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CHAPTER 5 - Analysing the Macro Environment 

 
5.1 Introduction 
 
The external environment of a business is made up of two main components: 

1. macro environment - this chapter 
2. industry environment - chapter 6 

  
5.2 Strategic relevance and structure of the external environment 
 
The interrelationships between the organisation and its external environments: 

 
Definition of external environment: 
The external environment includes everything outside an organisation and its control at the 
global, country and industry levels. It also includes new technological breakthroughs that 
influence its choice of strategic direction and actions. 
  
Definition of macro environment: 
The macro-environment is part of the external environment and includes political, legal, 
economic, sociocultural, demographic, technological, and natural environment forces. 
  
5.3 Strategic importance of the macro-environment 
These macro-environmental forces will not affect all industries, and organisations in the same 
way but may have a profound impact on an organisation’s survival. 
 
Management should consider the potential advantages of opportunities & threats identified 
by analysing the external and internal environments when developing a strategy. 
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CHAPTER 6 

Defining the Industry – 3 Dimensions of Scope 

1) Horizontal Scope – defines the range of products and market addressed. 

2) Vertical Scope – defines the range of supply chain activities the analysis will consider. 

3) Geographic Scope – defines the range of geographic analysis. 

 

Industry Key Success Factors 

➢ Depend on three C’s 

▪ Customers: What do customers want? 

▪ Competition: How can the organisation compete successfully? 

▪ Corporation: What unique resources does the organisation possess? 

 

Industry Key Success Factors in Mature and Declining Industries  

Typical Industry key success factors in mature industries:  

➢ Cost advantage – establish a cost advantage through economies of scale, low-cost inputs 

or low overheads (could be difficult to sustain) 

➢ Profitable market segments – selecting profitable market segments may provide a means 

of increasing profitability in unattractive markets. 

➢ Differentiation – differentiation opportunities in mature markets = few. Complementary 

services may provide a basis for differentiation. 

➢ Strategic innovation – embracing new markets and adding products and services that 

offer new but related functions present opportunities for strategic innovation. 
 

End-game key success factors may include the following:  

➢ Leadership strategy – relates to the organisation's ability to use competition strengths to 

gain dominance in remaining attractive segments where the decline conditions are 

favourable – meaning that the industry structure supports a hospitable, potentially 

profitable decline phase and where exit barriers are low enough to allow less profitable 

competitors to exit. 

➢ Niche strategy – organisation uses its competitive strengths  to gain a strong position in 

small segments where conditions are favourable. ALSO, where conditions are 

unfavourable, but demand is inelastic and relative stability reigns, a niche strategy may 

also be suitable. 

➢ Harvesting an asset – best strategy may prove to be maximising cash flow from existing 

assets while limiting investment and implementing retrenchment strategies. 

➢ Withdrawal – if the organisation does not have competitive strengths = best to exit the 

industry. Either by harvesting  or by selling the business, or through a quick sale. 
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CHAPTER 7 - Analysing the Internal Environment 

Introduction: 

This chapter uses the Resource Based View (RVB) framework to understand why some 

organisations are more successful than others. It is broken down into two sections, resources 

and capabilities, and how these are linked.  
 

The acceptance of the RBV rests on three premises: 

1. Resources determine the strategic direction of the organisation. 

2. Resources are the primary source of profit for the organisation.  

3. Industry positioning alone does not explain differences in profitability among similar 

organisations with similar products in the same industry. 
 

Economic rent (the ability to generate income) is what makes a resource valuable. 
 

Three types of rent: 

1. Ricardian rents are rents associated with unique resources and capabilities, e.g. 

location. 

2. Monopoly rents are associated with a unique position in the market place, e.g. Eskom 

is South Africa’s only licensed electricity utility. 

3. Schumpeterian rents refer to those returns appropriated by the organisation because 

of a new or innovative product that allows it temporarily to charge high price  
 

What Makes a Resource Valuable? 

• the extent to which it is a source of competitive advantage (competitive advantage) 

• the extent to which the organisation is in a position to appropriate the 

returns generated by the resources (appropriability) 

• the extent to which such a competitive advantage is sustainable over 

time (sustainability) 

• the extent to which the resource can be exploited for future growth (exploitability) 

 

1) Competitive Advantage: 

A resource is more valuable if it establishes a competitive advantage: 

• Meets customer needs better than the competition 

• Is scarce, defined by the following 4 factors: 

o Physical uniqueness:  

Real estate, mineral rights, government licenses, and patents are examples of 

resources that cannot or may not be physically copied. 

o Path dependency:  

Certain resources are built over time (followed a path)  in ways that cannot be 

replicated. Brand image, organizational culture. 

o Causal ambiguity: 
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In many instances, it may be impossible for competitors to work out what the 

value of the resource is, or how to duplicate it. 

o Economic deterrence:  

Occurs when economic realities make it unattractive for rivals to invest in 

certain resources. 

 

2) Sustainability: 

A resource must be durable: i.e. it lasts over time = sustained competitive advantage. 

The organisation should be able to replicate (transfer) the resource while protecting from 

competitors.  

 

Four barriers that make it more difficult for competitors  to “copy” resources: 

1. Geographical Immobility: Difficult to physically move, for example, mineral deposits. 

2. Imperfect Information: lack of information for competitors to evaluate the resource, 

may then end up not being sure what the appropriate price is to pay. 

3. Resource Complementarity: Separating a resource, such as a brand, from its context 

can cause a loss in value.  

4. Resource Dependency: Separating one aspect, for example a team of people, from 

the whole may reduce its efficiency. 

 

3) Appropriability: 

Appropriability = who captures the value of the resource?  

Generally the owner, thus internal resources are more valuable than resources licenced. For 

example, Microsoft receives more value from the  Windows operating system than the 

companies who licence it.  
 

Appropriability potential is determined by four factors: 

1.          Protection of intellectual capital:  

Can we protect this resource with a patent, for example? 

2. Relative bargaining power: 

The organisation could have low bargaining power against certain individual 

members. For example, a movie star can demand more of the resource’s (movie) 

income. 

3. Embeddedness: 

Opposite of the above - the individual competencies of team members may be so 

embedded in the organisation’s processes that they reduce the bargaining power of 

the individual. 

4. Resource exploitation: 

Some organisations are simply better at exploiting resources. 
 

4) Exploitability: 

To better exploit resources, companies should focus on the following: 
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Strategic Architecture – OUR OWN MODEL 

 

Purpose: To facilitate the implementation of strategy to deliver value for all stakeholders. 

How: Alignment  

Components: 

A. Stakeholders 

B. Capabilities 

C. Processes 

D. Structure 

E. Systems, Policies, and Procedures 

F. Knowledge, Skills, and Abilities 

G. Technology 

H. Organisational Culture 

I. Shared Values, Style, and Strategy 

 

A. STAKEHOLDERS 

Broadly defined as “any group or individual who can affect or is affected by the achievement 

of an organisations objectives”. Includes both internal and external stakeholders, and can be 

classified as primary or secondary depending on the overall strategic thrust – allocated 

resources accordingly. 

TYPES: shareholders; employees; customers; suppliers; the community. 

 

B. CAPABILITIES 

TYPES: threshold; distinctive; dynamic 

 CAPABILITIES DELIVERED 

Stakeholders Cost Leadership Differentiation 

Stakeholders Higher returns through streamlined, more cost-

effective operations. 

Higher returns through diversified product or 

service offerings.  

Employees  More rigid, Fordist approach to production with 

high degrees of specialisation and atypical work 

structures, as well as a focus on lower wages. 

Stronger focus on autonomy and team work, 

with high-end skilling involved. 

Customers Low priced goods or services that are 

economical, yet represent value for money. 

Wider range of differentiated products or 

services with a focus on innovation. 

Suppliers  Continuously renegotiated contracts, with an 

emphasis on price and value. 

Joint ventures with high-end suppliers 

committed to innovation and quality. 

Community  A commitment to maintaining a good public 

image through, at the very least, complying 

with relevant legislation. 

Proactive initiatives to respond to the needs 

of the broader community at large through 

active social media investment in targeted 

programmes. 

 

C. PROCESSES 

• Management Processes:  

Encapsulate the basic management tasks of planning, organising, leading, and 

controlling strategic efforts. We can add the following to the basic tasks: 
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CHAPTER 14 - Strategic Performance, Management and Control  

Business Performance Management (BPM) is the area of business intelligence that enables 
organisations to effectively monitor, control, and manage strategy implementation according 
to Key Performance Indicators (KPI). Business performance management implies that 
organisations collect data from various sources, analyse it, and take appropriate strategic 
actions if, and when required. Data collected is reviewed timeously and continuously to 
monitor the efficiency of organisational projects and employees against operational targets. 
Problems can be identified before they escalate and get out of control. BPM can also be used 
to analyse risks and predict various scenario outcomes to better manage potential 
environmental risks.  
 
4 Types of Strategic Control: 
1) Assumption/Premise control 
2) Special alert control 
3) Strategic scanning 
4) Implementation control 
 

1) Assumption Control: is also referred to as premise control, as it is designed to gather data 

and analyse it systematically and continuously to determine whether the assumptions (or 

premises) on which the strategy is based, are still valid in the light of new information.  

▪ A type of feed-forward control as these premises and assumptions act as a basis for 

formulating strategies.  

▪ A premise can be on the basis of several strategies, or a strategy can be based on more 

than one assumption. We can therefore regard a premise as a specific constraint. 

▪ Assumption control incorporates both environmental industry constraints: 

 

 

 

 

 

 

 

 

 
 

 

▪ Assumption control requires organisations to incorporate environmental and industry 
constraints in their control system, to predict the business environment landscape over 
the next 3 to 5 years. These constraints then act as baseline assumptions to monitor 
changes.  

▪ Not all assumptions need the same amount of control – organisations must determine 
whether the premise are critical/non-critical. 

 

Environmental Constraints 
▪ Inflation rate increase 
▪ Interest rate increase 
▪ Technology changes 
▪ Government regulations 

changes 
▪ Demographic and Social 

Changes 

Industry Constraints 
▪ Competition 
▪ Barriers to entry 
▪ Substitutes 
▪ suppliers 
 


