MGMT 480 – Ch #4
Learning Objectives:

1) To learn the components of the industry and remote environments.

Remote Environment:  These factors in the firm’s environment are very important because they operate at such a vast scale that a single firm cannot change or mold them to make their situation more favorable.  Rather, they function as constraints that affect all companies to some degree and they must be ADAPTED to.  Firms scan for information about remote environment factors and take it into account when forecasting what the future should look like, and then use the information and forecasts to formulate strategic plans.  If new information arises, then the forecasts and strategic plans may be revised.  In terms of SWOT analysis, these are some of the factors that comprise its opportunities (O) and threats (T).
1) Economic factors. A firm should scan for information such as inflation rates, input prices, unemployment rates, exchange rates, GDP, etc., that could affect future plans.
2) Social factors.  This covers peoples beliefs and values, demographics, etc. that may affect a firm’s future plans.
3) Political factors.  This covers government and political action at the local, state, federal, and international levels.  Laws, regulation, and even political debate must be weighed for its potential impact of a firm’s future plans.
4) Technological factors.  This covers how technology and the evolution thereof, can affect a firm’s future plans.
5) Ecological factors.  This covers environmental laws and regulations, and the body of public opinion about environmental factors that may lead to new laws and regulation.  Today’s focus on sustainability is an important ecological factor that a firm must consider in planning for the future.
Contending Forces:  These are factors that affect a firm at the industry level.  They do not operate at the scale that the remote environment factors do.  Rather, their impact is more focused and can be affected by an individual firm.  Doing so may help to improve a firm’s profitability.  There’s a cost/benefit consideration that often takes place when deciding whether to adapt to these factors or to attempt to MANIPULATE them to improve the firm’s profit situation. Successfully managing these factors enables a firm to increase its prices (noted as “(P)” below), or decrease its costs (noted as “(C)” below).
1) Threat of entry.  The threat of new entry into an industry can dilute the profitability of a firm already in that industry.  Therefore, a firm should attempt to discourage new entry by taking some or all of the following actions.  
a) Increasing economy of scale opportunities.  (C)
b) Increasing product differentiation.  (P)
c) Increasing the amount of capital necessary to compete in an industry.  (P)
d) Decreasing new competitor access to distribution channels.  (P)
e) Encouraging government regulation.  This becomes more of an impediment to new competitors that to those already in the industry.  (P)
2) Powerful suppliers.  If a firm can diminish the power of its supplier of input factors, then its costs decrease.  Therefore, a firm may attempt to diminish the power of its suppliers through the following actions:
a) Selecting suppliers in industries with numerous, small competitors.  This gives the firm bargaining leverage.  (C)
b) Using generic or undifferentiated supply inputs.  (C)
c) Reducing the risk that a supplier forward integrates into the firm’s industry.  (C)
d) Increasing the importance to the seller by purchasing in large quantities.  (C)
3) Powerful buyers.  If a firm can diminish the power of its buyers (customers), then it can increase its process.  Therefore, a firm may attempt to diminish the power of its buyers through the following actions:
a) Consolidating the industry so that buyers have fewer options.  This leads to fewer competitors and choices for the buyers.  (P)
b) Differentiating the product/service.  (P)
c) Increasing the importance of the product/service to the buyer.  (P)
d) Diminishing the chance that the buyer backward integrates into the firm’s industry. (P)
e) Earns low profits. (P)
4) Substitute products.  The fewer the potential substitutes, the higher the price a firm can charge for its products/services.   For example, a firm that produces soda will also be affected by those that sell bottled water, coffee, juice, etc.  (P)
5) Jockeying for position.  A firm would want to diminish jockeying for position among competitors in its industry because it reduces head-to-head competition, which reduces the pressure to compete on the basis of price.  Another term for this is competitive rivalry.  Reducing rivalry increases prices and profits among the competitors in an industry.  Here are some examples of how to reduce rivalry.
a) Discovering ways to increase the sales growth in the industry.  (P)
b) Increasing the switching costs for a business’ customers.  This makes competitor products less attractive.  (P)
c) Decreasing capital intensity, diminishing fixed costs and the possibility of price wars.  See the book for a more complete explanation.  (P)
d) Decreasing exit barriers so that failing companies will close more quickly and not attempt to survive by slashing prices.  (P)

Industry Analysis and Competitive Analysis:

1) Industry boundaries.  As with substitutes, firms might compete with those outside its industry.  For example, coffee and juice producers may compete because they are both in the beverage industry.  Beverage and food producers may compete.  Restaurant and food competitors may compete.  It’s important to know the scope of potential competitors when conducting forecasting and making strategic decisions.
2) Industry structure.  Is the industry local, regional, national, or international in scope?  Are the firms typically large or small?  Is the industry concentrated with a few competitors or diffused with many competitors?  Again, it’s important to know the competitive landscape when conducting forecasting and making strategic decisions.
3) Competitive analysis.  Who are the competitors, and even the potential competitors?  What are their strengths and weaknesses, product mix, target markets, etc.  A firm must know its competitors to forecast for the future and to make strategic plans.
