
 

 

   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 INTRODUCTION 

As soon as the organisation has set its vision, mission and goals, the next stage in 
strategy formulation is strategic analysis. This analysis encompasses the analysis 
of the external environment, organisational analysis, industry analysis and 
competitive portfolio analysis. Although the objectives may be set earlier prior to 
the results of these analyses, organisations can also revise them accordingly after 
the analyses to fit them with the implementation plans. 
 
In this topic, an analysis of the external environment will be analysed together 
with the appropriate tools and methods of analysis. The external analysis focuses 
on identifying and evaluating the trends and events beyond the control of the 
organisation. These factors have direct and indirect impact on the organisation 
and thus affect the performance of the organisation. Inevitably, organisations 
have to make plans to adjust accordingly to these changes which can be 
unexpected or unforeseen. 
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LEARNING OUTCOMES 

By the end of this topic, you should be able to:

1.  Elaborate on the external environmental forces that have an impact
on organisational performance; 

2.  Identify the opportunities and threats existing in the business
environment; and 

3. Discuss the tools for environmental analysis. 
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  EXTERNAL ENVIRONMENTAL FACTORS 

 
 
 

 
 
These forces can be seen in Figure 5.1 categorised into four broad areas: 
economic, social, political and technological forces. Each of these forces has an 
impact on the key stakeholders of the organisation, and subsequently provides 
either a favourable or unfavourable impact to the organisation. For example, a 
change in the social trends like demographic patterns or baby boom may have 
implications to the existence of new consumers like newborn babies. Coupled 
with this trend, one may observe that their mothers are working people. As such, 
there will be a demand for new baby products like fast baby food and baby 
toiletries that can help working mothers in managing their newborn babies. For 
some organisations, this trend may be favourable, while for other organisations, 
it may not be favourable. Thus, it is important at this point to know the external 
forces that can have an effect on the organisation. 
 

 

Figure 5.1: Categories of external forces 

 

 

 

5.1 

The external or environmental factors are those forces outside the control of a 
single organisation. 
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5.1.1 Economic Forces 

 
 
These are factors like gross national product (GNP) or gross domestic product 
(GDP) trends and growth rates, interest rates, money supply, inflation rates, 
unemployment rates, wage and price controls, level of disposable income, stock 
market trends, import and export factors, worker productivity, government 
budgets and many others. See Table 5.1. 
 

Table 5.1:  Key Economic Forces 

 Monetary policy  Tax rates 

 Minimum lending rates  Price fluctuations 

 Price controls  Fiscal policies 

 Level of disposable income  Foreign exchange 

 GDP growth rates  Consumption patterns 

 Government budgets  Per capita income 

 Public investment patterns  Private investment growth 

 Investment incentives  WTO, AFTA, EU policies 

 
Economic forces can come from the country in which the organisation operates 
and it can also come from outside the geographical territory, which is outside the 
country in which the organisation operates. Economic forces which originate 
from the country in which the organisation operates are relatively easier to 
handle than those outside the country. For example, when the Malaysian 
government sets the interest rate, it has an impact on the minimum lending rate. 
Malaysian organisations can be more prepared to take necessary steps to manage 
higher or lower interest rates. However, when the foreign exchange of the 
Malaysian currency fluctuates such as during the Asian financial crisis in 1997-
98, Malaysian trade organisations have difficulty coping with the exchange rates, 
and greater risks are perceived all the time. As such, many organisations which 
do not have cash reserves and skills will wind up their businesses during this 
time.  
 
 
 

Economic forces are those factors that are related to the economic 
development and growth of a particular country. 
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Similarly, the request by the World Trade Organisation (WTO) for countries to 
open up their boundaries for better trade flow can also have an impact on local 
business organisations. The implementation of the ASEAN Free Trade Area 
(AFTA) policy on the automobile industry is believed to have an impact on the 
Malaysian automobile industry. Economic forces that originate from outside the 
country are more challenging and complex for business organisations to handle 
as many are not familiar with the new rules of the business game. As such, 
organisations have to take a more proactive approach in observing the national 
and international trends globally so as to survive in the business. 
 
Although internal in nature, the economic forces which originate from within the 
country are not always easy for business organisations to respond to. For 
example, the policy on price controls for selected consumer products can pose a 
major challenge to producers of consumer products when the margin is low or 
not competitive. This can be stressful to consumer product manufacturers as they 
have to cope with the demands for higher returns on investment by the investors. 
Lack of creativity and innovation may force some of these organisations to take a 
shortcut solution by doing inappropriate and unethical business deals or 
focusing on short-term interests or returns.  
 
The major challenge in identifying and evaluating economic forces, therefore, 
becomes critical to managers in the strategic management exercise, thus affecting 
the survival of the organisation. 

5.1.2 Social Forces 

 
 
In a country where there are many ethnic groups like  Malaysia, which comprises 
ethnic groups such as Malays, Chinese, Indians, Iban, Bidayuh, Kadazan, Bajau 
and many others, social factors can pose difficulty when trying to cope with the 
changes in the environment. The social values of these ethnic groups are different 
to the extent that trying to cope with the diverse cultures can be a challenging 
exercise. For example, the Malays are mainly Muslims, while the Chinese can be 
Buddhists, Taoists, Christians or even Muslims. Similarly, the Indians can be 
Hindus, Muslims or Christians.  
 
 

Social forces cover a broad spectrum of factors including cultural, 
demographic and environmental factors. The social and cultural factors may 
refer to those forces like societal values, norms, culture, religion, language 
and attitudes that may change or show preferences of one type over another. 
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In this respect, when there is a greater awareness among the Muslims for the 
need to consume „halal‰ products, business organisations have to respond 
effectively to this trend. The hotel industry, for instance, have to make sure that 
the food served in the restaurants and banquet are „halal‰ and consumable to 
Muslims. In fact, separate kitchens for „halal‰ and „non-halal‰ food can be found 
in all hotels in the country. Even imported meat have the „halal‰ sign shown on 
the menu like the one served at the Victoria Station restaurant. That is why in 
Malaysia, we see that fast food chains like McDonald's, Kentucky Fried Chicken 
and Pizza Hut have standard „halal‰ signs (authenticated by the Malaysian 
Muslim Religious Department or JAKIM) to show that their food can be 
consumed by all Muslims. The demand for „halal‰ food is made by consumers 
and not pressured by laws of the country. Today, „halal‰ signs are commonly 
displayed on the processed food products too. Thus, a Western fast food would 
have to take into account the local values and consumption preferences in order 
to fit with the consumer's taste and demand.  
 
Language can also have an impact on the business organisation, for example, in 
terms of advertising. In the past, most advertisements on billboards in Malaysia 
must be written in Malay. However, this trend is quickly changing as more and 
more advertisements are written in English. Similarly, advertisements in the local 
media can also be done in Mandarin or Tamil. The changing policy on this and 
acceptance by the Malaysian society indicate the changing trends as compared to 
20 years ago where most advertisements were in Malay.  
 
As the country prospers and the society becomes more sophisticated, the demand 
for more products and services are increasing. For example, in the situation 
where many women are working, the demand for processed food is created. For 
instance, there are now „instant roti canai‰ and „instant curry puffs‰. Food 
manufacturers are introducing newer fast food products for the new generation 
of consumers. Canned food and processed packed food have become a trend 
today among the Malaysian consumers as their tastes and preferences change 
fast. As the society becomes more affluent, consumer spending patterns also 
change. Thus, we see thriving mega malls and shopping complexes today in 
major Malaysian cities in states like Penang, Johor, Melaka and others.  
 
Social values and preferences also affect consumer attitudes towards products 
and services. This can also be related to their level of education and social 
exposure. For example, attitude towards work and spending habits change fast 
among the new generation. Similarly, their perceptions towards leisure and 
holidays also differ today compared to a few decades ago. Changes in fashion 
and designs also affect the demand for new kinds of products and services.  
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When society transforms, the environment in which society operates also 
experiences changes. The rapid economic development in many areas has 
affected the ecological pattern and situation in those areas. For example, due to 
high production of various manufactured products, the level of environmental 
pollution has also increased, whether in terms of air pollution or noise pollution. 
In certain housing areas, we see landslides occurring on hillsides due to heavy 
torrential rains and poor drainage or water management system. Environmental 
Impact Assessment (EIA) becomes more important today and therefore 
construction companies have to cope with this in their development projects.  
 
Another societal concern today is the rise of consumerism and work safety. The 
rise of consumerism has led to the concern for safer consumer food and non-food 
products being sold in the market. Issues like manufacturing dates and expiry 
consumption dates are becoming more important and demanded by consumers. 
Consumers want to know what they are consuming and whether it is safe or 
otherwise. Pressures from consumer movements and other stakeholders also 
have an impact on the business organisation; hence, organisations should find 
ways to tackle these matters. Table 5.2 shows the key social forces in the 
environment. 

Table 5.2:  Key Social Forces 

 Life expectancy  Population growth rates 

 Lifestyles  Social values and culture 

 Attitudes towards work  Migration and work mobility 

 Sex roles  Value towards leisure 

 Level of education and training 
 Awareness towards religious 

values 

 Environmental concerns  Consumer activism 

 Attitudes towards ethics  Rate of family formation 

 Attitudes towards social 
responsibility 

 Consumer tastes and preferences 

 Buying habits  Consumption versus saving trends 

 Social tolerance  Health conscious concerns 
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5.1.3 Political Forces 

Political forces are those factors involving the government, whether it is at the 
federal level, state level or the local government level. Political forces can refer to 
the laws and legislation or policies adopted by the government in power.  These 
are factors that can provide favourable or unfavourable impact on the 
organisation.  
 
One of the main concerns in political forces is political stability. This refers to the extent 
in which the government has strong political support from the people or not. Political 
stability can provide strong foundations for business organisations to grow in the long 
run. One way of ensuring political stability is to get the voters' mandate in the general 
elections, and reduce extreme political ideologies that can create instability.  
 
In Malaysia, considering the existence of a multi-cultural and multi-religious 
community, the political leadership and their roles are important in maintaining 
political stability. For example, the succession of Datuk Seri Abdullah Ahmad 
Badawi as Prime Minister of Malaysia from Tun Dr Mahathir Mohamed in 2003 
was important in assuring political stability in the succession of the nation's 
leadership. The increasing number of terrorists and related activities in a country 
can also cause political upheaval and reduce the level of investment 
attractiveness to businessmen in the region or country. The Malaysian 
governmentÊs foreign policy of non-interference of foreign countriesÊ problems is 
one example that can reduce political instability in the country. 
 
Federal government policies can also affect business organisations. These include 
environmental protection laws, tax laws, investment incentives policies, labour 
laws, government subsidies and other trade policies. Attitudes towards foreign 
labour and foreign companies can also affect the political climate in the country. 
Similarly, the laws of the state governments or local governments can also affect 
business organisations. For example, when the PAS state government was 
controlling the State of Terengganu from 1999 to 2004, many businesses related to 
leisure and recreation activities were controlled and not encouraged. Local 
government policies can also encourage or discourage new business growth. 
 
Another area of concern is government regulations and deregulation policies. 
This is reflected by new laws and legislations introduced to curtail unhealthy 
activities in the business community. The introduction of special tariffs and by-
laws also has an impact on business operations, for example the service tax 
reforms introduced to all service organisations with a minimum sales volume.  
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Finally, national policies like the New Development Policy, National Service and 
National Integrity Plan can provide a favourable impact on foreign investment 
and business organisations in the country.  

5.1.4 Technological Forces 

In the last decade, the rate of technological changes has been rapid. This is 
attributed to the many innovations and inventions developed in an effort to 
improve the work and life of the community. Technological advancement has 
dramatically affected business organisations in terms of their products and 
services offered, and also their relations with other stakeholders and business 
practices. Technology has changed the manufacturing processes, introduced new 
products and services, and created new demands and marketing practices. One 
major revolution in technology is the development of the Internet.  
 
The advent of the Internet has changed the way businesses manage their operations as 
well as the way of doing business. The Internet has created demands for e-business or 
e-commerce. It has also led to the revolution in education through e-learning. The 
Internet has also demonstrated the borderless way of doing business and created the 
development of the multimedia industry. This has enhanced the development of new 
e-service businesses and accelerated the growth of the media and creative arts and 
advertising industry. Coupled with research and development activities in the 
electronics, computer and telecommunication industry, it has also led to the massive 
growth in the mobile telecommunication industry. The Internet has thus 
revolutionised the business model of the 20th century from manufacturing to the 
information age. The financial services sector is also changing fast to cope with the e-
banking phenomena. 
 
Intensive developments in research and development activities in various sectors 
like pharmaceutical, medical and engineering-related activities are producing 
new products and services that have become more important today than ever 
before. Biotechnology, bio-medical and medical engineering are new fields that 
create new products and services. The automobile industry is changing fast from 
the automated system to the electronic system. Even business offices are now 
incorporating electronic management systems. Thus, the technological revolution 
is changing the lifestyles and face of businesses and competition. Table 5.3 shows 
the key technological forces. 
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Table 5.3: Key Technological Forces 

 Research and development expenses  E-commerce and Internet 

 New products development  Cyber space technology 

 New services development  Biodiversity 

 Productivity improvements through 
electronic systems 

 Rate of innovation 

 Patent productions 
 Information systems and 

management 

 Multimedia development 
 Computer technology and 

engineering 

 

  
ENVIRONMENTAL SCANNING 

Environmental scanning is the first step in assessing the external environment. 
Scanning involves monitoring, evaluating and disseminating information from 
the external environment to the strategic planning group. To do this, strategic 
managers must first become aware of the external forces that can affect the 
business organisation. After the managers are aware of the possible external 
forces that can affect the organisation, they have to identify the potential events 
and trends that could be pertinent to the organisation's performance in the 
future. This can be done more effectively if the managers form a brainstorming 
session with all the relevant personnel in the organisation to get their views and 
feedback. Group sessions like these can increase their awareness and insights of 
new external forces that were not known earlier. During the scanning group 
sessions, managers need to identify environmental factors in the following four 
areas: 
 
(a) Economic forces that relate to the flow of money, goods and services, 

information and energy; 
 
(b) Social forces that show the way people live and their values and preferences; 
  
(c) Political forces that relate to allocation of power among people, including 

foreign policy and national policies; and 
 
(d) Technological forces that relate to the development of new technology, 

innovation and know-how. 
 

5.2 
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This can be a difficult task for managers even in group sessions. A strategic issue 
matrix can help managers to prioritise the issues to be considered as shown in 
Table 5.4. 
 
Probable Impact on Organisation Probability of Occurrence 
 

Table 5.4:  Strategic Issue Matrix 

 High Medium Low 

High High Priority High Priority Medium Priority 

Medium High Priority Medium Priority Low Priority 

Low Medium Priority Low Priority Low Priority 

 
Based on the matrix, managers can determine the external factors that require 
greater attention than others. Issues that have high and medium probability of 
occurrence and high and medium impact on the organisation must be addressed 
before other issues. 

5.2.1 Identifying Opportunities and Threats 

After conducting the environmental scanning, it is now easier for managers to 
determine the factors considered as opportunities and threats to the organisation. 
Opportunities are those factors or forces that provide a favourable response or 
impact to the organisation. In other words, those factors that can offer new 
businesses or areas for newer businesses either in terms of product or service or 
markets to be served. It is those factors that appear to be in synchronisation with 
the current business activities, and also fit well with the vision and mission of the 
organisation. Opportunities are also areas that can provide specific market niches 
that focus on particular areas in terms of products, services or markets.  
 
In doing an external analysis, one of the greatest challenges is to identify and 
determine these opportunities that can provide a strategic advantage to the 
organisation. These forces generally have a direct impact on the organisational 
performance and outcomes, either in the short run or in the long run.  
 
In trying to determine the opportunities available for an organisation, the 
strategic managers need to make a list of all the external factors, and then 
identify those forces that can have the most critical impact on the organisation.  
The process may begin with a long list, but ultimately, the managers will end up 
with a handful of strategic forces related directly to the organisation. Table 5.5 
identifies the opportunities and threats that may be faced by an organisation. 
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Table 5.5: Identifying Opportunities and Threats 

 Opportunities   Threats 

Economic  High economic growth rate  

 Low inflation rate 

 High consumer spending 

 High personal tax 

 Low productivity 

Social  Changing lifestyles  

 High level of education 

 Positive social values 

 Negative attitude 
towards ethics 

 Air and water pollution 

 Intercultural variations 

Political  Government policy on subsidies 

 High import duties 

 Local government support 

 Unfavourable fiscal and 
monetary policy 

Technological  New technologically advanced 
products and services 

 General widespread use of the Internet 

 High rate of innovation 

 High cost of research 
and development 

 
Threats are those factors or forces that can provide an unfavourable response or 
negative impact to the organisation. These forces could impair the performance 
of the organisation or hinder the organisation from achieving the goals and 
objectives that have been set earlier. These factors do not fit with the 
organisationÊs activities and react negatively to organisational positioning. As 
such, organisational threats need to be overcome or reduced so as to reduce the 
undesirable impact it could have on the existing operations of the organisation. 
 
In trying to overcome the threats, strategic managers may have to use available 
personnel with expertise and experience or hire external experts to help them in 
handling the uncontrollable forces. In some cases, the external threats can be 
avoided and thus minimise the impact on the organisation. In other cases, the 
undesirable threats cannot be avoided and organisations have to be creative in 
reducing the potential threats of these forces to the organisation. Managers can 
only minimise the risks of external forces but cannot eliminate the potential risks 
involved.  
 
In trying to identify opportunities and threats, strategic managers have to make 
sure that they have the necessary information to do so, particularly in the 
business in which they are making an assessment. Information related to the 
industry is also critical. As such, the environmental opportunities and threats 
identification could be done effectively by a group of strategic managers having 
the latest information about the business in which the organisation operates. One 
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of the major problems strategic managers face is the lack of latest information 
about the industry or key information that can affect the industry of 
organisational future. This could be due to lack of experience or poor competitive 
surveillance or intelligence. Furthermore, lack of business experience and 
intuition could make the task more difficult. For example, it would not be easy 
for a strategic manager in a bank to assess the situation in a manufacturing 
concern when the manager does not have knowledge or information about the 
industry. People who are doing this type of analysis do not require precise 
knowledge about the industry in question, but must have the latest information 
that would have an impact on the business. This may be one reason why in many 
Malaysian organisations, the top management positions are filled by experienced 
professionals from the public and private sectors, who have a birdÊs eye view of 
the situation. 
  
Finally, in identifying the opportunities and threats, strategic managers need to 
realise that one factor can be an opportunity to the organisation, but it could also 
provide a threat to another organisation or industry. For example, the low 
interest rate may be good for borrowers, but not favourable to the lenders or 
financial institution. Thus, in organisations with multi-businesses, the assessment 
of opportunities and threats can be a challenging task.  
 

 

ACTIVITY 5.1 

Answer True (T) or False (F) to each of the following statements: 
 
No. Question T F 

(a) The Internet is changing the very nature of many  

industries by altering product life cycles and changing 

the historical trade-off between production 

standardisation and flexibility. 

  

(b) Technological decisions should be handled mainly by 

lower management because they have a better first-

hand knowledge of what is needed. 

  

(c) Economic factors do not have much impact on the 

attractiveness of strategies. 
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5.2.2 Tools for Environmental Analysis 

There are at least two ways to conduct an environmental analysis. One is by 
using the Environmental Threats and Opportunities Profile (ETOP) and the other 
is through External Environmental Factor Matrix (EEFM) or External Factor 
Evaluation Matrix (EFEM) as it is generally known. 
 
(a) Environmental Threats and Opportunities Profile (ETOP) 

The Environmental Threats and Opportunities Profile (ETOP) analysis 
provides a list of external environmental factors that have an impact on the 
organisation. The strategic manager needs to assess the importance of each 
of the factors to the organisation on a scale of 1 to 10, where a score of 1 
means that the factor is of low importance to the organisation and a score of 
10 means that the factor is extremely important to the organisation. The 
assessment of the factors is not necessarily made arbitrarily but rather 
based on the actual facts and information obtained by the manager and its 
relevance to the organisation. The next stage is to evaluate the impact of 
each of the factors to the organisation on a scale of (-5) to (+5), where a 
score of (-5) means that the factor has a very negative impact on the 
organisation, and a score of (+5) means that the factor has a very strong 
positive impact on the organisation. Table 5.6 provides an example of 
ETOP. 

 
Table 5.6: Environmental Threats and Opportunities Profile (ETOP) 

External Factors Impact of Factor of 
Factor 

Importance ETOP Score 

Economic +4 8 +32 

Social +2 4 +8 

Political -3 6 -18 

Technological -1 7 -7 

Total Score   +15 

 
From the above example, one can see that the total score is (+15), whicht is 
slightly above the average total score. This means that the organisation is in 
fairly good position, due to its strong economic factor. However, the social 
factor is relatively weak. The political factor is the weakest, showing a high 
level of threat similar to the technological factor. Therefore, the organisation 
needs to address these two external factors. 
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(b) External Environmental Factor Matrix (EEFM) 
After conducting the environmental scanning, strategic managers may 
want to assess each of the external factors and see how these factors 
provide opportunities or threats to the organisation. One way of doing this 
is to develop the External Environmental Factor Matrix (EEFM). David 
(2003) developed the External Factor Evaluation Matrix (EFEM) while 
Wheelen and Hunger (1996) developed the External Strategic Factor 
Analysis. These matrices are similar in nature. 

 
In order to develop the EEFM, the strategic manager has to follow these 
steps: 
 
(i) List the key external environmental factors. Identify first the 

opportunities followed by the threats; 
 

(ii) Assign weights to each of the factors identified above. A score of 0.00 
means that the factor is not important and does not have any strategic 
impact on the organisation. A score of 1.00 means that the factor is 
extremely important and has much impact on the organisation. The 
total weights must add up to 1.00; 
 

(iii) Rate each factor on a scale of 1 to 5, where a rating of 5 means that the 
factor responds well to the strategy of the firm, whereas a scale of 1 
means that the factor responds less favourably to the firm's strategy; 
 

(iv) Multiply each of the assigned weights with the rating score to 
determine the weighted score; and 
 

(v) Sum the weighted scores for each factor to determine the overall 
weighted score for the organisation. 
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Table 5.7 shows the External Environmental Factor Matrix (EEFM). 
 

Table 5.7: The External Environmental Factor Matrix (EEFM) 

 External Environmental Factors Weights Rating Weighted 
Score 

 Opportunities    

1. High economic growth 0.15 4 0.6 

2. Favourable population growth 0.05 2 0.1 

3. Strong demand 0.20 3 0.6 

4. Trendy fashion among youths 0.10 2 0.2 

5. High demand in China and Japan 0.10 2 0.2 

     

 Threats    

1. Increasing government regulations 0.05 3 0.15 

2. Local advertising and media control 0.10 4 0.4 

3. Government relations strained 0.15 2 0.3 

4. Political instability 0.10 2 0.2 

     

 Total 1.00  2.75 

 
The results show that the organisation's performance is below average (average 
score is 3.00). The company has major opportunities as the economic growth is 
good and the demand is strong. However, the threats are that the local 
government policies prohibit heavy advertising and media communication. This 
may pose difficulty to the organisation to gain a large market share as the 
product may not be known to the consumers. Consequently, the company has to 
resort to more creative solutions in handling the external threats. 


