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3.2 Environmental Scanning

This is the scanning and analysis of the environment, in order to obtain raw data that can later be used to populate a SWOT (Strengths, Weaknesses, Opportunities and Threats) analysis.  Therefore, environmental scanning and analysis focuses on the two categories of business environment, i.e. the external and the internal environment.

3.2.1 External Environmental Scanning

An external environmental analysis assists any manager to determine the opportunities and threats facing the business organisation.

In conducting an external environmental scan, focus should be drawn to two environmental variables:

· Societal environment – This is the general environment in which the business organisation operates.  It is characterized by those variables on which the business has no control.

· Task environment – This is the industry within which the business organisation operates.  This environment is characterized by various players and stakeholders who affect a business enterprise, and are also affected by it.

3.2.1.1 Societal Environment

· This general environment is mostly characterized by a one-way effect from the environment to the business organisation.  The factors in this environment affect the business organisation, but there is nothing the business can do to change and influence them. 

·  Any strategic manager has to be aware of these forces, and steer the business towards operating within the realm and prescribe of these forces.

· In order to understand these forces and determine how they affect your organization, managers perform the PEST analysis.  This is derived from the forces under scrutiny being, Political, Economic, Socio-cultural and Technological forces.

a. Political Forces

· This includes the political environment within an a country, whether it is stable or not

· The rules and regulations set by government, e.g. safety standards for mines

· The general legislative posture towards business regulation, set by the government of the day

b. Economic Forces

· The economic trends within a country will affect the performance of industries, hence the managers need to be aware of this reality

· This includes rates of unemployment, the exchange rate of the country’s currency (especially for import and export firms), the inflation rate etc.

· Interest rates, both repo and prime rates, are of importance to keep track of when analyzing the economic forces.

c. Socio-Cultural Forces

· The demographics within a country are of importance to analyze when focusing on socio-cultural forces.  The influence of the baby-boomer generation to the consumption and buying patterns of the world is a landmark example of the importance of demographics in analyzing this force.

· The country’s cultural beliefs and religious background cannot be over-emphasized.  The sale of beef-burger by McDonald’s in India, where cows are sacred, is yet another landmark example in the analysis of this force.

· Other matters for consideration are the pattern of consumer demands and tastes, the type of cooperation between management and labour, the type and size of latter day nuclear family units etc.

d. Technological Forces

· This goes for mostly high-tech firms where being sub-standard in technological innovation can be detrimental to profit making

· It also involves the use of more efficient operating systems, improved computer assisted design techniques etc.

· A firm’s understanding of these forces can be a deciding factor between failure and success, especially in today’s electronically based business practices like e-commerce.

3.2.1.2 Task environment

· This environment, which in essence is the industry within which various businesses and other interest groups operate, is characterized by one stakeholder affecting another.

· Some of the stakeholders operating in this environment are as foillows:

· Government

· Local communities

· Competitors

· Creditors

· Customers

· Special interest groups

· Trade Associations 

· Labour Unions etc

· It is important at all times to understand how each of these groups affect the organization, as it will be important for them to understand how the organisation affects them.

3.2.2 Internal Environmental Scanning

· An internal environmental analysis assists managers to populate the strengths and weaknesses when conducting the SWOT analysis.

· The SCR approach is used to conduct this analysis.  It is derived from the factors of focus being the organizational Structure, the corporate Culture and the organisational resources needed to perform income generating activities.

3.2.2.1 Structure

· The organisational structure is basically the organogram that guides relationships within a business enterprise.  It depicts lines of authority and reporting within a business.  

· The structure should at all times be compatible with the strategy adopted.  Failure to have this, will result in an organisational weakness.

· There are 4 basic types of organisational structures:

· Simple structure – This is appropriate for small businesses, with one or two product lines.

· Functional Structure – This is appropriate for medium sized businesses with several product lines in different industries

· Divisional Structure – Appropriate for a large corporation with many product lines in related industries

· Conglomerate structure – This will be mostly appropriate for a large corporation, perhaps even a multinational, with many product lines in several related industries.

3.2.2.2 Culture

· Corporate culture is a collection of beliefs, expectations and values learned and shared by a corporation’s members.

· It is transmitted from one generation to the other, giving employees a sense of identity.

· A corporate culture shapes the behaviour of people in an organisation.  This should be carefully managed since it can influence the strategic direction of the organisation.

· It can also influence resistance to change within an organisation, even where change and or transformation is absolutely necessary.

· A change in the strategic posture of any organisation is likely not to succeed if it contradicts the organisation’s corporate culture.

3.2.2.3 Resources

· Resources are a most important determinant of whether an organisation has the needed muscle to out-perform rivals or not.

· A firm’s assets and capabilities cannot be accumulated instantaneously, hence a firm’s choice of strategy can be constrained by the type and volume of resources it has.

· Resources are a substance of strategy, the very essence of sustainable competitive advantage.

· The different type of resources that any corporation can have are as follows:

· Tangible resources – These are the easy-to-value assets that normally appear on the balance sheet.  They can be touched.  These include real estate, production facilities, raw materials etc.  Because of their standard nature, they are rarely a source of competitive advantage.

· Intangible assets – These cannot be touched.  They include things like company reputation, brand equity, culture, technological knowledge, patents and trademarks as well as employees’ skills, accumulated knowledge and experience.  Intangibles affect greatly, the firm’s competitive advantage and value.  If applied well, intangibles grow with usage, unlike the tangibles that wear and tear with usage.

· Organisational Capabilities – Unlike tangible and intangible assets, these are not factor inputs.  They are a complex combination of assets, people, and processes that organisations use to transform inputs into outputs.  They govern the efficiency of the firm’s activities.  
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