h

3-2








         Ch. 3: Environmental Forces
Ch. 3: Environmental Forces 

   3-1

CHAPTER 3

ENVIRONMENTAL FORCES
LEARNING OBJECTIVES

After studying this chapter, the student should be able to:

1. Describe how economic and cultural factors influence organizations.
2. 
3. Identify the five competitive forces that affect organizations in an industry.
4. 
5. Describe the principal political and legal strategies used by managers to cope with changes in the environment.
6. Explain how technological forces influence changes in industries.

Learning Objective 1:
 Describe How Economic and Cultural Factors 
Influence Organizations.

A. The General Environment (or macroenvironment)



· 
· 


1. Factors in the General Environment

a. type of economic system (capitalism, socialism, communism)
b. economic conditions (expansionary/recessionary cycles; general standard of living)
c. type of political system (democracy, dictatorship, monarchy)
d. condition of the ecosystem (extent of air, land, water pollution)
e. demographics (age, gender, race, ethnic origin)
f. cultural background (values, beliefs, language, religious influences)
B. 
C. The Economy
2. 
1. Economics
a. a discipline that focuses on understanding how people or nations produce, distribute, and consume various goods and services
2. Trends in the New Economy Versus the Old Economy

New

· Value matters




(information is key) 
· Borderless competition




(distance vanished)
· Customer convenience




not products  (a click   away)
· Human capital





(rise of knowledge worker)


· Size of organization matters (manufacturing is key)
· Defined market segments


(demographics)
· Customers for a lifetime

       (loyalty, repeat business)
· Physical and capital assets

(tangible assets)
3. 

D. 
E. 
F. 
G. 
H. 
I. 
J. 
K. 
L. 
M. 
N. 
O. 
P. 
Q. 
R. 
S. 
T. 
U. 
V. 
W. 
X. 
Y. The Environment 
1. Need to Protect Environment
a. environmental stewardship
· policy an organization adopts to protect or enhance the natural resources in the conduct of its activities
b. 
c. poses numerous challenges to business

· increasingly tough requirements
· added cost of doing business

· requires increased environmental planning and action in response to changing public attitudes

2. Proactive Management Action to Environmental Concerns

a. give a senior-level person well-defined environmental responsibilities

· makes managing the environment a strategic issue

b. measure everything:  waste, energy use, travel in personal vehicles, etc.
· set measurable goals and target dates for environmental improvements 

c. consider reformulating products in order to use less toxic chemicals  

d. consider business opportunities for recycling or disposing of products

· e.g., have your customer return "used" products .
e. recognize that environmental regulations are here to stay and likely to become more restrictive

· "green behavior" (or lack thereof) will impact a firm's reputation

Z. Demographics

1. What are Demographics?

a. characteristics of a work group, an organization, a specific market, or various populations
b. 
· e.g., the number of individuals between the ages of 18 and 22
c. 
d. influence marketing, advertising, and human resource management decisions

2. Demographic Changes in the U.S.

a. increasing diversity (minorities, women, workers with disabilities)
b. 
c. 
d. 
e. need for different education and skills due to shift from production jobs to service/information jobs 
f. managerial challenges

· more contingent workers

· tolerance (of differences) vs. intolerance (of sexual harassment, discrimination)

· desire for more meaningful work
· 

· 
· 
AA. 
AB. 
AC. 
AD. 
AE. Cultural Forces

1. Characteristics of Culture

a. often not as visible as other general environmental forces

b. unique pattern of shared characteristics that distinguish members of one group from those of another group
· 
· 
2. Values

c. basic beliefs about a condition that 
a. have considerable importance and meaning to individuals

b. relatively stable over time

3. Value System

a. multiple beliefs that are compatible and supportive of one another

b. greatly affect how a manager:

· views other people and groups, thus influencing interpersonal relationships

· perceives situations and problems

· goes about solving problems

· determines what is and is not ethical behavior

· leads and controls employees





4. 
5. 
6. 
7. 
8. Hofstede's Framework

a. power distance 

· the degree to which 
· less powerful members of society accept that influence is unequally divided
b. uncertainty avoidance

· the extent to which members of a 
· culture feel threatened by risky or unknown situations
c. individualism 

· extent to which society expects people to 
· take care of themselves and their immediate families 
· and/or the degree to which individuals believe 
· they are masters of their own destiny 
· collectivism (the opposite of individualism) measures the tendency of group members 
· to focus on the common welfare and feel loyalty toward one another

d. masculinity 

· degree to which assertiveness and the acquisition of money and material things are valued, as well as degree of indifference to others’ 
· quality of life
· femininity (the opposite of masculinity) measures the tendency 
· to be nurturing and people-oriented

e. long-term/short-term orientation
· extent to which a culture stresses acceptance of delayed gratification of material, social, and emotional needs
· long-term orientation stresses importance of thrift, ordered relationships, persistence, education
· family is prototype of all organizations

· people should treat others as they would like to be treated

· a person's tasks in life consist of 

· acquiring skills and education
· working hard

· not spending more than necessary
· being patient

· preserving the values of society

9. Managerial Implications
a. global competition is a reality

· number of assignments in other countries rapidly increasing

· managers in every country must think globally
· understanding other cultures helps you understand international partners and makes you a better manager
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· 

· 
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· 




· 
· 





Learning Objective 2: Identify the Five Competitive Forces that Affect Organizations 
in an Industry. 
A. Competitors

1. Importance and Effect of Competitors

a. 
single most important day-to-day force facing organizations

B. New Entrants





· 

A. 
1. Barriers to Entry
a. economies of scale 

· achieved when increased volume lowers unit cost of a good or service
b. product differentiation

· uniqueness in quality, price, design, brand image, or customer service

· gives a product an edge over the competition

c. capital requirements 

· dollars needed to finance equipment, purchase supplies, purchase or lease land, hire staff, etc.
d. government regulation

· may bar or severely restrict potential new entrants to an industry

C. Substitute Goods and Services

1. What are Substitute Goods and Services?

e.  goods or services 
a. that can easily replace another firm's goods or services
D. 
E. 
F. 
G. Customers

1. Potential Effects of Customers

a. they may drive down prices

b. push for more or higher-quality products

c. increase competition among sellers by playing one against the other

2. Bargaining Power Relatively Great When:

a. customer purchases a large volume relative to supplier's total sales

b. the product or service represents a significant expenditure by the customer

c. large customers pose a realistic threat of backward integration, i.e., the purchase of one or more of its suppliers

d. customers have readily available alternatives for the same services or products

H. Suppliers

1. Bargaining Power of Suppliers

a. often controls how much they can 
· raise prices above their costs, or
· reduce the quality of goods and services they provide before losing customers
b. 
c. is increased by supplier–customer alliances

· advocated by total quality management programs

Learning Objective 3:
 Describe the Principal Political and Legal Strategies Used by Managers to
Cope with Changes in the Environment.
A. Managerial Political Strategies 

1. Negotiation 

a. process by which two or more individuals or groups 

· have both common and conflicting goals 

· present and discuss proposals in an attempt to reach an agreement
b. probably the most important political strategy
2. Lobbying

a. an attempt to influence government decisions by providing officials with information on the anticipated effects of legislation or regulatory rulings

b. approximately 4,000 national lobbying organizations maintain staffs in Washington, D.C.

a. combined effort involving two or more organizations, groups, or individuals

· to achieve common goals with respect to a particular issue (e.g., pollution standards, computer codes)
b. used for the following purposes:
· oppose/support legislation, regulations, & nominations for regulatory agencies

· improve competitiveness of two or more organizations through collaboration

· promote particular products/services, e.g., oranges, computers, and electricity

· construct facilities beyond resources of any one organization

· represent the interests of specific groups, e.g., women, elderly, minorities, and particular industries

c. joint venture

· typically involves two or more firms becoming partners to form a separate entity
3. Representation

a. membership in an outside organization that serves the interests of member's organization or group
· 
· e.g., sitting on the board of directors of another corporation

4. Socialization 

a. process by which people learn the values held by an organization and the broader society
b. includes both formal and informal efforts to mold new employees
c. may be viewed as an invasion of privacy

Learning Objective 4: Explain How Technological Forces Influence Changes in Industries. 

A. Technological Forces
1. What is Technology?

d. knowledge, tools, techniques, and actions 
a. used to transform materials, information, and other inputs into finished goods and services (outputs).

b. plays pivotal role in creating and changing an organization's environment
c. key roles in strategy, manufacturing, and distribution
2. Role in Strategy

a. creates strategic options not feasible with older technologies
· computer-aided design enables short production runs of custom designs with economies of scale 
· 
· approaching those of traditional large-scale manufacturing facilities

· shopping over the Internet increases convenience to customers
· online, real-time financial management systems enable managers to determine profit and loss on a daily basis
· 
· improved access to services (e.g., banking)

3. Role in Manufacturing

a. reduces time to introduce new products to the market

b. increase of quality through the reduction of potential for human error

c. permits mass customization
· can produce a wide variety of unique product
· same design and production equipment used for efficiency

· product is modified to meet a broader market
4. Role in Distribution

a. dominated by the possibilities of the Internet (e.g., Amazon)
b. changes in transfer of information
· movement of confidential information is a growing issue
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