has 

largely contributed to the ongoing process of globalisation. Globalisation as such has 

been encouraged by declining barriers to international trade and investment, and 

advances in technology – in communications and transportation technologies in 

particular. Increasing globalisation, a largely "borderless world" and greater 

interconnectedness between countries have intensified competition worldwide. For 

example, South African wholesalers and retailers that import goods and 

merchandise, or source certain services from abroad, are exposed to exchange rate 

fluctuations and foreign exchange risk for every international transaction they do, as 

are South African exporters. In these cases, factors such as foreign exchange risk 

need to be extremely well managed. 

 

Against this background, study the section “Global tectonics” in the prescribed book, 

paying particular attention to the 12 global trends that could pose significant 

leadership challenges over the next 30 years. 

 
-----------------------------------------------------------------------------------------------------------  

Activity 3.2 
From the website and video clip provided here, analyse and evaluate the 

environmental changes that are forecast for 2020 to 2050. In your view, which of 

these forces or drivers would be significant to strategy during this period? In what 

way could they possibly influence organisational strategies? 

The world 2020 − 2050 http://www.youtube.com/watch?v=rU2iTUeCfkl 

http://www.youtube.com/watch?v=rU2iTUeCfkl
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------------------------------------------------------------------------------------------------------------- 

The effect of individual macroenvironmental factors, including global factors as 

referred to above, on industries and hence organisations in industries are not 

isolated, because these factors are interrelated. For example, technological factors 

such as the internet are evident in economic and social domains. Socioeconomic 

factors such as labour strikes have vast political, economic and social implications, 

even to the extent of negatively impacting on the international trade of organisations, 

and thus the country, where organisations involved in supplying export markets are 

adversely affected. Recall the serious strikes in the car manufacturing industry a few 

years ago that not only hampered their exports, but also the opportunity of earning 

foreign exchange for South Africa at the time.  

3.5.8  Evaluation of an organisation's strategic response to external 
environmental factors and forces 

 

 
Study section 8.3.3 in chapter 8 in the prescribed book. 

 

Following from our previous discussion, note that apart from merely identifying and 

listing the macroenvironmental factors, they also need to be analysed and evaluated 

in terms of their actual or potential benefits, risks and uncertainty, and prioritised in 

terms of their strategic importance for industries and impact on individual 

organisations in industries. The purpose of this approach is to identify opportunities 

and threats in the external environment for strategy formulation. A tool for this 

assessment is the External Factor Evaluation (EFE) matrix illustrated in table 8.1 in 

the prescribed book. This matrix is useful in identifying whether an organisation's 

current strategy is appropriate, or could serve as a basis for adapting or revising its 

current strategy. Ensure that you understand the purpose and application of the EFE 

matrix. Having explored the external environment and its implications for strategy 

thus far, the methods and techniques to analyse the macroenvironment, including 

macroenvironmental risks, are discussed in sections 3.6 and 3.7 below.  
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Notwithstanding the need to analyse the macroenvironment, industries are also part 

of the external environment and need to be analysed in terms of their structure, 

dynamics, competitiveness and attractiveness as vital inputs into the strategic 

planning process of organisations. This topic is discussed in the next section. 

 

3.6  Analysing the industry environment 
 

 
Study section 8.5 in chapter 8 in the prescribed book. 

 

3.6.1 Introduction 
According to Grant and Jordan (2012:55-56), the purpose of external analysis should 

be to identify those macroenvironmental factors that are likely to have an effect  on 

shaping industry conditions, for the following reasons:  

 

(1) For an organisation to make a profit, it must create value for customers – 

hence the need for it to understand its customers and their needs.  

(2) In creating value, the organisation acquires goods and services from 

suppliers and manages relationships with them.  

(3) The ability to generate profits depends on the intensity of competition 

between rival organisations that compete for the same value-creating 

opportunities – hence the need for the organisation to understand its 

competition. 

 

The core of the organisation's business environment is therefore based on its 

relationships with three sets of role players − customers, suppliers and competitors. 

In summary, Grant and Jordan (2012:87) aptly state the following: “To survive and 

prosper in an industry a firm must meet two criteria: first, it must supply what 

customers want to buy; second, it must survive competition.” 
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Based on this brief introduction, we now explore the importance of industry 

characteristics and dynamics, strategic groups in industries and customer segments 

in the markets that an organisation serves, with reference to the following: 

 

• defining what an industry is 

• analysing industry attractiveness using Porter's five forces model 

• exploring industry dynamics 

• exploring changing levels of industry competitiveness 

 

3.6.2  Defining an industry 
The ultimate purpose of defining an industry is to know who your customers and 

competitors are. We define an industry as a group of companies competing directly 

with one another in the marketplace. More specifically, an industry is defined as a 

group of organisations offering products and services that are close substitutes for 

one another – in other words, products or services that satisfy the same basic 

customer needs. Industries can be defined broadly or narrowly, but each approach 

has its limitations. Where industries are defined too broadly, it might be difficult to 

decide exactly who your competitors are, which could result in devising inappropriate 

competitive strategies. Defining industries too narrowly could mean that you are not 

including all relevant competitors, again leading to inappropriate strategies. 

Furthermore, a narrow definition could result in missing out on viable opportunities, 

which competitors who are alert could capitalise on. Also, as indicated in the 

prescribed book, industry convergence can blur industry boundaries. A sector is 

defined as a group of closely related industries. Think about who the possible 

members of the IT sector could be. 

 

It is essential to distinguish clearly between the industry in which an organisation 

competes and the market or markets it serves in that industry. For example, while 

Jaguar competes in the car industry, it in effect competes in the luxury car market 

segment. Refer to the example of Coca-Cola and PepsiCo in the prescribed book. 

The purpose of market segmentation analysis is to identify attractive market 

segments, determine which markets to serve and select strategies that are relevant 

for the chosen segments. Thus defining the organisation's industry and its market 
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segment correctly is imperative to know exactly who your competitors are and which 

customers you are serving. 

 

3.6.3  Analysing industry attractiveness 
You may already have come across Michael Porter's approach to the analysis of 

industry attractiveness and profitability by evaluating the following five factors: the 

bargaining power of buyers, the bargaining power of suppliers, the rivalry between 

existing industry members, the threat of substitute products and the threat of new 

entrants to the industry. Porter subsequently added another two factors: the role of 

government and regulators, and of complementors. See figure 8.2 which illustrates 

the different relationships in industry competitiveness.  

When studying this section, ensure that you know and understand the “seven” forces 

of industry attractiveness. 

 

• Customers. Note the four requirements for powerful customer buying power 

that would increase industry competitiveness and reduce industry profitability. 

• Power of suppliers. Note the five requirements for powerful suppliers that can 

increase industry competitiveness and reduce industry profitability. 

• Existing industry members and rivalry. Note the five requirements for intense 

rivalry and their effect of increasing industry competitiveness and reducing 

profitability where they prevail. 

• Potential competitors and threat of entry. Note the numerous underlying 

elements that could potentially influence this factor, the critical question being 

the ease of entry, or stated otherwise, the industry's “barriers to entry”. 

Familiarise yourself with the six barriers to entry referred to and the fact that 

ease of entry will increase industry competitiveness and adversely affect 

profitability. 

• Providers of substitute products and services. Note the meaning of substitute 

products. It is possible that an increase of substitutes coming from outside the 

immediate industry but which could replace industry products would increase 

competitiveness and reduce industry profitability. 

• Government intervention. Note that government intervention could be 

enhancing (e.g. deregulation) or constraining (e.g. nationalisation, competition 
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policy). It could affect the structure, competitiveness and profitability of 

industries, especially where interventions are industry specific (e.g. 

telecommunications, energy and licensing in the retail liquor sector). 

• Complementors as additional forces. Complementors are products that 

enhance an industry member's own products (e.g. lease financing that 

enhances the sale of cars; or handsets to use the service provided by mobile 

communication providers such as MTN, Vodacom and CellC). 

 

To summarise, where the original five factors all have high ratings, industry 

competition increases and profitability decreases, and vice versa. The three steps of 

a five forces analysis include the analysis of each one of the five forces and 

determining their combined effect, which then provides an indication of overall 

attractiveness or otherwise of an industry. This information is vital for strategic 

planning.  

 

3.6.4  Industry structure, dynamics, competitiveness and profitability 
Having evaluated industry attractiveness and competitiveness in the preceding 

section, we now explore the following in the context of industry analysis: 

 

• industry structure 

• industry dynamics 

• industry evolution – the industry lifecycle 

• drivers of industry change – industry key success factors 

 

3.6.4.1 Industry structure 

Industry structure in terms of general types and features is illustrated in table 8.2 in 

the prescribed book. Study the following industry types − monopoly, duopoly and 

oligopoly −and the competitive implications of major types of competition, namely 

monopolistic and perfect competition. Note that the type of role player will determine 

the extent of industry competition, or lack of it, as in the case of monopolies. Few if 

any organisations will operate in industry structures that correspond to these 

theoretical models, but will rather lie somewhere on a continuum between the two 
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extremes. However, the greater the number of rivals in an industry, the closer it will 

be to perfect competition. 

 

3.6.4.2 Industry dynamics 

Industry dynamics refer to the rate of competitive and structural changes in an 

industry over time. Recall the difficulty of defining an industry from the point of view 

of an individual organisation, mainly because of the blurring of industry boundaries 

and the difference between the concepts of industry and market. The management 

challenge of dynamic industries is to know at all times the rules of the industry, who 

their competitors are and why change takes place. Change can be due to external 

factors such as technological change or a change in one or more of the industry 

forces, or internal factors such as new product and/or process development, or some 

other factors. 

 
------------------------------------------------------------------------------------------------------------- 

Activity 3.3  

A dynamic industry environment is one that changes rapidly. According to Jones and 

Hill (2013:106-107), the most dynamic industries are those with a high rate of 

product development, such as in the consumer electronics and personal computer 

industries. Such dynamism means shorter industry life cycles, and the fact that a 

competitive advantage is not durable. As an example, up to the 1990s, a leading 

personal computer company, Compaq, was extremely profitable, but lost its 

competitive advantage to Dell, which innovatively combined strategic outsourcing 

and low-cost direct, internet marketing of computers to its customers. Can you think 

of South African examples where industry dynamics have affected industry 

competition and the profitability of industry participants?  

---------------------------------------------------------------------------------------------------------------- 

 
Feedback 
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Possible South African examples can be found in the following industries: handsets 

for mobile phones; low-cost airlines; innovative insurance products; e-books; and 

digital media gradually replacing printed media. 

 

3.6.4.3 Industry evolution 

The stage of development of an industry over its lifecycle, as illustrated in table 8.3, 

has a significant influence on the competitiveness of industries. Based on table 8.3, 

and acknowledging the industry lifecycle as a valuable analytical tool, ensure that 

you understand the following: 

 

• Industries proceed sequentially through the four stages over time, from 

inception or introduction to growth, to maturity, and ultimately to decline. 

• While the methodology analyses the level of competitive intensity in each stage 

of the lifecycle, it can also help to predict what to expect in a subsequent stage, 

information that could be of real strategic significance. 

• The task of management is to anticipate how competitive intensity will change 

as the industry evolves through the four stages over time, and formulate 

appropriate strategies with these changes in mind. 

 

We now look at the drivers of industry change. 

 

3.6.4.4 Drivers of industry change 

Strategically, organisations should focus on changes in an industry that will most 

likely reshape the industry and change competitive conditions. While some drivers 

could originate in the macroenvironment (recall the PESTLE factors in fig 8.1), most 

drivers originate in the more immediate industry environment. 

 

For management, the key questions are: Which of all these factors are driving 

change in our industry? And, what impact will the relevant factors have on our 

organisation? This means, firstly, that we need to analyse which of the identified 

drivers are making the industry more or less attractive. Recall Porter's five forces 

analysis. Secondly, given the answer to this question, we need to assess its strategic 

implications and revise or adjust our strategy accordingly. Going through this 

analytical process could result in you identifying a competitive advantage, especially 



MO001/3/2015 

87 

if your rivals have not done so. Industry key success factors are closely related to the 

drivers of industry change and are discussed in section 3.5.4 below. 

 

3.6.4.5 Limitations of industry analysis 

Methods and models for industry analysis are particularly valuable, but also have 

limitations. Despite its widespread use and value, Porter's five forces model has 

been criticised for being static, and for not accommodating other relevant factors. 

The industry lifecycle provides a useful analytical framework, but is seen as not 

reflecting the real world of business. We now turn to strategic group analysis. 

 

3.7 Strategic group analysis 
 

 
Study section 8.5.5 in chapter 8 in the prescribed book. 

 

3.7.1  Introduction 
Strategic groups, as defined in the prescribed book, are those industry members with 

similar competitive approaches and industry market positions. Strategic group 

analysis, providing further information on industry competitiveness, occurs at an 

intermediary level between the industry and the organisation. The purpose of 

strategic group analysis is to provide information that will help to explain the 

characteristics and current behaviour of these groups in an industry and to predict 

the future behaviour of such groups for strategic decision-making. 

 

3.7.2  Strategic groups: analysis and forecasting 
One approach to revealing the market positions of strategic groups in an industry is 

strategic group mapping, as illustrated in figure 8.3. Ensure that you understand the 

three-dimensional nature of a strategic group map which reveals both the positions 

as well as the relative size of the strategic groups. The actual location of groups on 

the map is insightful as a basis for comparative competitor analysis. Not all positions 

on the map are equally attractive. An organisation's closest competitors are those in 
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its own group. Even within groups, organisations are bound to face different 

circumstances, opportunities and threats, and this implies that the results of analyses 

should be questioned. 

 

3.7.3  Strategic space and industry dynamics 
Strategic groups are not static and change over time, inter alia, as a result of 

changing organisational strategies of group members as well as industry changes. 

Because of these changes, existing strategic spaces between groups, which are 

evident in figure 8.3, could also change over time. Industry dynamics dictate that 

while existing strategic space, in effect uncontested industry-market segments, could 

present strategic opportunities, new strategic space and opportunities could emerge 

over time. We now turn to the discussion of key success factors. 

 

3.7.4  Key success factors 
As previously stated in section 3.4.1, Grant and Jordan (2012:87-90) relate key 

success factors to the following two questions: 

 

• What do our customers want? 

• What does the organisation need to do to survive competition? 

 

Regarding the first question, we need to know who our customers are and what they 

want. In response to the second question, the following questions relating to the key 

success factors need to be answered for the specific organisation: What drives 

competition? What are the main dimensions of competition? How intense is the 

competition? How can we obtain a superior competitive position? This information is 

for management to formulate appropriate strategies, or adapt existing strategies, and 

to ensure that the necessary resources and capabilities are available. See the 

example provided in the feedback to activity 3.4. 

 
---------------------------------------------------------------------------------------------------------------- 

Activity 3.4  
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What are the key success factors for organisations competing in the two market 

segments, indicated below, in the mobile phone industry, based on the questions 

relating to the key success factors discussed above and as discussed in this section 

in the prescribed book? (1) standard phones, and (2) smartphones. Compile a brief 

report on your findings. (Use the questions on customers and competition as a 

framework for your answer.) 

--------------------------------------------------------------------------------------------------------- 

 
Feedback 
Key success factors as discussed above are those few factors that could give an 

organisation a competitive advantage if it serves its customers better than its 

competitors do. However, remember that even in the same industry, unique 

organisational resources and capabilities applied to common key success factors will 

still result in the adoption of markedly different strategies by industry members. The 

table below provides a comparison of key success factors in two sectors of the 

mobile phone industry. 

 

Key success factors for two sectors in the mobile phone industry 

 Standard phones Smartphones 

What the customer 

wants 

Low price High-speed data download 

Reliability Range of "apps" 

 Fashionable design 

How the organisation 

survives competition 

Commodity market − excess 

production capacity 

Low barriers to entry and exit 

Cost efficiency critically 

important 

Buying power of wireless 

 Service providers strong 

 Provision of complementary 

products important 

 Differentiation can yield 

substantial price premium, but 
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imitation is rapid 

Key success factors Systems integration capability Fashion design capabilities 

Industrial design capability Partnerships with content 

providers 

Low-cost manufacturing skills Strong R&D capabilities 

Source: Adapted from Grant and Jordan (2012:89–91) 

Although the above example is based on two market segments in the broader mobile 

phone industry, the same logic applies when the key success factors of different 

industries are assessed. 

 

In the next section we discuss the important topic of competitor analysis. 

 

3.7.5  Competitor analysis 
 

 
Study section 8.5.6 in chapter 8 in the prescribed book. 

 

Competitor analysis involves the following two issues: 

• identification of the organisation's competitors 

• prediction of competitor behaviour 

 

As discussed in section 3.4.2 above, recall how difficult it is to accurately define an 

industry, and then decide where to compete − across the entire industry, or merely in 

a segment of the market that the industry serves? The answer to this question will 

indicate who our competitors are. Next we have to gather information on those 

identified competitors regarding their strategic intentions,  long-term objectives, 

strategies and capabilities, the assumptions on which their strategies are based, and 

their expected competitive behaviour. It is immediately obvious that much of this 

information is highly confidential, which means that the value of conventional 

analytical techniques is limited. To gather this type of information on competitors, 

organisations started using competitive intelligence (CI), a highly specialised 

approach derived from the field of military intelligence.  
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---------------------------------------------------------------------------------------------------------------- 

Reflection: Competitive intelligence (CI) for superior competitor analysis 
In the rapidly changing business environments of today, the purpose of strategy is to 

outperform the competition. To this end, CI has long been recognised as a strategic 

management tool that may enhance competitiveness. CI is the process of 

developing actionable foresight regarding competitive dynamics and nonmarket 

factors that can be used to enhance competitive advantage (Sewdass& Du Toit 

2014:185–186).Fleisher and Bensoussan (2007:6–7) define CI as ”the process by 

which organisations gather actionable information about competitors and the 

competitive environment and, ideally, apply it to their planning processes and 

decision-making in order to improve their enterprise’s performance.” 

 

CI is not business espionage; it is ethical, legal, legitimate, and essential (Fleisher & 

Bensoussan 2007:7)  

 

Fleisher and Bensoussan (2007:8) also state that the core of any CI system in a 

company is an intelligence cycle, a process perspective of the collection and 

transformation of data into actionable intelligence, essentially comprising the 

following five stages: 

 

(1)  Plan. Determine client needs, establish requirements and develop a plan. 

(2)  Collect and process data. Collect data from inside and outside the firm, conduct 

an initial classification of the collected data and process the data production. 

(3) Analyse. Analyse the data in order to generate effective informational outputs 

and outcomes, involving the skilful application of a variety of techniques in 

order to make sense of intelligence. 

(4) Disseminate intelligence. Present or provide the insights generated to the 

customer/client.  

(5)  Evaluate and control. Obtain feedback and assess whether the process 

satisfied the client’s present and ongoing needs, and possibly restarting the 

process if the client is dissatisfied. 
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In essence, competitive analysis is about transforming incisive information about 

competitors and nonmarket factors into usable and actionable intelligence for 

strategic planning purposes. 

---------------------------------------------------------------------------------------------------------------- 

Now study the example of Coca-Cola and PepsiCo as well as the excerpt 

“Managerial perspective” in the prescribed book for further insights in this regard. 

3.7.6  Competition versus cooperation 
 

As previously mentioned, individual organisations can influence the industry 

environment to some extent. This is not possible in the macroenvironment because 

the forces in it are generally are uncontrollable. Study this section to identify the 

various ways in which organisations can influence industry structure and 

competitiveness, including cooperation with competitors as well as stakeholders (e.g. 

suppliers and buyers), and strategic alliances with competitors for the purposes of 

collaboration, say, in relation to distribution or R&D. The competitive profile matrix 

(CPM) for competitor analysis is discussed next.  

 

3.7.7  The CPM 
The CPM can be used to identify an organisation's major competitors and determine 

the organisation's strengths and weaknesses relative to its competitors, as illustrated 

in table 8.4. Ensure that you understand the logic of the CPM, and the fact that it 

provides relative as opposed to actual information, but nevertheless provides 

informative data as an input for decisionmaking.  

 

According to David (2013:103–104), the following seven characteristics describe 

most competitive organisations: 

 

(1) Market share matters. 

(2) Understand and know exactly what business you are in. 

(3) Even if it is not broken, fix it – continuously improve products, 

processes and the entire organisation. 

(4) Innovate or evaporate – particularly in technology-driven businesses. 

(5) Acquisitions lead to growth – moving into related or niche markets. 
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(6) People do make a difference. 

(7) There are no substitutes for quality or cost effectiveness. 

 

This section concludes our discussion on the industry environment and its analysis 

as a vital part of strategy formulation. We conclude our discussion on analysing the 

external environment in this study unit by considering change, uncertainty and risk in 

the macroenvironment. 

3.8 The external environment: change, uncertainty and risk 
 

 
Study sections 8.6.1, 8.6.2 and 8.6.3 in chapter 8 in the prescribed book. 

3.8.1  Introduction 
Change is pervasive, whether in business or other walks of life. With reference to an 

organisation's external environment, change in both the macroenvironment or 

industry environment may occur rapidly or slowly, with or without advance warning, 

and may have a huge or a negligible impact on an organisation's performance, 

growth and survival. As discussed in section 3.3, managers therefore need to scan 

the external environment, be alert to potential environmental developments, assess 

their influence and adapt organisational strategies accordingly (Hough, Thompson, 

Strickland & Gamble 2008:54) 

 

3.8.2  The changing and uncertain environment 
Study the examples and their strategic business implications in the prescribed 

sections. Ensure that you understand the meaning of certainty, risk and uncertainty 

in the context of significant change, and the approach to analysing uncertainty in 

terms of the degree of uncertainty, the speed at which changes are likely to occur, 

and the possible outcomes of these changing events or circumstances. You need to 

focus on determining the degree of residual uncertainty. Also refer to section 1.10 in 

learning unit 1 where we introduced the concept of strategic risk.  
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Note that the four levels of uncertainty referred to here provide a viable framework 

for the analysis and evaluation of uncertainty and should be combined with the way 

organisations deal with the strategic implications of uncertainty by distinguishing 

between shapers, adapters and companies reserving the right to play. We now look 

at the merits of scenarios and scenario planning as a means of exploring the future. 

3.8.3  Scenarios and scenario planning  
 

 
Study section 8.7 in chapter 8 in the prescribed book. 

 

3.8.3.1 Introduction 

Scenarios are defined as possible or plausible futures of events. Scenarios are not 

mere extrapolations of the past, and assume that the past is no guide to the future. 

Basically, scenario planning compensates for two common errors of traditional 

planning approaches, that is, the under- and overprediction of change. Apart from its 

predictive value, scenario planning can assist with strategic decision-making by 

providing valuable insights into the direction and potential impacts of plausible future 

macroenvironmental and industry developments. 

 

3.8.3.2 Building scenarios 

A popular view is that scenarios are developed to answer "What if?" questions about 

the future. As discussed in the prescribed book, the following three themes underpin 

effective scenario planning: 

 

(1) identifying what a business can and cannot change 

(2) not disregarding what appear to be even trivial considerations 

(3) exploring multiple, plausible scenarios. 

 

The type of scenario used depends on the purpose for which it is intended. Now 

study the four types of scenarios, namely inductive, deductive, incremental and 

normative, which are illustrated in figure 8.4. 
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3.8.3.3 The test for and limitations of scenario planning 

As stated in the prescribed book, the real test for scenario planning is whether or not 

it changes the way managers think and do their business, and not whether the 

scenario is right or wrong. Note that with regard to strategic planning, it compels 

managers to anticipate what they would do differently should a scenario materialise 

in future. Now study the example, “3 futures for South Africa”, in the prescribed book. 

Limitations of scenario planning are that it may be expensive and time-consuming, 

and mainly appropriate for large, resource-rich organisations in relatively turbulent 

external environments. However, the underlying logic is sound and could be 

beneficial in a variety of business settings for all types and sizes of organisations. 

3.9 Techniques to analyse and respond to the external environment 
 

 
Study sections 8.8 and 8.9 in chapter 8 in the prescribed book. 

 

A number of widely accepted frameworks for analysing the external environment are 

summarised in table 8.5. Analytical processes for this purpose include the following: 

 

• scanning 

• monitoring 

• forecasting 

• assessing 

 

Ensure that you understand the underlying logic of each of these successive 

processes, the purpose of each process, the suitability of each successive process 

given its purpose, the type of information each process is likely to generate and the 

relevance of the information resulting from each successive process for decision-

making purposes. 

 

In this section, familiarise yourself with the need to respond, how to respond and 

how rapidly to respond to changes emanating from the organisation's external 

environment. This brings us to the limitations of the traditional process approach to 
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strategic planning and strategic management that we discussed extensively in 

learning unit 2. The practice perspective of strategic management that we discussed 

in section 2.5 in learning unit 2 largely overcomes these limitations, resulting in a 

more dynamic approach to strategy to deal with increasing uncertainty and risk in the 

world of business. We conclude our discussion in this section by referring to strategic 

agility (the ability to respond rapidly to change) and strategic ambidexterity, which 

involves adaptation and enactment. The overall purpose of all that we discussed is 

aimed at improved decisionmaking and more effective strategic planning and 

strategising. 

 

3.10 Summary 
In this learning unit we focused on the macroenvironment and macroenvironmental 

analysis as an important step in strategic planning and strategy formulation. We also 

discussed the industry environment and its analysis for strategic planning purposes. 

However, an organisation's immediate industry and competitive environment, while 

part of the macroenvironment, generally has a more pronounced strategy-shaping 

impact than the more "remote" macroenvironment, as reflected in this learning unit. 

As previously stated, analysis of the internal organisational environment is the theme 

of learning unit 4. 

 

3.11  Discussion questions 
(1) Explain why an understanding of the external environment provides managers 

with a basis for strategy formulation. 

(2) Explain the macroenvironmental factors and forces that need to be 

considered in macroenvironmental analysis and why analysing these factors 

or forces is important in strategic planning. 

(3) Define the term “industry” and explain the importance of correctly defining an 

organisation's industry. 

(4) Explain why competitor analysis is essential and how it is conducted. 

(5) Explain the value of scenarios in analysing the external environment. 
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