BUSINESS

Various definitions of business are as follows:

“A business is nothing more than a person of group of persons properly organize to produce or distribute goods or services. The study of business is the activities of the activities involved in the production or distribution of goods and services-buying, selling, financing personnel and the like. In a theoretical sense, this definition of business is incorrect. Before an activity can be considered a business, there must exist both the goal of profit and the risk of loss”. – Keith & Gul Bellin
“Business is that complex field of commerce and industry in which goods and services are created and distributed in the hope of profit with in a framework of laws and regulations”. -Arthur M. Weimer
“Business comprises all profit seeking activities and enterprises that provided goods and services necessary to an economic system. It is the economic pulse to a nation striving to increase society’s standard of living. Profits are a mechanism for motivating these activities”. – Boono & Krutz
“Business may be defined as human activity directed towards producing or acquiring wealth through buying and selling goods”. – Lewis H.Haney
“Business is the sum total of those processes which are engaged in the removal of hindrances of persons (trade), place (transport and insurance) and time (warehousing) in the exchange (banking) of commodities”. – James Stephenson
“Business is a system created to satisfy society in needs and desires”. – Buskirik Green & Robgers
“Business represents the organised efforts of enterprises to supply consumer with goods and services”. – Musselman & Hughes
“Business may be defined as an activity in which different persons exchange something of value whether goods or services for mutual gain or profit”. – Peterson and Plowman
“Business means the whole complex field of commerce and industry, the basic industries, processing and manufacturing industries and the network of ancillary services, distribution, banking, insurance, transport and so on, which serve the world of business as a whole”. -F.C.Hooper
“Business is all those activities involved in providing the goods and services needed or desired by people”. It means a business activity called that activities, which provide goods or services required and desired by persons of our society.
BUSINESS ENVIRONMENT

Definition of Business Environment is sum or collection of all internal and external factors such as employees, customers needs and expectations, supply and demand, management, clients, suppliers, owners, activities by government, innovation in technology, social trends, market trends, economic changes, etc. These factors affect the function of the company and how a company works directly or indirectly. Sum of these factors influences the companies or business organisations environment and situation.

BUSINESS OBJECTIVES

Successful businesses are based on both goals and objectives, as they clarify the purpose of the business and help identify necessary actions Goals are general statements of desired achievement, while objectives are the specific steps or actions you take to reach your goal. Both goals and objectives should be specific and measurable. Goals can involve areas such as profitability, growth and customer service, with a range of objectives that can be used to meet those goals.
Your business objectives are the results you hope to achieve as you run and grow your business. As an entrepreneur, you are concerned with every aspect of your business and need to have clear goals in mind for your company if you are to stay on track. Having a comprehensive list of business objectives creates the guidelines that become the foundation for your business planning.
Examples of business objectives

1. Getting and Staying Profitable

Maintaining profitability means making sure that revenue stays ahead of the costs of doing business. Focus on controlling costs in both production and operations while maintaining the profit margin on products sold.

2. Productivity of People and Resources

Employee training, equipment maintenance and new equipment purchases all go into company productivity. Your objective should be to provide all of the resources your employees need to remain as productive as possible.

3. Excellent Customer Service

Good customer service helps you retain clients and generate repeat revenue. Keeping your customers happy should be a primary objective of your organization.

4. Employee Attraction and Retention

Employee turnover costs you money in lost productivity and the costs associated with recruiting, which include employment advertising and paying placement agencies. Maintaining a productive and positive employee environment improves retention.

5. Mission-driven Core Values

Your company mission statement is a description of the core values of your company. It is a summary of the beliefs your company holds in regard to customer interaction, responsibility to the community and employee satisfaction. The company's core values become the objectives necessary to create a positive corporate culture.

6. Sustainable Growth

Growth is planned based on historical data and future projections. Growth requires the careful use of company resources such as finances and personnel.

7. Maintaining a Healthy Cash Flow

Even a company with good cash flow needs financing contacts in the event that capital is needed to expand the organization. Maintaining your ability to finance operations means that you can prepare for long-term projects and address short-term needs such as payroll and accounts payable.

8. Dealing with Change

Change management is the process of preparing your organization for growth and creating processes that effectively deal with a developing marketplace. The objective of change management is to create a dynamic organization that is prepared to meet the challenges of your industry.

9. Reaching the Right Customers

Marketing is more than creating advertising and getting customer input on product changes. It is understanding consumer buying trends, being able to anticipate product distribution needs and developing business partnerships that help your organization to improve market share.

10. Staying Ahead of the Competition

A comprehensive analysis of the activities of the competition should be an ongoing business objective for your organization. Understanding where your products rank in the marketplace helps you to better determine how to improve your standing among consumers and improve your revenue.

Business Performance

Business performance indicators can be financial or non-financial. Financial performance indicators are quantitative and measurable in monetary terms while non-financial performance indicators are qualitative and not measurable in monetary terms. Examples are as follows:

Examples of Financial performance

1. Growth % in profit

2. Growth in Stock price,
3. Growth % in Sales,
4. . Growth % in revenue,
5. Cash in Hand
6. Debts (Lower the debts is more better)..
7.  Market share.
Examples of Non-Financial Performance Indicators:
1. High quality products,

2. Skilled personnel,

3. Low attrition rate.

4. Meeting customer commitments timely.

5. Good customer service,

6. Good working environment,
7. Employees health and safety
For a business to achieve either financial or non-financial objectives, there must be appropriate business policies and objectives
QUALITIES OF A GOOD POLICY

· Specific- Policy should be specific/definite. If it is uncertain, then the implementation will become difficult. 

·  Clear- Policy must be unambiguous. It should avoid use of jargons and connotations. There should be no misunderstandings in following the policy. 

·  Reliable/Uniform- Policy must be uniform enough so that it can be efficiently followed by the subordinates. 

·  Appropriate- Policy should be appropriate to the present organizational goal. 

· Simple- A policy should be simple and easily understood by all in the organization. 

·  Inclusive/Comprehensive- In order to have a wide scope, a policy must be comprehensive. 

·  Flexible- Policy should be flexible in operation/application. This does not imply that a policy should be altered always, but it should be wide in scope so as to ensure that the line managers use them in repetitive/routine scenarios. 

 Stable- Policy should be stable else it will lead to indecisiveness and uncertainty in minds of those who look into it for guidance
REASONS FOR POLICY
The major reasons for having policies are as follows: 

· Drive strategic planning, and help set expectations and performance objectives. 

· Lead to more efficient internal operations. 

· Engage and align the values of stakeholders; and build mutual understanding of expectations and challenges. 

· Ensure accountability and create transparency. 
· Promote ethical and responsible decision-making
· Assess and mitigate risk. 

· Streamline new staff orientation; having established written policies that staff can refer to creates consistency, clarity, and provides an understanding of the goals and culture of the company. 

· Result in time savings: proactively thinking about how specific situations and issues will be handled eliminates having to discuss and debate how to handle issues every time they come to the forefront. 

· Meet legal requirements; some laws require employers to adopt certain policies to guide the actions of their staff and management. Example: Discrimination/Harassment Policy. 

SOURCES OF POLICY
· Originated Source – The most acclaimed source of policies is the one from top management which originates for the express purpose of guiding the company‘s operations. Originated policies flow basically from the objectives of the enterprise, as they are defined by top executive authority.

·  Appealed Source – In practice, in most cases, policies stem from appeal through the hierarchical level of management authority. If occasion for decision arises for executives who do not know whether they have sufficient authority or how such matters should be handled, they appeal to their supervisors for the necessary support and action. As appeals are taken upward and decisions are made on them, a kind of rules and procedures are established. Precedent, therefore, develops and becomes guides for future managerial action and serves as reference point. 
· Implied Source - Useful policies are developed from the actions which employees see about them and believe to constitute them. Employees will readily understand what real policy is if they work for a company that operate policies that produce high quality goals, or sound labour policy, for instance, though the real policy is implied. 

·  Externally-imposed Source – To a large extent, policies are externally-imposed by such agencies as the government, trade unions, professional associations and others like trade association. This might come in form of direct regulation or one of the many conditions of accepting government aid or contract; it could also be to maintain industrial peace. Besides, local and state governments, professional associations, social and charitable organisations do influence the policies of organisations.
· Formulation of Policy
· Policies from Top to Bottom 
·  Some policies cut across all functional areas of the organisation. Many are so interrelated with all area of operations that their significance can best be understood by the top level management.

·  Policies that originate from the top arise out of broad, basic needs perceived and defined by the top managers. 

· In large corporations today, for instance, the Chief Accountant is an important contributor to advance planning and policy formulation. Complex taxes, new accounting procedures, mergers, computerization, insurance, pensions, investment options and appraisal, profit sharing, and depreciation of assets and other many cost implication corporate issues cause the Chief Accountant to become involved in areas that are broad than strictly finance. 

· Formulation of Policy continues

Policies within Functional Areas of Departments 

·  Those in charge of functional areas, and/or departments are generally involved in establishing policies for those areas.

·  Marketing executives formulate marketing policies, purchasing executive formulate purchasing policies

·  personnel managers formulate personnel policies, etc. 

· These are operational policies proposed and formulated at functional areas and departmental levels. 

· Managers must be consistent and operate within corporate policy guidelines while formulating policies at these levels.
·  Policy established within functional areas may influence the formulation of policy in other functional areas as well as the strategies developed to pursue those policies.
POLICIES FROM BOTTOM TO THE TOP 

· This is a policy that is formulated by operational managers and supervisors

· There are lots of advantages and wisdom in inviting supervisors and other operating personnel to participate in developing and implementing policies.
· This kind of ―Participative Management‖ engenders good human relations. It gives the managers a chance to hear from the workers reactions to subject policies and to accommodate them, but also to give the workers the opportunity to gratify deep seated needs for recognition and influence on the group‘s functioning.

·  Also, by participating in policy making, a worker develops a managerial perspective and a tendency to consider the enterprise as a whole, thereby contributing to its success. 

·  Whenever possible, non-management employees should have a voice in policy matters that will directly affect them or their work. 

STEPS IN FORMULATING POLICIES

· Carefully study the organisation‘s objectives. 

·  Identify the need for a policy in a given area. 

·  Source for and collect all possible and relevant information for the policy formulation.  Consideration must be given to all alternatives especially as they relate to the policy. 

·  Analyse all possible available outcomes. 

·  Select the best policy statement so far made taking into consideration its possible outcome.  Review the policy statement with the employees and others who will be affected by its application. 
· Ensure the policy is in line with the other existing policies of the organisation. 

·  Draw out the final policy statement including the effective dates of such a policy. 

DECISION MAKING
A decision can be defined as a course of action purposely chosen from a set of alternatives to achieve organizational or managerial objectives or goals. Decision making process is continuous and indispensable component of managing any organization or business activities.
In general, the decision-making process helps managers and other business professionals solve problems by examining alternative choices and deciding on the best route to take. Using a step-by-step approach is an efficient way to make thoughtful, informed decisions that have a positive impact on your organization’s short- and long-term goals.

The business decision making process is commonly divided into seven steps. Managers may utilize many of these steps without realizing it, but gaining a clearer understanding of best practices can improve the effectiveness of your decisions.

Steps of the Decision-Making Process

The following are the seven key steps of the decision-making process.

· Identify the decision. The first step in making the right decision is recognizing the problem or opportunity and deciding to address it. Determine why this decision will make a difference to your customers or fellow employees.

· Gather information. Next, it’s time to gather information so that you can make a decision based on facts and data. This requires making a value judgment, determining what information is relevant to the decision at hand, along with how you can get it. Ask yourself what you need to know in order to make the right decision, then actively seek out anyone who needs to be involved.

· Identify alternatives. Once you have a clear understanding of the issue, it’s time to identify the various solutions at your disposal. It’s likely that you have many different options when it comes to making your decision, so it is important to come up with a range of options. This helps you determine which course of action is the best way to achieve your objective.

· Weigh the evidence. In this step, you’ll need to “evaluate for feasibility, acceptability and desirability” to know which alternative is best, according to management experts Phil Higson and Anthony Sturgess. Managers need to be able to weigh pros and cons, then select the option that has the highest chances of success. It may be helpful to seek out a trusted second opinion to gain a new perspective on the issue at hand.

· Choose among alternatives. When it’s time to make your decision, be sure that you understand the risks involved with your chosen route. You may also choose a combination of alternatives now that you fully grasp all relevant information and potential risks.

· Take action. Next, you’ll need to create a plan for implementation. This involves identifying what resources are required and gaining support from employees and stakeholders. Getting others onboard with your decision is a key component of executing your plan effectively, so be prepared to address any questions or concerns that may arise.

· Review your decision. An often-overlooked but important step in the decision-making process is evaluating your decision for effectiveness. Ask yourself what you did well and what can be improved next time.

“Even the most experienced business owners can learn from their mistakes … be ready to adapt your plan as necessary, or to switch to another potential solution,” Chron Small Business explains. If you find your decision didn’t work out the way you planned, you may want to revisit some of the previous steps to identify a better choice.

Common Challenges of Decision Making

Although following the steps outlined above will help you make more effective decisions, there are some pitfalls to look out for. Here are common challenges you may face, along with best practices to help you avoid them. 
· Having too much or not enough information. Gathering relevant information is key when approaching the decision-making process, but it’s important to identify how much background information is truly required. “An overload of information can leave you confused and misguided, and prevents you from following your intuition,” according to Corporate Wellness Magazine.

In addition, relying on one single source of information can lead to bias and misinformation, which can have disastrous effects down the line.

· Misidentifying the problem. In many cases, the issues surrounding your decision will be obvious. However, there will be times when the decision is complex and you aren’t sure where the main issue lies. Conduct thorough research and speak with internal experts who experience the problem firsthand in order to mitigate this. It will save you time and resources in the long run, Corporate Wellness Magazine says.

· Overconfidence in the outcome. Even if you follow the steps of the Sdecision-making process, there is still a chance that the outcome won’t be exactly what you had in mind. That’s why it’s so important to identify a valid option that is plausible and achievable. Being overconfident in an unlikely outcome can lead to adverse results.

Decision making is a vital skill in the business workplace, particularly for managers and those in leadership positions. Following a logical procedure like the one outlined here, along with being aware of common challenges, can help ensure both thoughtful decision making and positive results.

Short term and Long-term decisions
Any company has to balance short-term business goals with a long-term vision for the business when developing a strategic plan. While it can be tempting to focus on hitting revenue targets for the upcoming quarter, emphasizing that too heavily can have far-reaching long-term effects. A small-business owner has to create a culture where the emphasis on immediate targets doesn’t negatively impact the business.
Short-Term Effects

Short-term measures are effective at getting employees focused on specific targets. For example, if you’re looking to push a new project line, setting a sales goal influences your workers to stress its attributes to customers. This can be achieved by setting commission-based compensation policies or offering bonuses to top performers. Short-term effects also are paramount when they’re critical to business needs. A struggling new business that needs to reach its revenue goal to pay back stakeholders may push heavily for current period sales, regardless of discounts required to influence them.

Long-Term Outlook

Long-term goals incorporated into the planning and policy-making process may focus on installing the desired company culture or protecting the brand name, so how decisions affect those areas of your business must be considered. You likely have a vision for what you want your company to look like in five years, 10 years or farther into the future – not just in terms of growth, but perhaps also goals related to customer service or your position in the community. Every decision you make needs to consider its long-term effects on reaching those goals.

Difference between short term and long-term decisions

	Short term decision 
	Long term decision

	Operational, tactical in nature, meeting short-term goals, or reacting to a crisis, i.e. making the best of resources in the short term
	Strategic in nature, impact on corporate level objectives and goals i.e. making the best of resources in the long term

	Each decision involves relatively small amounts of monetary value
	Each decision can involve large sums of monetary value

	Relatively easy to change decision, withdraw from activity if the business environment changes
	Making wrong decisions can have a major financial impact on the firm


BUSINESS STRATEGY
What Is Business Strategy?

A business strategy can be defined as the combination of all the decisions taken and actions performed by the business to accomplish business goals and to secure a competitive position in the market.

It is the backbone of the business as it is the roadmap which leads to the desired goals. Any fault in this roadmap can result in the business getting lost in the crowd of overwhelming competitors.

Importance of Business Strategy

A business objective without a strategy is just a dream. It is no less than a gamble if you enter into the market without a well-planned strategy.

With the increase in the competition, the importance of business strategy is becoming apparent and there’s a huge increase in the types of business strategies used by the businesses. Here are five reasons why a strategy is necessary for your business.

Planning

Business strategy is a part of a business plan. While the business plan sets the goals and objectives, the strategy gives you a way to fulfil those goals. It is a plan to reach where you intend to.

Strengths & Weaknesses

Most of the times, you get to know about your real strengths and weaknesses while formulating a strategy. Moreover, it also helps you capitalise on what you’re good at and use that to overshadow your weaknesses (or eliminate them).

Efficiency & Effectiveness

When every step is planned, every resource is allocated, and everyone knows what is to be done, business activities become more efficient and effective automatically.

Competitive advantage

A business strategy focuses on capitalising on the strengths of the business and using it as a competitive advantage to position the brand in a unique way. This gives an identity to business and makes it unique in the eyes of the customer.

Control

It also decides the path to be followed and interim goals to be achieved. This makes it easy to control the activities and see if they are going as planned.

Business Strategy vs Business Plan vs Business Model

The business strategy is a part of the business plan which is a part of the big conceptual structure called the business model.

The Business Model is a conceptual structure that explains how the company operates, makes money, and how it intends to achieve its goals. The business plan defines those goals, and business strategies outline the roadmap of how to achieve them.

Levels of Business Strategy

The business goal is achieved by the effective execution of different business strategies. While every employee, partner, and stakeholder of the company focus on fulfilling a single business objective, their activities are defined by various business strategies according to their level in the organisation.

Business strategies can be classified into three levels –

Level 1: The Corporate Level

The corporate level is the highest and most broad level of the business strategy. It is the business plan which sets the guidelines of what is to be achieved and how the business is expected to achieve it. It sets the mission, vision, and corporate objectives for everyone.

Level 2: The Business Unit Level

The business unit level is a unit specific strategy which differs for different units of the business. A unit can be different products or channels which have totally different operations. These units form strategies to differentiate themselves from the competitors using competitive strategies and to align their objectives with the overall business objective defined in the corporate level strategy.

Level 3: The Functional Level

The functional level strategies are set by different departments of the units. The departments include but are not limited to marketing, sales, operations, finance, CRM etc. These functional level strategies are limited to day to day actions and decisions needed to deliver unit level and corporate level strategies, maintaining relationships between different departments, and fulfilling functional goals.

Key Components of A Business Strategy

While an objective is defined clearly in the business plan, the strategy answers all the whats, whys, whos, wheres, whens, & hows of the fulfilling that objective. Here are the key components of a business strategy.

Mission, Vision, & Business Objectives
The main focus of a business strategy is to fulfil the business objective. It gives the vision and direction to the business with clear instructions of what needs to be done, how it needs to be done, and who all are responsible for it.
Core Values

It also states the ‘musts’ and ‘must nots’ of the business which clarify most of the doubts and give a clear direction to the top level, units, as well as the departments.

SWOT

A SWOT (strengths, weaknesses, opportunities, and threats) analysis is a rundown of the company’s current situation. It is a necessary component of a business strategy as it represents the current strengths and opportunities which the company can make use of and the weaknesses and threats which the company should be wary of.


Operational Tactics

Unit and functional business strategies get deep into the operational details of how the work needs to be done in order to be most effective and efficient. This saves a lot of time and effort as everyone knows what needs to be done.

Resource Procurement & Allocation Plan

The strategy also answers where and how will you procure the required resources, how will it be allocated, and who will be responsible for handling it.

Measurement

Unless there are no control measures, the viability of a business strategy can’t be assessed properly. A good business strategy always includes ways to track the company’s output and performance against the set targets.

Business Strategy Examples

· Creating A New Market

Hubspot developed an executed a perfect strategy where it created a market that didn’t even existed – inbound marketing.

It created an online resource guide explaining the limitations of the interruption marketing and informing about the benefits of the inbound marketing. The company even provided free courses to help the target audience understand its offering better.

· Buying The Competition

Facebook’s buy the competition strategy has been successful ever since the company was launched. It focuses on buying the pioneer or the competition instead of creating the technology of its own to compete with it. So far there have been many notable acquisitions by Facebook like Instagram, Whatsapp, Oculus, etc. to increase its reach and user base.

· Product Differentiation

Apple differentiated its smartphone operating system iOS by making it really simple as compared to Android. This differentiated it and built its own followership. The company has been following a similar strategy for its other products as well.

· Cost Leadership

OnePlus launched its flagship product OnePlus 6T with similar features to iPhone X but at a price which is less than half a price of iPhone X. This strategy worked for OnePlus making it the top premium phone brand in India and other countries.

PESTEL ANALYSIS
 PESTLE analysis (formerly known as PEST analysis) is a framework or tool used to analyse and monitor the macro-environmental factors that may have a profound impact on an organisation’s performance. This tool is especially useful when starting a new business or entering a foreign market. It is often used in collaboration with other analytical business tools such as the SWOT analysis and Porter’s Five Forces to give a clear understanding of a situation and related internal and external factors. PESTEL is an acronym that stand for Political, Economic, Social, Technological, Environmental and Legal factors. However, throughout the years people have expanded the framework with factors such as Demographics, Intercultural, Ethical and Ecological resulting in variants such as STEEPLED, DESTEP and SLEPIT. In this article, we will stick simply to PESTEL since it encompasses the most relevant factors in general business. Each factor will be elaborated on below:

Political Factors:

These factors are all about how and to what degree a government intervenes in the economy or a certain industry. Basically all the influences that a government has on your business could be classified here. This can include government policy, political stability or instability, corruption, foreign trade policy, tax policy, labour law, environmental law and trade restrictions. Furthermore, the government may have a profound impact on a nation’s education system, infrastructure and health regulations. These are all factors that need to be taken into account when assessing the attractiveness of a potential market.
Economic Factors:

Economic factors are determinants of a certain economy’s performance. Factors include economic growth, exchange rates, inflation rates, interest rates, disposable income of consumers and unemployment rates. These factors may have a direct or indirect long term impact on a company, since it affects the purchasing power of consumers and could possibly change demand/supply models in the economy. Consequently it also affects the way companies price their products and services.

Social Factors:

This dimension of the general environment represents the demographic characteristics, norms, customs and values of the population within which the organization operates. This inlcudes population trends such as the population growth rate, age distribution, income distribution, career attitudes, safety emphasis, health consciousness, lifestyle attitudes and cultural barriers. These factors are especially important for marketers when targeting certain customers. In addition, it also says something about the local workforce and its willingness to work under certain conditions.

Technological Factors:

These factors pertain to innovations in technology that may affect the operations of the industry and the market favorably or unfavorably. This refers to technology incentives, the level of innovation, automation, research and development (R&D) activity, technological change and the amount of technological awareness that a market possesses. These factors may influence decisions to enter or not enter certain industries, to launch or not launch certain products or to outsource production activities abroad. By knowing what is going on technology-wise, you may be able to prevent your company from spending a lot of money on developing a technology that would become obsolete very soon due to disruptive technological changes elsewhere.

Environmental Factors:

Environmental factors have come to the forefront only relatively recently. They have become important due to the increasing scarcity of raw materials, pollution targets and carbon footprint targets set by governments. These factors include ecological and environmental aspects such as weather, climate, environmental offsets and climate change which may especially affect industries such as tourism, farming, agriculture and insurance. Furthermore, growing awareness of the potential impacts of climate change is affecting how companies operate and the products they offer. This has led to many companies getting more and more involved in practices such as corporate social responsibility (CSR) and sustainability.

Legal Factors:

Although these factors may have some overlap with the political factors, they include more specific laws such as discrimination laws, antitrust laws, employment laws, consumer protection laws, copyright and patent laws, and health and safety laws. It is clear that companies need to know what is and what is not legal in order to trade successfully and ethically. If an organisation trades globally this becomes especially tricky since each country has its own set of rules and regulations. In addition, you want to be aware of any potential changes in legislation and the impact it may have on your business in the future. Recommended is to have a legal advisor or attorney to help you with these kind of things.

Full list of PESTEL factors:

Political factors
Government stability/instability

Corruption level

Tax policies

Freedom of press

Government regulation and deregulation

Special tariffs

Political action committees

Government involvement in trade unions and agreements

Competition regulation

Voter participation rates

Amount of government protests

Defense expenditures

Level of government subsidies

Bilateral relationships

Import-export regulation/resctrictions

Trade control

Lobbying activities

Size of government budgets

Economic factors
Growth rate

Interest rate

Inflation rate

Exchange rate

Availability of credit

Level of disposible income

Propensity of people to spend

Federal government budget deficits

Gross domestic product trend

Unemployment trend

Stock market trends

Price fluctuations

Social factors

Social factors
Population size and growth rate

Birth rates

Death rates

Number of mariages

Number of divorces

Immigration and emigration rates

Life expectancy rates

Age distribution

Wealth distribution

Social classes

Per capita income

Family size and structure

Lifestyles

Health consciousness

Average disposable income

Attitude towards government

Attitude towards work

Buying habits

Ethical concerns

Cultural norms and values

Sex roles and distribution

Religion and beliefs

Racial equality

Use of birth control

Education level

Minorities

Crime levels

Attitudes towards saving

Attitude towards investing

Attitudes towards retirement

Attitudes towards leisure time

Attitudes towards product quality

Attitudes towards customer service

Attitudes towards foreign people
Technological factors
Technology incentives

Automation

R&D activity

Technological change

Access to new technology

Level of innovation

Technological awareness

Internet infrastructure

Communication infrastructure

Life cycle of technology
Environmental factors
Weather

Climate

Environmental policies

Climate change

Pressures from NGO’s

Natural disasters

Air and water pollution

Recycling standards

Attitudes towards green products

Support for renewable energy
Legal factors
Discrimination laws

Antitrust laws

Employment laws

Consumer protection laws

Copyright and patent laws

Health and safety laws

Education laws

Consumer protection laws

Data protection laws

PORTER'S FIVE FORCES
Porter’s Five Forces analysis is a framework that helps analyzing the level of competition within a certain industry. It is especially useful when starting a new business or when entering a new industry sector. According to this framework, competitiveness does not only come from competitors. Rather, the state of competition in an industry depends on five basic forces: threat of new entrants, bargaining power of suppliers, bargaining power of buyers, threat of substitute products or services, and existing industry rivalry. The collective strenght of these forces determines the profit potential of an industry and thus its attractiveness. If the five forces are intense (e.g. airline industry), almost no company in the industry earns attractive returns on investments. If the forces are mild however (e.g. softdrink industry), there is room for higher returns. Each force will be elaborated on below with the aid of examples from the airline industry to illustrate the usage.

PORTER'S FIVE FORCES MODEL
Threat of new entrants

New entrants in an industry bring new capacity and the desire to gain market share. The seriousness of the threat depends on the barriers to enter a certain industry. The higher these barriers to entry, the smaller the threat for existing players. Examples of barriers to entry are the need for economies of scale, high customer loyalty for existing brands, large capital requirements (e.g. large investments in marketing or R&D), the need for cumulative experience, government policies, and limited access to distribution channels. More barriers can be found in the table below.
Example
The threat of new entrants in the airline industry can be considered as low to medium. It takes quite some upfront investments to start an airline company (e.g. purchasing aircrafts). Moreover, new entrants need licenses, insurances, distribution channels and other qualifications that are not easy to obtain when you are new to the industry (e.g. access to flight routes). Furthermore, it can be expected that existing players have built up a large base of experience over the years to cut costs and increase service levels.  A new entrant is likely to not have this kind of expertise, therefore creating a competitive disadvantage right from the start. However, due to the liberalization of market access and the availability of leasing options and external finance from banks, investors, and aircraft manufacturers, new doors are opening for potential entrants. Even though it doesn’t sound very attractive for companies to enter the airline industry, it is NOT impossible. Many low-cost carriers like Southwest Airlines, RyanAir and EasyJet have succesfully entered the industry over the years by introducing innovative cost-cutting business models, thereby shaking up original players like American Airlines, Delta Air Lines and KLM.
Bargaining power of suppliers
This force analyzes how much power and control a company’s supplier (also known as the market of inputs) has over the potential to raise its prices or to reduce the quality of purchased goods or services, which in turn would lower an industry’s profitability potential. The concentration of suppliers and the availability of substitute suppliers are important factors in determining supplier power. The fewer there are, the more power they have. Businesses are in a better position when there are a multitude of suppliers. Sources of supplier power also include the switching costs of companies in the industry, the presence of available substitutes, the strength of their distribution channels and the uniqueness or level of differentiation in the product or service the supplier is delivering.

Example
The bargaining power of suppliers in the airline industry can be considered very high. When looking at the major inputs that airline companies need, we see that they are especially dependent on fuel and aircrafts. These inputs however are very much affected by the external environment over which the airline companies themselves have little control. The price of aviation fuel is subject to the fluctuations in the global market for oil, which can change wildly because of geopolitical and other factors. In terms of aircrafts for example, only two major suppliers exist: Boeing and Airbus. Boeing and Airbus therefore have substantial bargaining power on the prices they charge.

Bargaining power of buyers
The bargaining power of buyers is also described as the market of outputs. This force analyzes to what extent the customers are able to put the company under pressure, which also affects the customer’s sensitivity to price changes. The customers have a lot of power when there aren’t many of them and when the customers have many alternatives to buy from. Moreover, it should be easy for them to switch from one company to another. Buying power is low however when customers purchase products in small amounts, act independently and when the seller’s product is very different from any of its competitors. The internet has allowed customers to become more informed and therefore more empowered. Customers can easily compare prices online, get information about a wide variety of products and get access to offers from other companies instantly. Companies can take measures to reduce buyer power by for example implementing loyalty programs or by differentiating their products and services.

Example
Bargaining power of buyers in the airline industry is high. Customers are able to check prices of different airline companies fast through the many online price comparisons websites such as Skyscanner and Expedia. In addition, there aren’t any switching costs involved in the process. Customers nowadays are likely to fly with different carriers to and from their destination if that would lower the costs. Brand loyalty therefore doesn’t seem to be that high. Some airline companies are trying to change this with frequent flyer programs aimed at rewarding customers that come back to them from time to time.

Threat of substitute products
The existence of products outside of the realm of the common product boundaries increases the propensity of customers to switch to alternatives. In order to discover these alternatives, one should look beyond similar products that are branded differently by competitors. Instead, every product that serves a similar need for customers should be taken into account. Energy drink like Redbull for instance is usually not considered a competitor of coffee brands such as Nespresso or Starbucks. However, since both coffee and energy drink fulfill a similar need (i.e. staying awake/getting energy), customers might be willing to switch from one to another if they feel that prices increase too much in either coffee or energy drinks. This will ultimately affect an industry’s profitability and should therefore also be taken into account when evaluating the industry’s attractiveness.

Example
In terms of the airline industry, it can be said that the general need of its customers is traveling. It may be clear that there are many alternatives for traveling besides going by airplane. Depending on the urgency and distance, customers could take the train or go by car. Especially in Asia, more and more people make use of highspeed trains such as Bullet Trains and Maglev Trains. Furthermore, the airline industry might get some serious future competition from Elon Musk’s Hyperloop concept in which passengers will be traveling in capsules through a vacuum tube reaching speed limits of 1200 km/h. Taken this altogether, the threat of substitutes in the airline industry can be considered at least medium to high.

Rivalry among existing competitors
This last force of the Porter’s Five Forces examines how intense the current competition is in the marketplace, which is determined by the number of existing competitors and what each competitor is capable of doing. Rivalry is high when there are a lot of competitors that are roughly equal in size and power, when the industry is growing slowly and when consumers can easily switch to a competitors offering for little cost. A good indicator of competitive rivalry is the concentration ratio of an industry. The lower this ration, the more intense rivalry will probably be. When rivalry is high, competitors are likely to actively engage in advertising and price wars, which can hurt a business’s bottom line. In addition, rivalry will be more intense when barriers to exit are high, forcing companies to remain in the industry even though profit margins are declining. These barriers to exit can for example be long-term loan agreements and high fixed costs.

Example
When looking at the airline industry in the United States, we see that the industry is extremely competitive because of a number of reasons which include the entry of low cost carriers, the tight regulation of the industry wherein safety become paramount leading to high fixed costs and high barriers to exit, and the fact that the industry is very stagnant in terms of growth at the moment. The switching costs for customers are also very low and many players in the industry are similar in size (see graph below) leading to extra fierce competition between those firms. Taken altogether, it can be said that rivalry among existing competitors in the airline industry is high.

By looking at each competitive force individually, you are able to roughly map out the focal industry and its attractiveness. Note that industries might differ in terms of attractiveness depending on the country you are looking at. Government policies are for example likely to be different in each country and also the amount of suppliers and buyers might vary from nation to nation. Porter’s Five Forces is a good starting point to evaluate an industry but should not be used in isolation. You could for example combine it with a Value Chain Analysis or through the VRIO Framework in order to get a better sense of where your company’s competitive advantage is coming from and to better position your company between the rivals. Moreover, Porter’s Five Forces is often combined with the PESTEL analysis to give a good overview of the organization’s environment. Lastly, it should be said that the framework also received some criticism from several authors. Some authors have for instance argued that the model needs a 6th force called the ‘complementors’, in order to explain the reasoning behind strategic alliances and joint ventures. This extended model is also known as the Value Net Model. However, even though the criticism it got, Porter’s Five Forces is still one of the most used frameworks for strategy development and is likely to remain that way in the near future.

Full list of Porter’s Five Forces factors:
Threat of new entrants
· Economies of scale

· Product differentiation

· Brand identity/loyalty

· Access to distribution channels

· Capital requirements

· Access to latest technology

· Access to necessary inputs

· Absolute cost advantages

· Experience and learning effects

· Government policies

· Switching costs

· Expected retaliation from existing players

Bargaining power of suppliers
· Number of suppliers

· Size of suppliers

· Supplier concentration

· Availability of substitutes for the supplier’s products

· Uniqueness of supplier’s products or services (differentiation)

· Switching cost for supplier’s products

· Supplier’s threat of forward integration

· Industry threat of backward integration

· Supplier’s contribution to quality or service of the industry products

· Importance of volume to supplier

· Total industry cost contributed by suppliers

· Importance of the industry to supplier’s profit

Bargaining power of buyers
· Buyer volume (number of customers)

· Size of each buyer’s order

· Buyer concentration

· Buyer’s ability to substitute

· Buyer’s switching costs

· Buyer’s information availability

· Buyer’s threat of backward integration

· Industry threat of forward integration

· Price sensitivity

Threat of substitute products or services
· Number of substitute products available

· Buyer’s propensity to substitute

· Relative price performance of substitutes

· Perceived level of product differentiation

· Switching costs

· Substitute producer’s profitability & aggressiveness

Rivalry among existing competitors
· Number of competitors

· Diversity of competitors

· Industry concentration and balance

· Industry growth

· Industry life cycle

· Quality differences

· Product differentiation

· Brand identity/loyalty

· Switching costs

· Intermittent overcapacity

· Informational complexity

· Barriers to exit

VALUABLE RARE INIMITABLE ORGANIZED (VRIO): FROM FIRM RESOURCES TO COMPETITIVE ADVANTAGE
The VRIO Framework or VRIO Model is part of the Resource-Based View (RBV), which is a perspective that examines the link between a company’s internal characteristics and its performance. RBV is therefore complementary to the Industrial Organization (I/O) perspectives that look more at external factors such as competitiveness in order to determine performance and profit potential (e.g. Porter’s Five Forces). The supporters of RBV argue that organizations should look inside the company to find the sources of competitive advantage instead of looking at the competitive environment. The key concepts within this view are therefore Firm Resources and Sustainable Competitive Advantage. Firm resources can be defined as ‘all assets, capabilities, organizational processes, firm attributes, information and knowledge controlled by a firm that enables it to improve its efficiency and effectiveness’. Resources are often classified into categories such as tangible (e.g. equipment, machinery, land, buildings and cash) and intangible (e.g. trademarks, brand reputation, patents and licenses) or physical, human and organizational resources. In order for companies to transform these resources into sustainable competitive advantage, resources must have four attributes that can be summarized into the VRIO framework.


Valuable (VRIO)
First and foremost resources must be valuable. According to the RBV, resources are seen as valuable when they enable a firm to implement strategies that improve a firm’s efficiency and effectiviness by exploiting opportunities or by mitigating threats. Another way to assess whether a resource or investment is valuable is by looking at its Net Present Value (NPV), meaning that the costs invested in the resource should be lower than the expected future cash flows discounted back in time. If non of the resources possessed by a firm are considered valuable, the focal firm is likely to have a competitive disadvantage.

Rare (VRIO)
Secondly, resources must be rare. Resources that can only be acquired by one or few companies are considered to be rare. If a certain valuable resource is possessed by a large amount of players in the industry, each of the players has a capability to exploit the resource in the same way, thereby implementing a common strategy that gives non of the players a competitive advantage. Such a situation is indicated as competitive parity or competitive equality. In case a company does possess a large amount of resources that are valuable and rare, it is likely to have at least temporary competitive advantage.

Inimitable (VRIO)
Although valuable and rare resources may help companies to engage in strategies that other firms cannot pursue since the other firms lack the relevant resources, it is no garantuee for long-term competitive advantage. It may give the focal company a first-mover advantage but competitors will probably try to imitate these resources. Another criteria that resources should meet is therefore that they should be hard and costly to imitate or substitute. According to the RBV, resources can be imperfectly imitable due to a combination of three reasons:

· Unique historical conditions: choices made in the past influence the options a company has in the present and future (path-dependency). Similarly, a company that has located its facilities on what turns out to be a much more valuable location than initially anticipated, has an imperfectly imitable physical resource.

· Causal ambiguity: causal ambiguity exists when the link between the resources controlled by the focal company and its sustainable competitive advantage is not fully understood. Competitors won’t be able to duplicate the focal company, since they simply don’t know which resources they should imitate.

· Social complexity: if the most important resource of a company is a combination of the strenght of its social network, interpersonal relations, a company’s culture and its reputation among both suppliers and customers, it is very hard for competitors to build an identical social network since it is dependent on so many different factors.

If a company’s resources are both valuable, rare and inimitable due to the reasons mentioned above, the focal company has a high potential to gain a competitive advantage that is sustainable over time. There is however one more important criteria that needs to be present within the company.

Organization-wide supported (VRIO)
The resources themself do not create any advantage for a company if the company is not organized in way to adequately exploit these resources and capture the value from them. The focal company therefore needs the capability to assemble and coordinate resources effectively. Examples of these organizational components include a company’s formal reporting structure, strategic planning and budgeting systems, management control systems and compensation policies. Without the correct organization to acquire, use and monitor the resources involved, even companies with valuable, rare and imperfectly imitable resources will not be able to create a sustainable competitive advantage. When all four resource attributes are present, a company is save to assume it has a distinctive competence that can be used as source of sustainable competitive advantage. Below is a diagrom that sums up the four VRIO attributes and the resulting advantages the company has in different situations.
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Note that the VRIO framework is a follow-up of the VRIN framework (Valuable, Rare, Hard to Imitate, Non-substitutable). The creator of the VRIN and VRIO framework, Jay Barney, combined the I and N into one attribute and added the O as extra criteria. Inimitability in the VRIO framework therefore means that resources are hard to imitate because competitors cannot duplicate and/or substitute them. It is recommended to combine this framework with Porter’s Value Chain Analysis in order to create a more complete overview of the strengths and weaknesses of the organization’s internal factors.
SWOT ANALYSIS

A SWOT analysis is a high-level strategic planning model that helps organizations identify where they’re doing well and where they can improve, both from an internal and external perspective. It is an acronym for “Strengths, Weaknesses, Opportunities, and Threats.”

You typically want to conduct a SWOT analysis at the beginning of your strategic planning process or during a strategy refresh. Your entire leadership team should be heavily involved, because they should have the ability to look across your organization and offer insight into your competitive environment and/or business landscape. When the leadership team offers appropriate recommendations regarding your strengths, weaknesses, opportunities, and threats, you will end up with a SWOT analysis that has the credibility to be used constructively in the strategic planning process.

A Detailed SWOT Analysis Example

To help you get started, we’ve created this SWOT analysis template. (The examples below are specific to a financial organization, but only for examples sake; the SWOT analysis exercise is applicable to all businesses!) You’ll notice we divided our hypothetical examples for strengths, weaknesses, opportunities, and threats based on the four Balanced Scorecard perspectives. You don’t have to use the Balanced Scorecard to be successful with your SWOT analysis, but this method does provide a strong framework for your discussion.

Strengths

Start by asking the question, “What are we good at?” This is a broad question, but in the beginning stages of your discussion, you should accept all answers.

Financial Strengths: What is your most reliable source of financial growth? Is it your current customers? A particular product? Your service fee structure?

Customer Strengths: Where is your customer growth coming from? Is this coming from referrals, or a particular industry segment like healthcare or retail? Is it mainly retail or commercial? Why are your customers choosing you over your competitors?

Internal Strengths: What do you do very well as an organization? Are you the first to innovate products in your industry? Do you have strong customer relationships or partnerships?

Learning & Growth Strengths: Where do you excel insofar as your employees are concerned? Is it your compensation model? Could it be your workforce development program? Your culture?

Take your strategy from a grand plan to the real deal with these free strategic planning templates.
Weaknesses

Next you should ask yourself, “What are we not good at?” or “Where do we have opportunities to improve?”

Financial Weaknesses: What is your biggest financial weakness? Perhaps most of your customers are in a cyclical industry and subject to market whims, for example. Or maybe your most used product has the lowest profit margins.

Customer Weaknesses: Where do your customers think you need to improve? This could be your investment products, locations, loan origination, or competitive prices for interest rates.

Internal Weaknesses: What do you do poorly? Do you have opportunities to improve in project management for opening new branches? What about for one-touch call resolution for customer service?

Learning & Growth Weaknesses: What are your biggest challenges with employees? Do you have particularly high turnover in certain departments or a negative perception of the organizational culture?

Opportunities

Following your discussion on threats, ask those in leadership to look toward the future and consider, “Where do we see big possibilities for our organization?”

Financial Opportunities: What is your biggest opportunity to improve your finances? This might be starting a new product line, increasing customer retention, or going after a new geographical area.

Customer Opportunities: Where could you dramatically improve with your customers? Could you improve your online interface? What about cross-selling related products, or better understanding your customers’ purchasing habits?

Internal Opportunities: What processes will drive you well into the future if you could improve upon them? This may entail partnering with a mortgage origination company or developing neighborhood sponsorships.

Learning & Growth Opportunities: What opportunities do you have to leverage staff? For example, do you have cross-training opportunities? Could you make a few tweaks to improve your culture and thus your retention?

Threats

After identifying opportunities, zero in on your biggest threats by asking, “What do we see on the horizon as being potentially harmful to our organization?”

Financial Threats: What threats could seriously impact your financial health? This could be low-cost competitors, a partner entering the banking space, or an overseas banking product.

Customer Threats: What is your biggest concern about your customers? Does one of your competitors offer zero-fee checking that could steal some of your market share? How simple is your customers’ ease of departure?

Internal Threats: What current areas of your business might harm you later? Do you have a new product rollout soon that could potentially fail? Are you struggling through a merger or an office upgrade?

Learning & Growth Threats: What threatens the people within your organization? This could be anything from instability in your customer support department to staff member departures to a department-specific pushback against new technology.

After you have completed your SWOT analysis brainstorming session, take the following steps:

1. Consolidate your analysis results into a four-box SWOT matrix.



As we mentioned in the introduction (and in our SWOT analysis example), your SWOT helps you identify strengths and weaknesses that are either helpful or harmful to your organization. As you can see from the SWOT matrix example above, strengths and weaknesses are internal to the organization, while opportunities and threats are of external origin. Strengths and opportunities are helpful to your organization’s strategy, and weaknesses and threats are harmful to your organization’s strategy.

Once you’ve completed the SWOT brainstorming process with your leadership, consolidate your results so you can see all the positive opportunities—and any negative trends—that could affect your strategy, and how you operate on the whole.

2. Start developing your strategy map.

 A strategy map is a visual, one-page depiction of your strategy. Before you can begin developing your strategy map, you need to be certain you fully understand strategy mapping. 

If you have asked the 16 questions posed in the SWOT analysis example above (specific to each of the Balanced Scorecard perspectives), then it should be relatively straightforward to filter by each perspective and come up with key objectives for that area. For example, does it seem as though you urgently need to make strategic adjustments to one particular area of your strategy? Do you need to address a failing new product launch before addressing market expansion opportunities? This will be the foundation of your strategy map.

As you’re building your map, keep in mind there should be a natural alignment with your SWOT analysis. After all, you just took the time to analyze your organization and the opportunities and threats to the future of your business. Don’t put all that work on a shelf to gather dust! Make sure there is a clear and strong link between your SWOT analysis and strategy map. For example, if you’re a for-profit organization, your financial perspective will be the top priority—build your analysis into your map in a manner that drives those finances in the right direction. Maybe your SWOT analysis foretold an opportunity to hit a new line of business or forecast that a line of business would dry up. Your strategy map needs to reflect that. When you get to processes stage of strategy mapping, you can set activities based on your strengths and improvement needs. Your SWOT analysis will also affect target setting across all areas.

In short, your SWOT analysis isn’t a standalone effort and should be closely linked to your strategy map—it should provide key information on how your strengths and weaknesses impact your strategy.

3. Communicate to the organization where, how, and why you will be changing your strategy.

At this point, we recommend running a “brown paper exercise” with your SWOT analysis that involves everyone in your organization. Print your SWOT matrix in large size, and ask employees to add post-it notes in any or all of the four boxes of the SWOT matrix if they feel there is something the leadership team missed. (You can also ask employees to add their names next to their suggestions so leadership can follow up with them.) Not only is this exercise great for inter-office discussion, but it also gives leaders the chance to consider opinions from staff “in the field.”

4. As you start implementing a strategy, build programs to help overcome weaknesses or go after opportunities.

Keep in mind that your SWOT analysis isn’t an end product—it’s the first step to helping you align your strategy around the areas you’ve identified as strengths, weaknesses, opportunities, and threats. Specifically, you’ll want to put some measures in place to track progress on correcting your weaknesses and seizing your opportunities.

Weaknesses: For example, if one of your weaknesses is too few branch locations, you could start an initiative to either implement more ATMs or open up branch locations inside grocery stores.

Opportunities: If you’ve identified an opportunity for a new product line, you may decide to work with one of your closest customers to fully define and understand their needs in order to strengthen the product—or you may decide to sell an early version of the product to customers in a particular test market before you invest heavily in an unproven area.

So, don’t expect your strategy to change unless you do something to make it change. You can worry about threats or get excited about the opportunities, but if your organization doesn’t shift its behavior, the opportunities will pass you by and the threats may sink your business.

Changing that organizational behavior is all about implementing initiatives or projects. Projects have start dates and end dates, budget and resources, and clear steps to make strategic “redirections” in your organization. Align your projects with measurable results for weaknesses and opportunities, so that you can effectively drive your strategy along the right path. For example, a local government that has uncovered community policing as a weakness in its SWOT analysis will need to develop and roll out a police force training program. The program should include measurable targets to prove that policing levels—and therefore community safety—increased.

5. Keep your strategy alive.

You just spent a significant amount of time and attention on crafting your strategy. Doing a SWOT analysis is tough, and thinking about your organization’s vulnerabilities can understandably make many leaders uncomfortable. But don’t shy away from the fault lines you uncovered; instead, take advantage of the work you did and the alignment you created. Review your strategy (and even your SWOT analysis) on a regular basis. How regularly? That varies by industry and organization, but typically you need to do it as frequently as your industry changes—a company operating in the tech industry will need to do more frequent reviews than one in the utilities industry. You should also launch a review anytime a significant economic, political, or environmental shift occurs that could impact your organization. Ultimately, you need to make sure you’re comfortable managing the risks and opportunities you see, regardless of timing.

Too many strategies sit on a shelf, waiting to be recycled when the next one is created. Put a methodical strategy review process in place, which can easily be organized and managed with the support of ClearPoint (that’s what our software was designed to do!).

Be prepared to take action on your SWOT analysis once you complete it!

