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Form of analysis
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Forecasting changes in
the external environment

|
4

Industry analysis

Internal analysis

Requires as prerequisite a PEST, SWOT,
Porters 5 forces

Strategic decisions and
implementation

minimise costs of production Cost leadership

To increase understanding and
awareness of developments in
the wider (external) business
environment of the firm in
order to identify future
opportunities and threats

To gain insights into the
competitiveness of the firm’s
industry and the factors which
will determine profitability

To identify the firm's relevant
internal strengths and

weaknesses, in the context of

the external opportunities and
threats which have been identified

To develop and implement
appropriate strategies for:
finance, marketing, personnel,
information systems, operations
management, etc.

3 generic strategies

Competitive positioni@/

PEST

Market structure

Five Forces Model

SWOT

Basics of business economics

"Competitive markets”
Nellis & Parker (2006) & Study guide chapter 1

Porter " e .
customer loyalty through better products Differentiation ( ) political, economic, social, technological
_ _ _ _ o EXTERNAL environment analysis
using either cost leaderhsip or differentiation in Focus
harrow segment /
Not consistently following one of these
strategies leads to "stuck in the
middie” and therefore to lower
Govern mentsj
act if there is "market failure" Strenghts, Weakness, Opportunities, Threats
| SWOT
Fiscal policy Internal analysis (|NTERNAL)

Monetary policy

PEST Analysis
(EXTERNAL)

complete freedom of entry or exit of markets,
homogeneous products

Perfectly competitive market
/ Frice taker rather than Price maker

e.g. Commodity (wheat, sugar etc.)

many sellers, some degree of differentiation

Competitive environment "imperfectly competitive markets"

Monopolistically competitive market L~

\ e.g. car repairs, grocery sales

small number of relatively large firms wary of
each others actions regarding price and non

Oligopolistic competition price action

—

\ e.g. Banking, brewing, motor oil etc.

1 supplier, monopolist

price maker, "producing a product where there is

Monopoly no close substitute for it"

regulated by "anti-trust” law (25-40% market
share = monopoly)

Number and size of buyers & sellers in
the market
Number of
buyers and
Defining the nature of a market Existing product differentiation . sellers
Severity of barriers for new market £ Degree of
entrants to enter or exit a market = product
2 differentiation
=
]
=
Market entry
and exit
barriers

1 Bargaining power of buyers

2 Bargaining power of suppliers

3 Threat from new entrants into the market

Porters 5 forces

(Industry)
4 Threat from substitute products / services
5 Degree of competition (rivalry)
Threat from
new entrants
& & &
Wy "y
o e
& &
Bargaining power Bargaining power
of suppliers of buyers
N
(9 X '(9 '\d‘x
S &
S s

&
é’c‘é\ Threat from
substitute products

or services

Market structure

Perfect Monopolistic
competition competition Oligopoly Monopoly
One supplier
. Few (in the extreme
Very high very many suppliers case of ‘pure’
monopoly)
. Usuall :
Nil Very low hi ghy Very high
Nil Nil High Very high
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