Essential analysis frameworks in external and organisational environments
Introduction


Managers in an organisation are responsible in strategy formulation and implementation with clear set of objectives and long term goals and to achieve competitive advantage in the industry. However, managers should have clear insight of the organisations related environment both general and task environment, which involves examination of organisations’ external as well internal environment (Cummings and Worley, 2009). Thompson, Peteraf, Gamble, Strickland and Jain (2013) mentioned that managers need to carry out in-depth diagnosis of company’s external and internal environments so as to create a successful strategy. The present paper reviews various analytical frameworks or tools to ascertain their importance in environmental analysis and in what way it contributes to the successful strategy formulation of the organisation. 
External environment


According to Hoskisson, Hitt, Ireland and Harrison (2012), firms should have the knowledge and understanding of various dimensions of the external environment through acquiring information on competitors, customers and other stakeholders so that it can be used to build new knowledge and capabilities to achieve competitive advantage. The firm’s external environment is made of general environment (PESTLE forces) and industry and competitor environments (Porters’ Five Forces) which are discussed below. 

Macro Environment Analysis

· PESTLE

 
It is an analytical tool or framework which analyses the macro – environmental factors such as political, economic, socio-cultural, technological, legal and environmental factors that affect the organisational strategy (Hoskisson et al, 2012). 

Political –It is an important risk factor as relevant inputs from this environment can help in crafting strategies by predicting or estimating the governments’ policy in regard to business creation, foreign policies, regional imbalances, etc. (Trehan and Trehan, 2011). 
Economic – Various macro-economic factors like business cycles, interest rates, income distribution, unemployment rates, etc. affect the decision making in business organisations (Johnson, Whittington, Scholes, Angwin and Regnr, 2014). 
Social – Factors such as society’s attitudes, values, religious practices and demographic factors like ageing, lifestyle, diversity, etc. all are important inputs while framing a strategy as it allows the company to identify the market structure and positioning of product depending on the consumerism and lifestyle (Whittington, et al, 2014). 
Technological – Businesses led by technological innovations tend to be more successful and are placed more successfully in the market against its competitors. Such analysis presents opportunities to the companies to come with new innovation so as to make use of the available resources and increase it capabilities (Burke, Clarke, Barrow and Molian, 2010). For example, electric cars, drone cars, etc. 
Environmental: Inputs from this segment helps in designing the strategy in conformity with the environmental sanctions addressing ecological concerns. Such information facilitates businesses to implement government policies and formulate environmental sustainability strategy to minimise and recycle the waste matters (Whittington et al, 2014). 
Legal:  Changes in legislations or drafting new legislations impacts the business performance. Amendments in labour law, for example, will affect the businesses in regard to providing better facilities, increase in pay, pension benefits, etc. (Burke, 2010). 

This framework facilitates monitoring and reviewing longer-term trends depending on the demographic trends, while weak signals from sector specific PESTEL analysis, mortgage failures in California during 2007, (Whittington, et al, 2014) represents future structural break as in the case of global financial crisis (Witcher and Chau, 2010). Using this framework, organisations can rethink their strategy suddenly to avoid unpredictable events by analysing specific sectors and identifying important factors to assess the opportunities and threats to the business (Whittington et al, 2014). 
· Scenario Analysis


This tool is a disciplined method for imaging possible futures and internally consistent view of what the future might turn out to be (Henry, 2008). It helps to deal with uncertainty through strategy – developing and decision – driven scenarios wherein strategic uncertainties are identified through impact analysis and relate them to existing scenarios and estimate probabilities (Aaker and McLoughlin, 2009). This tool facilitates the organisations in assessing the future constraints in advance deriving inputs from PESTEL analysis and to estimate the scenario so as to develop and test future strategic options in advance in order to avoid economic catastrophe (Whittington, et al, 2014). 
Industry Analysis

· Porters’ Five Forces  

The five forces identified by Porter focus more on the industry environment of the firm and to analyse the nature of industry in terms of monopoly, oligopoly or perfectly competitive or hypercompetitive industry. The five forces analysis provides necessary inputs pertaining to the buyer power so that pricing strategy can be formulated, supplier power so that inventory strategy and supplier base could be decided, identify entry barriers and threats of substitutes so as to assess future competition in terms of imitation and duplicate products. Rivalry between the existing competitors is at the epicenter of five forces as it focuses on analysing the strategy of firms in the industry so as to identify their strengths and weaknesses (Whittington et al, 2014). Porter argues that the stronger each of these forces is, the ore limited is the ability of established companies to raise prices and earn greater profits. It is important to note that a strong competitive force is termed as threat as it depresses profits while weak competitive force can be an opportunity as it allows firms to make profits (Hill and Jones, 2009). 
Value net analysis


Value net analysis consists of elements similar to Porter’s five forces which was developed to assess opportunities in contrast to Porter’s five forces which assessed threats to profits. An important component of Value Net analysis is complementor which focuses on identify products or service that may add or increase the product value (Besanko, Dranove, Shanley and Schaefer, 2008). While Porter’s five forces provides input on threats of substitutes, the value net analysis helps in identifying products or services that can be bundled together to add value to the product.  

Strategic Groups analysis


The concept of strategic groups has number of implications for the identification of opportunities and threats within an industry as all the firms within the group pursue similar business models and customers view the product of such enterprises as direct substitutes for each other. This analysis provides clear information about the competitors that operate in the same group. For example, Wal-Mart, Kmart, Target and Fred Meyer all operated in the retail segment and compete with each other (Hill and Jones, 2009). Strategic groups analysis can help in determining the extent of similarities and differences between companies in the group allowing the firm to focus on competitors (firms in retail industry will compete with other retailers), identification of strategic spaces through creation of two dimensional maps, analysis of mobility barriers that may provide obstacles for movement from one group to another as the firm may lack strategic capabilities and resources to compete in that group (Whittington et al, 2014). 
Industry life cycle


It is an important tool for analysing the effects of industry evolution basing on the competitive forces of rivalry, which identifies five sequential stages in the evolution of an industry i.e. embryonic, growth, shakeout, mature and decline (Hill and Jones, 2009). This tool allows the managers to analyse company’s journey through different stages since its inception and how the industry has changed over a period of time resulting in change of strategy and innovation. 
Competitors/ Market Analysis

· Market segment analysis

Pires and Stanton (2005) mention that an organisation following a market segmentation strategy can increase profitability through efficient allocation of resources to the most potentially profitable segments apart from allowing the firm to match its core competencies with market needs. The analysis of market segmentation allows creating strategy in producing cost efficient goods, cost effective promotional strategies, assessment of market position and strategic fine tuning of the marketing effort. (Whittington et al, 2014) 
· Strategy Canvas – Blue Ocean Strategy

The strategy canvas is a diagnostic and an action framework for developing a blue ocean strategy for the firm which provides information on the current scenario of the market, the factors the industry currently competes on in products, service and delivery and services offered to the customers. The value curve in the strategy canvas shows the relative performance across its industry’s factors of competition (Kim and Mauborgne, 2015). The strategy canvas shows the services offered by the firm in comparison to others in the industry apart from the level of perceived performance which allows analysing the firm’s critical success factors to create a compelling blue ocean strategy to achieve competitive advantage.
Organisational environment

· Resource based view


This strategy asserts that the competitive advantage and superior performance of an organisation is related to its distinct resources and capabilities to undertake and accomplish tasks (Whittington et al, 2014). The firms need to identify the strategic capabilities, both dynamic and redundant, so as to reassess their strategy to achieve competitive advantage. Barney (cited in Begemann, 2008) mentions that this strategy, though successful initially, cannot generate sustained competitive advantage due to the threat of being replicated by competitors in the industry.  
· VRIO framework


Sustainable competitive advantage can be achieved through assessing the strategic capabilities on four key criteria i.e. value, rarity, inimitability and organisational support (Barney, 1991). This framework can be used to assess the value of firm’s resources and capabilities, rarity of the organisational capability in providing distinct services and goods, threat of substitutes, and to examine the organisational support so as to provide consistent input at regular intervals to re-examine the existing strategy (Peng, 2010). 
· Benchmarking
Benchmarking measures and compares key aspects of the firm relative to customer expectations and the most consistent business drivers are usually product quality, delivery performance accuracy, time to market, response time to orders, accuracy and timeliness of information (Spenley, 2003). The importance of benchmarking lies in the fact that through comparison with other firms in the industry and by setting a benchmark for itself, firms tend to achieve competitive advantage in the industry segment.  

· Value Chain and value system

A value chain is a map of the entire set of competencies, investments and activities required to create, produce, deliver, maintain and reap the proceeds from a product of service and the relationship among those investment and activities (Mennecke and Strader, 2003). The chain helps in identifying activities with particular strengths and weaknesses, enhancing value and analysing the competitive position using VRIO criteria so as to facilitate strategy formulation and decision making for achieving sustainable competitive advantage (Whittington et al, 2014). 

The value system helps in analysis of the firms’ value chain interlinked with value chains of suppliers, customers and channel so as to assess the strength and weaknesses of particular value chain and formulate strategy accordingly to achieve competitive advantage by identifying profit pools and understanding cost / price structures (Whittington et al, 2014).

· Mapping activity systems


The purpose of activity map is to graphically illustrate the interrelationship between functions and business process and activities (Baker, 1998), in order to indentify higher order strategic themes related to organisation’s critical success factors, identify the cluster of activities and interlink the activities to show how the internal and external activities create value for customers using inputs from value chain and VRIO (Whittington et al, 2014). 
· SWOT Analysis

The SWOT framework is an important tool for analysing the internal and external factors of the company’s situation by identification of strengths and weaknesses in relation to competitors apart from identifying key opportunities and threats which are directly relevant to the specific organisation and industry. Though, SWOT is considered as an important tool in examining the internal and external factors, the analysis are not used to guide strategy but used as a substitute for analysis (Whittington et al, 2014). 

Conclusion 

Competitive advantage of an organisation is based on the strategic capabilities which are distinct and needs to upgrade from time to time through timely analysis using various tools and frameworks. Apart from internal factors, organisations have to address issues arising from external environment. PESTEL analysis is effective framework to present the overall picture of the market, the tool seems to more effective if more inputs are derived from scenario planning which can be used to assess future strategies. In regard to the internal environment of the organisation, Porter’s five forces accompanied with strategic groups and market segmentation are essential. While VRIO, benchmarking have individual benefits relating to the firm, the inputs can be more useful if analysed with the value chain of the organisation as it will provide detailed analysis of the firm’s capabilities and its strength and weaknesses. 
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