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Chapter 2 Strategic Position and the Business Environment
Answer 1
(a)

Political factors

EU expansion – The number of states in the EU is continuing to rise and this offers growth opportunities for Airtite. Airtite has already opened up routes to some of the countries that joined in 2004, and as additional states join they provide additional potential destinations for Airtite to fly to.

Competition policy – European governments are keen to support the competition low-cost airlines provide for national flag carriers, so this reinforce the opportunities EU expansion offers the low-cost airlines.

Legal factors

Government legislation – If the potential government legislation to increase retirement age and to demand a higher level of personal contributions to pension schemes goes ahead this will be a threat to the travel industry. Both aspects of the legislation will lead to a demand for air travel because people will either have less leisure time (reducing retirement age) or less disposable income (increasing pension contributions).
Environment and pollution – There is becoming increasing public awareness of the impact of pollution and harmful emissions on the environment and the earth’s climate. While air travel companies should be looking at ways of reducing their harmful emissions to display their corporate social responsibilities, the level of concern about the environment means that coordinated government action to reduce emissions is becoming increasingly likely.
Taxes on aircraft emissions – Governments, globally, are looking at ways to control harmful aircraft emissions, either by restricting the number of flights or by imposing higher taxes on pollution. If aircraft taxes are increased, the low cost airlines will either have to pass these costs on to consumers – which could see demand fall – or absorb the costs themselves, seeing their margins reduced.

The scale of the impact of legislative changes as a whole could have on the industry means that governments are key stakeholders for Airtite, because they could exert significant power over Airtite’s future business decisions.
Social factors
Perception level of travel – The expansion in airline travel for both business and leisure passengers has created an environment in which people are more willing and keen to travel than they historically have been. People now perceive travelling by air to be easy, so this provides ongoing opportunities for the growth of the industry.

At the moment, the threat of terrorist activity does not appear to have had a major impact on demand for air travel, but if the threat increases then demand is likely to suffer.

New market segments – The relative ease and cheapness of low cost airline travel could allow the industry to create new market segments. For example, an increasing number of people are now having overseas stag parties or hen parties, which suggests that there are opportunities for growth in leisure travel among young, single people, instead of the family market which has been a major source of growth previously.
Demographic changes – However, changing population structures could affect the demand for travel overall. A significant part of the recent growth in the industry has come from leisure travel by families, but the increasing number of one-parent families within limited incomes could jeopardize this growth. Similarly, the increasing proportion of retired people in the population, dependent on state pensions, could also limit the opportunities for further growth.
Economic factors
Reduced disposal incomes – Changes in general economic conditions and people’s disposable incomes will have an impact on the demand for air travel. For example, the global financial crisis, rising inflation and rising interest rates are squeezing disposable income levels. Coupled with lower levels of job security, these economic conditions are likely to cause people to reduce their leisure spending, which in turn may lead them to spend less on foreign holidays.
Switching to lower cost brands – However, this desire to spend less on foreign holidays could be either a threat or an opportunity for the low cost airlines. While some people may decide not to have a foreign holiday at all, there are others who have previously flown with a national carrier who might now fly with a low cost carrier instead.

Business passengers will face similar choices. In an economic downturn, companies are have to be more prudent with their spending, and so some may cut back on air travel altogether, while others will redirect their spending from premium airlines to low cost airlines.

Fuel costs – Fuel costs are continuing to rise over due to uncertainty over supplies and increasing global demand. As fuel costs currently account for 25% of Airtite’s operating costs, changing fuel costs could have a significant impact on its business. As with taxes discussed above, low cost airlines will be faced with the dilemma of whether to pass on the increased costs to their consumers (thereby possibly reducing demand) or to absorb the costs themselves leading to significantly reduced margins.
Technological factors

Online bookings – The growth of e-commerce and online bookings are essential to Airtite’s business model because it relies on online bookings. Therefore the spread of internet access, and in particular broadband access to the internet, will increase the size of Airtite’s potential market and in turn its potential revenues.

Engine efficiency – One of the key challenges facing the industry is reducing aircraft emissions. In this respect, technological advances are important because the improving efficiency of aircraft engines is reducing harmful emissions. By implementing the reductions themselves, airlines may be able to reduce the threat of political or environmental lobbyists calling for air travel to be subject to higher taxes.
Engine efficiency also has an important economic impact, because reduced fuel consumption will help the airlines reduce their fuel costs.

However, technological change may have some short term costs for the airlines if it means they have to upgrade their fleets, and have to either buy or lease the next generation of aircraft.
Environmental uncertainty

The analysis above shows that the European air travel industry is both complex and dynamic. A number of the factors we have identified could be either opportunities or threats.

The effect of this is to create a high level of uncertainty, which makes long-term strategic planning difficult. Consequently, Airtite must remain alert to all the environmental factors which could affect them, and be innovative and flexible in their responses to changes in those environmental factors.

Experience in the industry is likely to be very important in assessing the importance of future environmental developments, due to the complexity of the interactions between them.

(b)
Carrying out a systematic PESTEL analysis is a key step in developing alternative scenarios about the future. Johnson and Scholes define scenarios as ‘detailed and plausible views of how the business environment of an organisation might develop in the future based on groupings of key environmental influences and drivers of change about which there is a high level of uncertainty’.
In developing scenarios it is necessary to isolate the key drivers of change, which have the potential to have a significant impact on the company and are associated with high levels of uncertainty.
Development of scenarios enables managers to share assumptions about the future and the key variables shaping that future. This provides an opportunity for real organisational learning. They are then in a position to monitor these key variables and amend strategies accordingly. It is important to note that different stakeholder groups will have different expectations about the future and each may provide a key input to the process of developing scenarios. By their very nature scenarios should not attempt to allocate probabilities to the key factors and in so doing creating ‘spurious accuracy’ about those factors.
A positive scenario is shown below and should provide a shared insight into the external factors most likely to have a significant impact on Airtite‘s future strategy. For most companies operating in global environments the ability to respond flexibly and quickly to macro-environmental change would seem to be a key capability.
The scenario as illustrated below, clearly could have a major impact on the success or otherwise of Airtite’s strategy for the future. The key drivers for change would seem to be the link between technology and global emissions, fuel prices and the stability of the global political environment. Through creating a process which considers the drivers which will have most impact on Airtite and which are subject to the greatest uncertainty, Airtite will have a greater chance of its strategy adapting to changing circumstances.
Example of scenarios using the PESTEL framework – positive scenario
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Answer 2
(a)

Sources of competitive advantage

S Company could use Porter’s Diamond to assess the potential advantages that is competitors from PP Country enjoy. There are four key determinants which might give PP Country an edge:

· Factor conditions

· Demand conditions

· Related and supporting industries

· Firm strategy, structure and rivalry

Factor conditions

Resource factors can be split into two categories: basic factors and advanced factors.
Basic factors include natural resources, climate and the availability of cheap semiskilled or unskilled labour.

These basic factors are usually inherent in a country, but they cannot create a sustainable competitive advantage for a nation because they are widely available. In the context of the consumer electronics industry in which S Company operates, basic factors will not play a significant role. The demand will be mostly for skilled labour, and the need for natural resources is not great.

Advanced factors have to be developed. They are associated with the scientific and technological infrastructure of a country and include a highly educated workforce who can use the modern production technology an investor may require, as well as good communications links. These communication links may be digital communications (such as internet and broadband), as well as physical links such as the road network.
The fact that companies in PP Country have already made inroads into the markets in D Country suggests that PP Country has some of these advanced factors. Unlike basic factors they can help a nation create a sustainable competitive advantage. Therefore, education and communication factors are two key factors for S Company to consider in its analysis of the competition.
Capital can also be an important advanced factor. For example, it is possible that the Government of PP Country is providing capital to improve its infrastructure and communication networks. Private investors from other countries may also see PP Country as a promising market.

Demand conditions

A tough domestic market is an important element in producing competitiveness. If customers in PP Country demand high standards in the goods they purchase, producer firms in PP are likely to produce high quality, innovative goods in order to meet domestic customer demand. This is likely to help these firms be competitive on the international market.
However, because the market for consumer electronic components is global, the domestic demand conditions may not be as important in this industry as some others.
Firm strategy, structure and rivalry

Firm strategy and structure – The way in which firms are created, organized and managed in PP Country could have a significant impact on its companies’ competitiveness. For example, if the business environment encourages small, local business, the companies may be less able to adapt to a less friendly business environment in another country such as D Country.

Another factor that is sometimes important when a company wishes to break into an overseas market is cultural aspects of business. Management structure, management styles and work ethics vary significantly between countries. While some purchasers in D Country may not be concerned who they buy their components or products from others, conscious of their image, may wish to source only from reputable suppliers with responsible attitudes to the workforce.
Workers’ attitudes to the consumer electronics industry, and to multinational companies, could be important here. PP Country’s firms are likely to be competitive if they are considered prestigious, and is therefore attractive to the better-educated people in the country.
Rivalry among existing firms – The nature and extent of any existing rivalry in the consumer electronics industry in PP Country is also important. Porter argues that a strong domestic rivalry and the quest for competitive advantage within a nation can help organizations become more competitive on a global scale.

One particularly important aspect of this is that rivalry and competition spurs innovation. If PP Country provides an environment which encourages innovation, this could be a potential threat to S Company in such a fast moving industry.
Related and supporting industries

Supporting clusters – The existence of a set of strong related and supporting industries is important to the competitiveness of firms.

For example, if some companies in PP Country can produce the component parts more cheaply than D Country, other PP Country companies may be able to concentrate on the end products (mobile phones, laptops) which they can in turn produce and sell more cheaply.

Government’s role

Many governments are looking to encourage the development of key clusters, where a region becomes associated with a particular industry. If PP Country has already started to develop a consumer electronics industry cluster this could be a very important factor in giving it a competitive edge.

The Government in PP Country can also play a more general role in encouraging growth of new industries, either indirectly (for example, by investing in infrastructure, or higher education) or directly (for example, by offering subsidies to foreign investors).
The diamond as a whole

Although the diamond highlights four key determinants which could affect the competitiveness of companies in PP Country, it is important that S Company looks at all four of them together. All four of the determinants need to be present, because it is the combination of all of them which develops competitive advantage. The diamond does not guarantee success for any organization in this industry operating in the country.

(b)
Assessing the external environment using a model

PEST is a model for analyzing the wider environment in which an organization operates. PEST covers four headings: political-legal, economic, social and technological and is sometimes expanded to include legal, environmental and ethical matters.

GR should use PEST to look at the wider environment in NN Country to consider factors such as the political environment, economy and available technology that would affect any investment before making a decision to invest. So GR needs to ask what information should be collected as part of the PEST analysis.
Political-legal environment. This includes any laws in NN Country such as contract law, employment law, customer protection legislation and regulation of industry via competition law. Customers in NN Country may be poorer and have less to spend on electronic goods relative to DD Country. Competition regulation or tariffs may inhibit overseas imports or conversely positively encourage them. This heading also consists of the political environment of NN Country which includes internal stability, international relations and state involvement in the economy.

Economy. GR needs to consider the rate of growth of the economy in NN Country and internal demand for goods and services that would help or hinder its brand. If the economy is entering recession, GR may still wish to enter the NN market but will have to keep an eye on margins and heightened competition. In times of boom, S Company must try to identify the level of demand and plan to meet this. Inflation, unemployment, taxation and the availability of credit are all factors GR must consider carefully.
Social and cultural environment. Typical social and cultural trends that GR may wish to consider include the number of women entering the workforce, rising standards of living, values and beliefs held and the population split between the sexes. These trends affect the type and availability of customers and their potential spending power. In general, most consumers of electronic gadgets are men, particularly in less developed countries, but if the attitudes within a country change, there is increased potential for an untapped market of economically active women.
Attitudes such as patriotism may affect consumers’ willingness to buy from foreign companies.

Technological. Although last in the acronym T for technological is the most important factor. GR needs to find out how developed the country is in terms of technology to determine whether there is a market for its goods. This is particularly true of laptops and MP3 players. In the case of mobile phones are a necessity. How widespread is internet use? Can sales be made over the internet or would a bricks and mortar presence be required? What is the transport infrastructure like, and how would the goods get to the customer or point of sale?
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